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Explanatory Note
 

On December 7, 2016, Sun Hydraulics Corporation (“Sun”) filed a Current Report on Form 8-K (“Original Report”) to report the
completion of its acquisition of all of the outstanding equity interests in Enovation Controls, LLC. By this amendment No. 1 to the Original
Report, Sun is amending Item 9.01 thereof to include the required financial statements and pro forma financial information.

Item 9.01. Financial Statements and Exhibits.

(a) Financial Statements of Business Acquired.
 
The audited statement of assets acquired and liabilities assumed was prepared using Sun’s acquisition method basis of accounting

as of the acquisition date of December 5, 2016 and audited statements of net revenues and direct costs and operating expenses for the years
ended December 31, 2014 and 2015 and the nine month period ended September 30, 2016 of the Power Controls and Vehicle Technologies
Lines of Business of Enovation Controls, LLC, and the notes thereto are filed as exhibit 99.1 to this Form 8-K/A.   

Pursuant to a letter dated December 5, 2016, from the staff of the division of Corporation Finance of the Securities and Exchange
Commission, the staff stated that it would not object to Sun’s proposal to provide the above financial statements in satisfaction of Rule 3-05
of the Regulation S-X as described in Note 1 to the abbreviated financial statements filed as Exhibit 99.1 to this Form 8-K/A.

(b) Pro Forma Financial Information.
 
The unaudited pro forma combined balance sheet of Sun Hydraulics Corporation as of October 1, 2016 and the unaudited pro

forma combined statements of operations for the year ended December 31, 2015 and the nine month period ended October 1, 2016, and the
notes thereto, are filed as Exhibit 99.2 to this Form 8-K/A.

(d) Exhibits.

      23.1 Consent of Independent Certified Public Accountants

      99.1 Audited Statement of Assets Acquired and Liabilities Assumed as of December 5, 2016 and Audited Statements of Net
Revenues and Direct Costs and Operating Expenses for the years ended December 31, 2014 and 2015 and the nine
month period ended September 30, 2016 of the Power Controls and Vehicle Technologies Lines of Business of
Enovation Controls, LLC and the notes thereto.

      99.2 Unaudited Pro Forma Combined Financial Statements of Sun Hydraulics Corporation as of and for the nine months
ended October 1, 2016 and the year ended January 2, 2016.
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by
the undersigned thereunto duly authorized.
 
  SUN HYDRAULICS CORPORATION
    
Dated: February 17, 2017  By: /s/ Tricia L. Fulton
   Tricia L. Fulton

   
Chief Financial Officer (Principal Financial and

Accounting Officer)
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Exhibit 23.1

 
CONSENT OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS

 
We have issued our report dated February 17, 2017, with respect to the abbreviated statements of the Power Controls and Vehicle
Technologies Lines of Business of Enovation Controls, LLC included in this Current Report of Sun Hydraulics Corporation on Form 8-
K/A. We consent to the incorporation by reference of said report in the Registration Statements of Sun Hydraulics Corporation on Form S-
8 (File No. 333-30801, File No. 333-83269, File No. 333-62816, File No. 333-66008, File No. 333-119367, File No. 333-124174, File No.
333-158245, File No. 333-177448,  and File No. 333-184840).
 
/s/ GRANT THORNTON LLP  
Tulsa, Oklahoma
February 17, 2017

 
 
 

 

 



Exhibit 99.1
 

Power Controls and Vehicle Technologies Lines of Business of

Enovation Controls, LLC

Abbreviated Financial Statements

 
Index to abbreviated financial statements:   
   

Report of Independent Certified Public Accountants  1
   

Statement of Assets Acquired and Liabilities Assumed as of December 5, 2016  2
   

Statements of Net Revenues and Direct Costs and Operating Expenses for the nine month period ended September
30, 2016 and the years ended December 31, 2015 and December 31, 2014
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Notes to the Abbreviated Financial Statements  4
 
 
 



Report of Independent Certified Public Accountants
Board of Directors
Sun Hydraulics Corporation
 
We have audited the accompanying abbreviated financial statements of the Power Controls and Vehicle Technologies Lines of Business of
Enovation Controls, LLC (the “Acquired Business”), which comprise the statement of assets acquired and liabilities assumed as of
December 5, 2016, and the statements of net revenues and direct costs and operating expenses for the nine month period ended September
30, 2016 and the years ended December 31, 2015 and 2014, and the related notes to the abbreviated financial statements.

Management's responsibility for the abbreviated financial statements
Management is responsible for the preparation and fair presentation of these abbreviated financial statements in accordance with
accounting principles generally accepted in the United States of America; this includes the design, implementation and maintenance of
internal control relevant to the preparation and fair presentation of abbreviated financial statements that are free from material
misstatement, whether due to fraud or error.

Auditors’ responsibility
Our responsibility is to express an opinion on these abbreviated financial statements based on our audits. We conducted our audits in
accordance with auditing standards generally accepted in the United States of America. Those standards require that we plan and perform
the audit to obtain reasonable assurance about whether the abbreviated financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the abbreviated financial
statements. The procedures selected depend on the auditors’ judgment, including the assessment of the risks of material misstatement of
the abbreviated financial statements, whether due to fraud or error. In making those risk assessments, the auditor considers internal control
relevant to the entity’s preparation and fair presentation of the abbreviated financial statements in order to design audit procedures that are
appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the entity’s internal control.
Accordingly, we express no such opinion. An audit also includes evaluating the appropriateness of accounting policies used and the
reasonableness of significant accounting estimates made by management, as well as evaluating the overall presentation of the abbreviated
financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit opinion.

Opinion
In our opinion, the abbreviated financial statements referred to above present fairly, in all material respects, the assets acquired and
liabilities assumed of the Power Controls and Vehicle Technologies Lines of Business of Enovation Controls, LLC as of December 5,
2016, and the net revenues and direct cost and operating expenses for the nine month period ended September 30, 2016 and the years ended
December 31, 2015 and 2014 in accordance with accounting principles generally accepted in the United States of America.

