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Explanatory Note

 
On July 14, 2015, OpGen, Inc. (the “Company”) completed the strategic acquisition of AdvanDx, Inc. (“AdvanDx”). Pursuant to the Merger Agreement, the Merger Sub merged with and into AdvanDx, with AdvanDx
surviving as a wholly owned subsidiary of the Company (the "Merger") in accordance with the General Corporation Law of the State of Delaware. Under the terms of the Merger Agreement, the merger consideration consisted
of an aggregate 681,818 shares of the Company's common stock (the "Merger Consideration") which Merger Consideration was distributed in accordance with the liquidation preferences set forth in the AdvanDx Restated
Certificate of Incorporation, as amended. The purpose of this Amendment No. 1 to the Current Report on Form 8-K filed with the SEC on July 14, 2015 is to provide (i) AdvanDx’s audited financial statements required by part
(a) of Item 9.01 of Form 8-K and (ii) certain pro forma financial information required by part (b) of Item 9.01 of Form 8-K.

 
Item 9.01 Financial Statements and Exhibits
 

(a) Financial Statements of Businesses Acquired
 

Audited consolidated financial statements of AdvanDx, Inc. as of and for the years ended December 31, 2014 and 2013, and unaudited interim condensed consolidated financial statements of AdvanDx, Inc. as of June
30, 2015, and for the six month periods ended June 30, 2015 and 2014 are attached as Exhibit 99.1 to this Amendment No. 1 and are incorporated into this Item 9.01(a) by reference.
 
(b) Pro Forma Financial Information
 
The unaudited pro forma financial information as of June 30, 2015 and for the year ended December 31, 2014 and for the six months ended June 30, 2015 is attached as Exhibit 99.2 to this Amendment No. 1 and is
incorporated into this Item 9.01