Emphasis of matter    
We draw attention to Note 1 – Basis of Presentation to the abbreviated financial statements, which describes that the abbreviated financial
statements were prepared for the purpose of complying with the rules and regulations of the Securities and Exchange Commission under
Rule 3-05 of Regulation S-X for inclusion in an amendment to a Form 8-K to be filed by Sun Hydraulics Corporation and are not intended
to be a complete presentation of assets, liabilities, revenues and expenses of the Acquired Business. Our opinion is not modified with
respect to this matter.

/s/ GRANT THORNTON LLP  

Tulsa, Oklahoma
February 17, 2017
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Power Controls and Vehicle Technologies Lines of Business of

Enovation Controls, LLC

Statement of Assets Acquired and Liabilities Assumed

As of December 5, 2016

(in thousands)

 
Assets acquired    
Current assets:    

Cash and cash equivalents $ 964  
Accounts receivable  9,502  
Inventories  16,979  
Other current assets  176  
Total current assets  27,621  

Property, plant and equipment  10,546  
Goodwill  98,667  
Other intangible assets  108,070  
Other assets  8  

Total assets acquired $ 244,912  
    
Liabilities assumed    
Current liabilities:    

Accounts payable $ 3,260  
Accrued expenses and other liabilities  3,745  
Total current liabilities  7,005  

Deferred income taxes  1,810  
Total liabilities assumed $ 8,815  

    
Net assets acquired $ 236,097

 
The accompanying notes are an integral part of these abbreviated financial statements.
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Power Controls and Vehicle Technologies Lines of Business of

Enovation Controls, LLC

Statements of Net Revenues and Direct Costs and Operating Expenses

(in thousands)

 
Nine Month Period

Ended  Year Ended  
 September 30, 2016  December 31, 2015  December 31, 2014  
          
Net revenues $ 61,926  $ 80,877  $ 85,841  
Direct costs and operating expenses:          
Cost of goods sold  30,966   41,884   48,917  
Selling and other administrative expenses  8,304   10,712   12,768  
Research and development expenses  8,156   8,852   7,539  

Total direct costs and operating expenses  47,426   61,448   69,224  
          

Net revenues less direct costs and operating expenses $ 14,500  $ 19,429  $ 16,617
 

The accompanying notes are an integral part of these abbreviated financial statements.
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Power Controls and Vehicle Technologies Lines of Business of

Enovation Controls, LLC

Notes to the Abbreviated Financial Statements

(Dollars in thousands)

 
1. Description of Transaction and Basis of Presentation

Description of Transaction
On November 7, 2016, Sun Hydraulics Corporation (“Sun”) entered into a definitive Unit Purchase Agreement (the “Purchase
Agreement”) with Murphy Group, Inc., an Oklahoma corporation, and EControls Group, Inc., a Texas corporation (together “the Sellers”),
which together owned a majority of the outstanding membership units of Enovation Controls, LLC, an Oklahoma limited liability company
(“Enovation”).  Enovation is a global provider of sophisticated digital control systems for gaseous fuel engines and engine-driven
equipment and sells to four customer markets: natural gas production controls (“NGPC”), engine controls and fuel systems (“ECFS”),
power controls (“PC”) and vehicle technologies (“VT”).    
 

On December 5, 2016 the acquisition was completed.  Pursuant to the Purchase Agreement, Sun acquired all of the outstanding
membership units of Enovation Controls, LLC, which included only the PC and VT lines of business, for an initial consideration of
$201,000 and additional earn-out potential up to $50,000 which is payable in three installments after closing, based on the performance of
Enovation during the 9, 18 and 27 month periods after closing.  Prior to the closing date, and pursuant to an asset transfer agreement,
Enovation transferred the agreed upon assets and liabilities associated with the NGPC and ECFS customer markets to a separate legal entity
that was not included in the acquisition transaction.  Enovation, after the acquisition, consists of the PC and VT lines of business and the
related agreed upon assets and liabilities.  In conjunction with the acquisition, Enovation entered into a transition services agreement to
provide, and receive, certain administrative and other services from the separate legal entity for a limited amount of time.  The assets
acquired and liabilities assumed and the employees managing and operating Enovation represent a business as defined in Accounting
Standards Codification (“ASC”) Topic 850, Business Combinations.  Hereinafter, the assets acquired and liabilities assumed pursuant to the
Purchase agreement, are referred to as the “acquired business”.

Basis of Presentation
The accompanying abbreviated financial statements, which comprise the statement of assets acquired and liabilities assumed and the
statements of net revenues and direct costs and operating expenses, were prepared for the purpose of providing Sun historical information
to comply with the rules and regulations of the Securities and Exchange Commission (“SEC”) under Rule 3-05 of Regulation S-X for
inclusion in an amendment to the Form 8-K filed by Sun on December 7, 2016, and are not intended to be a complete presentation of the
financial statements of the acquired business and are not necessarily indicative of the financial position or results of operations of the
acquired business on a stand-alone basis.
 
The accompanying abbreviated financial statements were prepared in accordance with generally accepted accounting principles (“GAAP”)
in the United States and were derived from the historical accounting records of Enovation and the purchase price allocation which
represents the fair value of the assets acquired and liabilities assumed at the acquisition date.  Sun has determined that it is impracticable to
prepare carve out financial statements for the acquired lines of business in accordance with Regulation S-X for the following reasons:
 
 • The acquired lines of business are not separate legal entities and were never operated as stand-alone businesses, divisions or

subsidiaries.  
 • Stand-alone financial statements for the acquired business have never been prepared.
 • Enovation’s historical operations were comingled across the entire business.  Products developed and produced were sold into

multiple customer markets, crossing between the acquired business and the NGPC and ECFS customer markets.  The production
facilities and manufacturing equipment were used to produce the shared products which are sold to multiple customer markets.  

 • Enovation has never evaluated or maintained balance sheet accounts at the line of business level.    
 • Enovation does not allocate certain corporate expenses to the lines of business including, corporate overhead expenses, interest

expense and income taxes.  Allocating these expenses is not practicable as no reasonable and meaningful allocation method
exists.

 
As a result of the foregoing, it is impracticable to prepare full financial statements as required by Regulation S-X.  The abbreviated
financial statements represent the business subject to the sale under the Purchase Agreement, and have been derived from the financial
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statements and accounting records of Enovation and its subsidiaries that are subject to the Purchase Agreement.  All intercompany accounts
and transactions have been eliminated.
 
The statement of assets acquired and liabilities assumed include only the specific assets and liabilities related to the acquired business that
were identified in the Purchase Agreement as of the acquisition date, and are presented based on the preliminary purchase price allocation
which represents the fair value at the acquisition date.
 
To the extent that revenue is identifiable and directly related to the acquired business, it is reflected in the accompanying abbreviated
financial statements. The direct costs and operating expenses of the acquired business presented in these abbreviated financial statements
include cost of goods sold related to the acquired business’ revenues, customer market selling and other administrative expenses incurred
that are directly attributed to the acquired business, an allocation of shared selling and services such as marketing and customer service
costs and research and development costs. These costs were allocated based on a specific identification basis or, when specific identification
was not practicable, a proportional cost allocation method, depending on the nature of the services rendered.  
 
Corporate overhead, including items such as human resources, legal services, information technology, accounting, finance, tax and treasury
functions have not been allocated to the acquired business in these abbreviated financial statements.  Additionally, foreign currency
translation gains and losses, interest expense and income taxes have also been excluded from the abbreviated financial statements. The
preparation of statements of members’ equity and statements of cash flows was not practicable due to the integration of the acquired
business into the total operations of Enovation.
 
Management believes that the assumptions underlying the allocations in these abbreviated financial statements are reasonable.  However,
the abbreviated financial statements included herein do not necessarily reflect the results of operations and financial position of the
acquired business as if it had been operated as a stand-alone entity, nor are they intended to provide an indication of how the acquired
business will perform in the future.
 
 
2. Summary of Significant Accounting Policies

Use of Estimates

The preparation of these abbreviated financial statements in conformity with GAAP, requires management to make certain estimates and
assumptions that affect the amounts reported therein. Critical estimates include determining the fair value of assets acquired and liabilities
assumed.

The estimates used to determine the direct costs and operating expenses include, but are not limited to, the cost of warranty repairs; useful
lives and recoverability of property, equipment and amortized intangible assets; the amount of sales allowances and rebates and stock
compensation. Several of the estimates and assumptions management is required to make relate to matters that are inherently uncertain as
they pertain to future events. Management bases estimates on historical experience and other assumptions believed to be reasonable under
the circumstances and evaluates these estimates on an ongoing basis. Actual results may differ from these estimates under different
assumptions or conditions.

Revenue Recognition

Enovation recognizes revenue when the following criteria are met: (1) persuasive evidence of an arrangement exists, (2) delivery of the
product has occurred or services have been rendered, (3) price is fixed or determinable, and (4) collectability is reasonably assured.
Revenue is recognized at the time the product is shipped to the customer, which is when title and risk of ownership pass to the customer.
Final sales prices are fixed and primarily based on purchase orders. Enovation is not subject to post-shipment obligations or customer
acceptance requirements and, other than the two and three-year warranties Enovation provides on certain of its products, has no other
return policies or practices. Sales allowances and rebates are treated as reductions to sales and are provided for based on historical
experience and current estimates. A portion of the net revenues are transacted through third party distributors. Sales terms applicable to
third party distributors are similar to terms applicable to customer sales. Sales to customers and third party distributors are subject to the
revenue recognition criteria described above.

Concentration of Credit Risk

Enovation maintains cash balances in bank accounts that can exceed Federal Deposit Insurance Corporation insured limits.  Enovation held
cash in high credit quality foreign banks.  Enovation has not experienced any losses related to this cash concentration.
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Inventories

Inventories, consisting of raw materials, work-in-process and finished goods, are recorded at fair value. Cost of goods sold on the
statements of net revenues and direct operating expenses includes product costs, labor and related fixed and variable overhead. The
components of inventory are as follows:

 
Raw material $ 9,783  
Work-in-process  659  
Finished goods  6,537  

 $ 16,979

Long-Lived Assets

Property, plant and equipment are carried at fair value. For the statements of net revenues and direct costs and operating expenses,
depreciation on property, plant and equipment is calculated using the straight-line method over the estimated useful lives of the respective
assets and maintenance and repairs are charged to expense as they are incurred.

The estimated useful lives of long-lived assets are as follows:
 

 Years
Computer Equipment 3-10
Machinery and equipment 5-10
Furniture and fixtures 3-10
Leasehold and land improvements 7-50
Buildings 25-50

Business combinations

Business combinations are accounted for under the acquisition method of accounting, which requires recognition separately from goodwill,
the assets acquired and the liabilities assumed at their acquisition date fair values. While best estimates and assumptions are used to
accurately value assets acquired and liabilities assumed at the acquisition date as well as contingent consideration, where applicable, the
estimates are inherently uncertain and subject to refinement. As a result, during the measurement period, which may be up to one year from
the acquisition date, adjustments will be recorded to the assets acquired and liabilities assumed with the corresponding offset to goodwill.
Upon the conclusion of the measurement period or final determination of the values of assets acquired or liabilities assumed, whichever
comes first, any subsequent adjustments will be recognized in operations.

Goodwill and Other  Intangible Assets

Goodwill represents the excess of the purchase price of acquisition over the fair value of the net assets acquired. Other intangible assets are
carried at fair value. For the statement of net revenues and direct costs and operating expenses, amortization of intangible assets is
calculated over their legal or commercial lives, whichever is shorter.

Foreign Currency Translation

Assets and liabilities held in the United Kingdom and China have been translated from their functional currencies into U.S. dollars at the
exchange rates in effect at December 5, 2016. Net revenues and direct costs and operating expense amounts have been translated at the
average exchange rates in effect during the periods presented on the statements of revenues and direct costs and operating expenses.

Accrued Expenses and Other Liabilities

Accrued expenses and other liabilities are comprised of the following:

 
Payroll and other employee related benefits $ 905  
Medical self-insurance  1,509  
Warranty  448  
Other  883  

 $ 3,745
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Warranties

Enovation warrants, under certain circumstances, that its products will be free from defects for two to three years. Enovation provides
reserves for costs associated with warranty claims at the time the products are sold. Warranty expense is recorded in selling and other
administrative expenses based on current and historical warranty claims paid and associated repair costs.

Research and Development Expenses

Enovation conducts research and development to create new products and to make improvements to products currently in use. Research and
development costs are charged to expense as incurred.

Advertising Expense

Advertising costs are expensed as incurred.  Advertising expense is included in selling and other administrative expenses.

Shipping and Handling Costs

Freight billed to customers is included in net revenue, while freight billed by vendors is included in cost of goods sold.

Fair Value Measurements

Enovation’s assets acquired and liabilities assumed have been recorded at fair value in accordance with ASC 820-10, Fair Value
Measurements and Disclosures.  ASC 820-10 defines fair value as the price that would be received to sell an asset or would be paid to
transfer a liability in an orderly transaction between market participants at the measurement date.  ASC 820-10 requires a three level
hierarchy, which prioritizes the inputs to valuation techniques used to measure fair value.  The hierarchy level assigned to each asset and
liability is based on the assessment of the transparency and reliability of the inputs used in the valuation of such items at the measurement
date based on the lowest level of input that is significant to the fair value measurement.  The hierarchy gives the highest priority to
unadjusted quoted prices in active markets for identical assets or liabilities (level 1 measurement) and the lowest priority to unobservable
inputs (level 3 measurements).  

Assets acquired and liabilities assumed measured and reported at fair value are classified and disclosed in one of the following categories
based on inputs:

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

Level 2 – Quoted prices in markets that are not active and financial instruments for which all significant inputs are observable, either
directly or indirectly;

Level 3 – Prices or valuations that require inputs that are both significant to the fair value measurement and unobservable.

The fair value of the acquired cash and cash equivalents, accounts receivable and other current assets and the fair value of the assumed
accounts payable and accrued expenses and other liabilities approximated their carrying value at the acquisition date. Inventories, property,
plant and equipment, intangible assets and contingent consideration were valued using Level 3 inputs.

Enovation has a profits interest plan (See Note 5) which management has determined is a liability award plan in accordance with ASC 718,
Compensation—Stock Compensation. As there are inherent uncertainties related to the factors and Enovation’s judgment in applying them
to the fair value determinations, there is a risk that the recorded profits interest compensation may not accurately reflect the amount
ultimately earned. The inputs used in the pricing model include published data such as a risk-free interest rate based on U.S. Treasury
securities and historical volatilities of comparable publicly-traded companies. Additional inputs include a discount for lack of marketability,
which was determined based on market studies, and the expected term, which was determined based on a likely liquidation event.  The
change in the liability awards is recorded as compensation expense or a reduction of compensation expense and is allocated to the
statements of net revenues and direct costs and operating expenses based on the profits interest held by employees managing Enovation
after the December 5, 2016 transaction date.  The compensation expense was allocated to cost of goods sold, research and development and
selling and other administrative expense based on where the regular compensation of the profits interest holder is recorded on the
statements of net revenues and direct costs and operating expenses.  As the expected term is unobservable, the stock compensation
resulting from the profits interest plan are classified as a Level 3 valuation.  
 
 
3. Preliminary Purchase Price Allocation

The statement of assets acquired and liabilities assumed is presented on the basis of Sun’s preliminary purchase price allocation.  Sun
accounts for business combinations under the acquisition method of accounting, which requires recognition separately from goodwill, the
assets acquired and the liabilities assumed at their acquisition date fair values.  The fair value of identifiable intangible assets
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acquired is based on estimates and assumptions made at the time of the acquisition.  Sun is currently awaiting additional information to
complete the valuation of identified intangible assets and contingent consideration and the determination of related deferred income
taxes.  As additional information becomes available, the preliminary purchase price allocation may be revised during the remainder of the
measurement period (which will not exceed 12 months from the acquisition date).  Any such revisions or changes may be material.

The purchase price consisted of initial consideration transferred of $201,020 and the estimated fair value of the contingent consideration of
$35,077, resulting in total consideration for the acquisition of $236,097.  Total consideration for the acquisition is subject to a post-closing
adjustment for working capital in accordance with the terms of the Purchase Agreement.  

Goodwill is primarily attributable to the assembled workforce, new product development capabilities and anticipated synergies and
economies of scale expected from the operations of the combined company. The synergies include certain cost savings, operating
efficiencies, and other strategic benefits projected to be achieved as a result of the acquisition.

The preliminary fair value of identified intangible assets and their respective weighted-average amortization periods are as follows:
 

Fair Value  

Weighted-Average
Amortization Period

(Yrs)  
Brands $ 30,000   20  
Non-compete Agreements  950   5  
Technology  17,500   9  
Supply Agreement  21,000   10  
Sales Order Backlog  620   1  
Customer Relationships  38,000   20  

Total Identified intangible assets $ 108,070   16
 
Various income approach methodologies were used in determining the preliminary fair value of the identified intangible assets.  
 
 
4. Property, Plant and Equipment

The following is a summary of property, plant and equipment:
 

Computer Equipment $ 1,392  
Machinery and equipment  4,824  
Furniture and fixtures  35  
Leasehold and land improvements  3,515  
Buildings  230  
Land  550  
 $ 10,546

 
 
5. Deferred income taxes

Deferred income taxes reflect the net tax effects of temporary differences between the carrying amounts of assets and liabilities for
financial reporting purposes and the amounts used for income taxes. The temporary differences that give rise to significant portions of the
deferred tax liabilities as of December 5, 2016 are presented below:

 
Deferred tax liabilities:    

Other intangible assets  1,577  
Other  233  

Total deferred tax liabilities $ 1,810
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6. Stock Compensation

In July 2011, the Class A Unitholders of Enovation approved a Profits Interest Plan (the “Plan”) which provides for the issuance of profits
interest units to key employees and advisory board directors, which we refer to as Management Interests, of Enovation. Class B, C and D
profits interest units were issued under the Plan in 2011, 2013 and 2014, respectively. The profits interest units generally vest over four or
five years subject to continued service and only provide the participants with benefits (in the form of distributions) if the distributions from
Enovation exceed specified threshold values.

The profits interest units do not require the payment of an exercise price but since they are similar economically to stock options they are
classified as options under the definition in Item 402(a)(6)(i) of Regulation S-K as an instrument with an option like feature. The profits
interest units vest as the required service periods are met but are not exercisable. These profits interest units have been accounted for as
liability awards. Under the award agreements, the units were intended to be settled in cash after seven years or in cash at the company’s
option if an employee terminated employment at a valuation to be determined by Enovation. Enovation used a fair value calculation to
determine the liability for the awards prior to the acquisition date. This liability was not assumed by Sun as part of the acquisition. Cash
payouts were made, by the Sellers, subsequent to the execution of the Purchase Agreement to buy back the profits interest units of the
employees that would remain with the acquired business.  The cash paid was determined to be the fair value of the profits interest units for
determining compensation expense for the 9 month period ended September 30, 2016 and are reflected as such in the statements of net
revenues and direct costs and operating expenses.  The December 31, 2015 and 2014 statements of net revenues and direct costs and
operating expenses reflect the change in the estimated fair values of the award units. Estimated fair values were determined using the
hybrid of a Black Scholes option pricing model (OPM) and a probability weighted expected return method (PWERM).

The hybrid OPM and PWERM require the use of highly subjective and complex assumptions, including the expected term and the price
volatility of the underlying stock, which determine the fair value of the profits interest units. These assumptions include:

Risk-free rate.    Risk-free interest rates are derived from U.S. Treasury securities for the period corresponding to the time to maturity
as of the grant dates. The risk free rate used was 1.3% and 1.1% at December 31, 2015 and 2014, respectively.

Volatility.    Because there was no public market for the profits interest units, Enovation historically estimated volatility of the profits
interest units based on the published historical volatilities of comparable publicly-traded companies. An equity volatility of 51% was
used and the volatility of the class B, C, and D profits interest units were 36%, 44%, and 58%, respectively, at December 31, 2015 and
2014.

Expected term.    Enovation estimated the expected term based on a likely liquidation event due to an initial public offering or other
liquidity event. The weighted average expected term used was 3.6 years and 1.5 years at December 31, 2015 and 2014, respectively.  

Discount for lack of marketability.    As a privately-owned company, the profits interest units are not readily marketable, and thus, do
not have the same fair value as if they were publicly-traded. The discount rates used ranged from 20% up to 33%, which were based
on market studies at December 31, 2015 and 2014.

Compensation has been recorded for all outstanding profits interest units in the category where the compensation of the participant is
recorded, which for the 9 month period ended September 30, 2016 and the years ended December 31, 2015 and 2014 was as follows:
 

  
Nine Month Period

Ended  Year Ended  
 September 30, 2016  December 31, 2015  December 31, 2014  
Cost of goods sold $ 78  $ 88  $ (226 )
Research and development  378   407   (732 )
Selling and other administrative  228   303   (1,029 )

Reduction of compensation / (Compensation) $ 684  $ 798  $ (1,987 )

The fair value of the outstanding profits interest units decreased at September 30, 2016 compared to December 31, 2015, and decreased
again compared to December 31, 2014 due to the decline in the expected future earnings of Enovation due to a downturn in global energy
prices and the Chinese economy.  
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7. Employee Benefit Plans

Employee Benefit Plan

Enovation participates in a self-insured and self-administered, corporate funded insurance plan (the “Health Plan”). The Health Plan covers
U.S. employees and their dependents that meet eligibility requirements and enroll in the Health Plan. It provides benefits to cover accident,
sickness or disability as covered by the Health Plan. Benefits under the Health Plan have an annual cap of $250 per individual. The costs of
the Health Plan are determined by an outside actuarial firm which reviews the plan on an annual basis. The benefit cost components shown
in the abbreviated financial statements are based upon certain data specific to Enovation, actuarial assumptions and certain allocation
methodologies such as population demographics. The costs of the Health Plan were allocated to direct costs and operating expenses in the
abbreviated financial statements based on a percentage of the wages of the employees managing and operating Enovation.

Defined-Contribution Savings Plan

Enovation sponsors an employee retirement plan (401(k) Plan) that covers substantially all of the U.S. employees of Enovation.
Enovation’s defined-contribution savings plan gives those employees who wish to participate an opportunity to accumulate funds for
retirement on a tax deferred basis. Enovation provides matching contributions on a discretionary basis. Beginning January 1, 2015,
Enovation Controls increased its discretionary matching contributions from 50% of the first 6% of employee contributions to 100% of the
first 2% and 50% of the next 5% of employee contributions. The costs of the 401(k) Plan were allocated to direct costs and operating
expenses in the abbreviated financial statements based on a percentage of the wages of the employees managing and operating Enovation.

Workers’ Compensation Self-Insurance Plans

Enovation participates in a self-insured workers’ compensation plan. The costs of the workers’ compensation are determined by an outside
actuarial firm, which reviews the plan on an annual basis. The insurance costs are included in the abbreviated financial statements and are
based upon certain data specific to Enovation and actuarial assumptions. Workers’ compensation is funded as needed to pay claims.
Enovation’s liability is capped at $400 per claim and an aggregate retention on claims of approximately $853 by an insurance policy with
an independent insurance company, which assumes all costs above $400 and $853. Workers’ compensation costs were allocated to direct
costs and operating expenses in the abbreviated financial statements based on a percentage of the wages of the employees managing and
operating Enovation.
 
 
8. Related Party Transactions

Enovation leases the Tulsa, Oklahoma facility and a property in Afton, Oklahoma from companies controlled by the former Enovation
Executive Chairman.  Enovation has renegotiated the leases since the execution of the Purchase Agreement.  Rent expense charged for the
facility and property in the statements of net revenues and direct costs and operating expenses was approximately $253 for the 9 month
period ended September 30, 2016, $253 and $223 for the years ended December 31, 2015 and 2014, respectively.  

Enovation leased a facility in San Antonio, Texas that was owned by the Enovation Co-General Manager and the former Enovation
Executive Chairman.  Enovation did not acquire the San Antonio facility lease.  Rent expense charged for the facility in the statements of
net revenues and direct costs and operating expenses was approximately $313 for the 9 month period ended September 30, 2016, $275 and
$269 for the years ended December 31, 2015 and 2014, respectively.  
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9. Commitments and Contingencies

Commitments

Enovation leases buildings and other equipment under long-term operating leases. The Tulsa facility lease was renegotiated on the
transaction close date and the future rent expense disclosed is based on the renegotiated lease agreement.  The future minimum rental
payments required under the operating leases for each of the 12 month periods ending December 31 are as follows:

 
2017 $ 857  
2018  851  
2019  847  
2020  852  
2021  878  
Thereafter  4,802  
 $ 9,087

 Contingencies

Enovation is currently not involved in any litigation arising in the ordinary course of business. Enovation has been indemnified, by the
Sellers, for potential, unknown contingencies that occurred prior to December 5, 2016.
 

 
10. Subsequent Events

Management has evaluated subsequent events through February 17, 2017, the date the abbreviated financial statements were available to be
issued. No additional subsequent events were identified requiring additional recognition or disclosure in the accompanying abbreviated
financial statements.
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Exhibit 99.2
 

UNAUDITED PRO FORMA COMBINED FINANCIAL STATEMENTS
 
The accompanying unaudited pro forma combined financial statements of Sun Hydraulics Corporation (the “Company”) are presented to
illustrate the estimated effects of the acquisition of Enovation Controls, LLC (“Enovation Controls”), which included their Power Controls
and Vehicle Technologies lines of business only and closed on December 5, 2016 (the “acquisition”), on the historical financial position
and results of operations of the Company.
 
The unaudited pro forma combined financial statements have been derived from the Company’s historical consolidated audited financial
statements for the year ended January 2, 2016 and the nine months ended October 1, 2016, and the audited statement of assets acquired and
liabilities assumed prepared on the Company’s acquisition method basis of accounting as of the acquisition date of December 5, 2016 and
the historical audited statements of net revenues and direct costs and operating expenses for the year ended December 31, 2015 and the
nine months ended September 30, 2016 of the Power Controls and Vehicle Technologies Lines of Business of Enovation Controls,
LLC.  The unaudited pro forma combined statements of operations for the year ended January 2, 2016 and for the nine months ended
October 1, 2016 are presented as if the acquisition was completed as of December 28, 2014.  The unaudited pro forma combined balance
sheet at October 1, 2016 gives effect to the acquisition as if it was completed on October 1, 2016. 
 
The assumptions and estimates underlying the unaudited adjustments to the pro forma combined financial statements are described in the
accompanying notes, which should be read together with the pro forma combined financial statements.  The unaudited pro forma combined
financial statements should be read together with the Company’s historical consolidated financial statements, which are included in the
Company’s latest annual report on Form 10-K and quarterly report on Form 10-Q, and the abbreviated financial statements of the Power
Controls and Vehicle Technologies Lines of Business of Enovation Controls, LLC presented in exhibit 99.1 to this Form 8-K/A.
 
The unaudited pro forma combined financial statements are presented for illustrative purposes only, in accordance with Article 11 of
Regulation S-X, and are not indicative of the results of operations that would have been realized had the acquisition actually been
completed on the dates indicated, nor are they indicative of the Company’s future financial position or operating results.
 



Sun Hydraulics Corporation
Unaudited Pro Forma Combined Balance Sheet
As of October 1, 2016
(in thousands, except share data)
 

Sun Hydraulics  
Enovation

Controls, LLC         

 
Corporation

Historical  
Acquisition

Basis  
Pro Forma

Adjustments  
Note

4
Pro Forma
Combined  

Assets (A)  (B)         
Current assets:              

Cash and cash equivalents $ 110,022  $ 964  $ (62,928 ) (C) $ 48,058  
Restricted cash  39   -   -    39  
Accounts receivable, net of allowance for doubtful
accounts of $163  17,701   9,502   -    27,203  
Inventories  12,530   16,979   -    29,509  
Income taxes receivable  509   -   -    509  
Deferred income taxes  469   -   -    469  
Short-term investments  33,858   -   -    33,858  
Other current assets  3,397   176   -    3,573  
Total current assets  178,525   27,621   (62,928 )   143,218  

Property, plant and equipment, net  71,235   10,546   -    81,781  
Goodwill  4,912   98,667   -    103,579  
Intangible assets, net  5,238   108,070   -    113,308  
Other assets  1,592   8   700  (C)  2,300  

Total assets $ 261,502  $ 244,912  $ (62,228 )  $ 444,186  
              
Liabilities and shareholders' equity              
Current liabilities:              

Accounts payable $ 5,536  $ 3,260  $ -   $ 8,796  
Accrued expenses and other liabilities  5,203   3,745   -    8,948  
Current portion of contingent consideration  -   -   10,765  (E)  10,765  
Dividends payable  2,424   -   -    2,424  
Total current liabilities  13,163   7,005   10,765    30,933  

Revolving line of credit  -   -   140,000  (D)  140,000  
Contingent consideration  -   -   24,312  (E)  24,312  
Deferred income taxes  8,919   1,810   -    10,729  

Total liabilities  22,082   8,815   175,077    205,974  
Commitments and contingencies  -   -   -    -  
Shareholders' equity:              

Preferred stock, 2,000,000 shares authorized, par
value $0.001, no shares outstanding  -   -   -    -  
Common stock, 50,000,000 shares authorized, par
value $0.001, 26,925,940 shares outstanding  27   -   -    27  
Capital in excess of par value  88,664   236,097   (236,097 ) (F)  88,664  
Retained earnings  161,791   -   (1,208 ) (C)  160,583  
Accumulated other comprehensive income (loss)  (11,062 )  -   -    (11,062 )
Total shareholders' equity  239,420   236,097   (237,305 )   238,212  
Total liabilities and shareholders' equity $ 261,502  $ 244,912  $ (62,228 )  $ 444,186

 
See accompanying notes to the unaudited pro forma combined financial statements.



Sun Hydraulics Corporation
Unaudited Pro Forma Combined Statements of Operations
For the nine-months ended October 1, 2016
(in thousands, except share data)
 

Sun Hydraulics
Corporation  

Enovation
Controls, LLC  Pro Forma  Note Pro Forma  

 Historical  Historical  Adjustments  4 Combined  
 (A)  (G)         
              
Net sales $ 147,069  $ 61,926  $ 1,960  (M) $ 210,955  
Cost of sales  93,035   30,966   2,668  (M)  126,903  
        234  (I)    
Gross profit  54,034   30,960   (942 )   84,052  
Selling, engineering and administrative expenses  24,461   16,460   (329 ) (H)  46,549  
        216  (I)    
        5,741  (J)    
Operating income  29,573   14,500   (6,570 )   37,503  
Interest (income) expense, net  (1,056 )  -   3,014  (K)  1,958  
Foreign currency transaction (gain) loss, net  (311 )  -   -    (311 )
Miscellaneous (income) expense, net  594   -   -    594  
Income before income taxes  30,346   14,500   (9,584 )   35,262  
Income tax provision  10,160   -   1,589  (L)  11,749  
Net income $ 20,186  $ 14,500  $ (11,173 )  $ 23,513  
Basic net income per common share $ 0.75         $ 0.87  
Weighted average basic shares outstanding  26,879          26,879  
Diluted net income per common share $ 0.75         $ 0.87  
Weighted average diluted shares outstanding  26,879          26,879  
Dividends declared per share $ 0.310         $ 0.310
 
See accompanying notes to the unaudited pro forma combined financial statements.



Sun Hydraulics Corporation
Unaudited Pro Forma Combined Statements of Operations
For the year ended January 2, 2016
(in thousands, except share data)
 

Sun Hydraulics
Corporation  

Enovation
Controls, LLC  Pro Forma  Note Pro Forma  

 Historical  Historical  Adjustments  4 Combined  
 (N)  (O)         
              
Net sales $ 200,727  $ 80,877  $ 1,921  (M) $ 283,525  
Cost of sales  123,634   41,884   2,312  (M)  168,070  
        240  (I)    
Gross profit  77,093   38,993   (631 )   115,455  
Selling, engineering and administrative expenses  30,202   19,564   222  (I)  58,262  
        8,274  (J)    
Operating income  46,891   19,429   (9,127 )   57,193  
Interest (income) expense, net  (1,422 )  -   4,018  (K)  2,596  
Foreign currency transaction (gain) loss, net  (1,104 )  -   -    (1,104 )
Miscellaneous (income) expense, net  187   -   -    187  
Income before income taxes  49,230   19,429   (13,145 )   55,514  
Income tax provision  16,092   -   2,339  (L)  18,431  
Net income $ 33,138  $ 19,429  $ (15,484 )  $ 37,083  
Basic net income per common share $ 1.24         $ 1.39  
Weighted average basic shares outstanding  26,687          26,687  
Diluted net income per common share $ 1.24         $ 1.39  
Weighted average diluted shares outstanding  26,687          26,687  
Dividends declared per share $ 0.450         $ 0.450
 
See accompanying notes to the unaudited pro forma combined financial statements.



 
Sun Hydraulics Corporation

Notes to the Unaudited Pro Forma Combined Financial Statements
 
Note 1 — Description of Transaction
 
On December 5, 2016 the Company acquired all of the outstanding membership units of Enovation Controls, LLC, which included their
Power Controls (PC) and Vehicle Technology (VT) lines of business only, for initial consideration of $201 million and additional earn-out
potential of $50 million which is payable in three installments after closing, based on the performance of Enovation Controls during the 9,
18 and 27 month periods after closing.  Prior to the closing date, and pursuant to an asset transfer agreement, Enovation
Controls  transferred the agreed upon assets and liabilities of their other lines of business to a separate legal entity, leaving Enovation
Controls with only the lines of business associated with the PC and VT customer markets and the related agreed upon assets and liabilities.
 
The Company paid cash consideration at closing of $201 million, $140 million of which was financed through the Company’s existing
revolving line of credit.
 
 
Note 2 — Basis of presentation
 
The unaudited pro forma combined financial statements were prepared in accordance with accounting principles generally accepted in the
United States of America and pursuant to the rules and regulations of SEC Regulation S-X, and present the pro forma financial position and
results of operations of the combined companies after giving effect to the Acquisition.
 
The PC and VT lines of business of Enovation Controls have never operated as a stand-alone business, division or subsidiary and
Enovation Controls has never maintained the distinct and separate accounts necessary to prepare full carve out financial statements.
Enovation Controls’ historical operations were comingled across all lines of business, including the PC and VT lines of business as well as
Enovation Controls’ other lines of business.  Due to the nature of the comingled operations, the assets acquired and liabilities assumed of
the PC and VT lines of business was a function of the legal assignment of assets and liabilities agreed upon by all parties at a date in time
and do not represent all assets and liabilities used in operating the PC and VT lines of business.  Additionally, Enovation Controls’
historical corporate overhead costs, other than direct customer market selling expenses, were shared services that were not directly related
to a specific line of business.  Accordingly, the Company determined that it was impractical to prepare full carve out financial
statements.  The abbreviated financial statements include assets acquired and liabilities assumed presented on the Company’s acquisition
method basis of accounting as of the acquisition date and revenues, direct costs and operating expenses directly attributable to the PC and
VT lines of business and exclude certain corporate overhead, foreign currency translation gains and losses, interest expense and income
taxes.  
 
The historical consolidated financial statements have been adjusted in the pro forma combined financial statements to give effect to pro
forma events that are (1) directly attributable to the business combination, (2) factually supportable and (3) with respect to the pro forma
combined statements of operations, expected to have a continuing impact on the combined results following the business combination.
 
The business combination was accounted for under the acquisition method of accounting in accordance with ASC Topic 805, Business
Combinations.  The pro forma combined financial information sets forth the preliminary allocation of the purchase price for the Enovation
Controls acquisition based upon the estimated fair value of the assets acquired and liabilities assumed at the date of the acquisition using
available information.  The preliminary purchase price allocation may be adjusted as a result of the finalization of the purchase price
accounting.
 
The combined pro forma financial information does not reflect the realization of any expected cost savings or other synergies from the
acquisition of Enovation Controls as a result of restructuring activities and other planned cost savings initiatives following the completion
of the business combination.
 





Note 3 — Preliminary Purchase Price Allocation
 
The purchase price consisted of initial consideration transferred of $201.0 million and the estimated fair value of the contingent
consideration of $35.1 million resulting in total consideration for the acquisition of $236.1 million.  Total consideration for the acquisition
is subject to a post-closing adjustment for working capital in accordance with the terms of the Purchase Agreement.  
 
The following table presents the preliminary allocation of the purchase consideration for the transaction as of the acquisition date,
including the contingent consideration (in thousands):
 

Cash and cash equivalents  $ 964  
Accounts receivable   9,502  
Inventories   16,979  
Other current assets   176  
Property, plant and equipment   10,546  
Goodwill   98,667  
Other intangible assets   108,070  
Other assets   8  
Accounts payable   (3,260)  
Accrued expenses and other liabilities   (3,745)  
Deferred income taxes   (1,810)  
  $ 236,097  

 
The preliminary purchase price allocation is reflected in the audited statement of assets acquired and liabilities assumed as of the
acquisition date of the Power Controls and Vehicle Technologies Lines of Business of Enovation Controls, LLC that is presented in exhibit
99.1 of this Form 8-K/A.
 
 
Note 4 — Pro Forma Adjustments
 
The pro forma adjustments are based on our preliminary estimates and assumptions that are subject to change. The following adjustments
have been reflected in the unaudited pro forma combined financial information:
 
 (A) As presented in Sun Hydraulics Corporation's quarterly report on Form 10-Q for the nine month period ended October 1, 2016

filed with the SEC on November 8, 2016.

 (B) As presented in the audited statement of assets acquired and liabilities assumed, prepared on the Company’s acquisition method
basis of accounting as of the acquisition date of December 5, 2016, included in exhibit 99.1 of this Form 8-K/A.

 (C) Represents the effects of the transfer of cash for consideration paid of $61 million, estimated transaction costs totaling $1.2
million and approximately $0.7 million of debt issuance costs.

 (D) Represents the increase in the revolving line of credit as a result of the consideration paid.

 (E) To record the fair value of the contingent consideration liability of $35.1 million.

 (F) Elimination of the investment in consolidation.

 (G) As presented in the audited statement of net revenues and direct costs and operating expenses for the nine-month period ended
September 30, 2016, included in exhibit 99.1 of this Form 8-K/A.

 (H) Represents the elimination of nonrecurring transaction costs incurred during the nine-month period ended October 1, 2016 of
approximately $0.3 million that are directly related to the acquisition of Enovation Controls, LLC.

 (I) Represents the estimated increase in depreciation expense related to the increased basis of the acquired property and equipment.
The estimated useful lives range from one to 15 years.

 (J) Represents the increase in amortization of the identifiable intangible assets acquired.  The following table summarizes the
estimated fair values of Enovation Controls’ identifiable intangible assets, their estimated useful lives and the estimated
amortization for each period presented (in thousands):

 

 



 
Estimated Fair

Value

Estimated
Useful Life

(Years)
Nine months ended

October 1, 2016
Year ended

January 2, 2016
     
Brands $        30,000 20 $                    1,125 $                1,500

Non-competition agreements 950 5                          143                        190

Technology 17,500 Various                       1,473                     1,964

Supply agreement 21,000 10 1,575 2,100

Sales order backlog 620 1 - 620

Customer relationships         38,000 20                       1,425                     1,900  1,413

Pro forma adjustments to amortization
expense $      108,070  $                    5,741 $                8,274

 
 (K) Represents the net increase to interest expense resulting from interest on the new note payable to finance the acquisition of

Enovation Controls and the amortization of related debt issuance costs, as follows (in thousands). The interest rate assumed for
purposes of preparing these pro forma financial statements is 2.77%. This rate comprises the one-month LIBOR rate of 0.77% as
of January 2017, plus certain margins specified in the credit facility agreement. A 1/8% increase or decrease in interest rates
would result in a change in interest expense of approximately $0.1 million for the nine months ended October 1, 2016 and
approximately $0.2 million for the year ended January 2, 2016.

 Nine months ended
October 1, 2016

Year ended
January 2, 2016

   
Interest expense on line of credit $                    2,909 $                     3,878

Amortization of debt issuance costs                      105                          140

Pro forma adjustments to interest expense $                    3,014 $                     4,018

 

 (L) Reflects the income tax expense on the results of operations of Enovation Controls and the effect of pro forma adjustments for
the year ended January 2, 2016 and the nine month period ended October 1, 2016 using estimated statutory income tax rates.

 (M) Represents the estimated increase in sales and cost of sales related to the supply agreement entered into at the date of acquisition
between Enovation Controls, LLC and the separate legal entity that received Enovation Controls’ other lines of business that
were not acquired. Reflected amounts would have been recognized relative to historical transactions between the acquired lines
of business and the lines of business not acquired.

 (N) As presented in Sun Hydraulics Corporation's annual report on Form 10-K for the year ended January 2, 2016 filed with the SEC
on March 1, 2016.

 (O) As presented in the audited statement of net revenues and direct costs and operating expenses for the year ended December 31,
2015, included in exhibit 99.1 of this Form 8-K/A.


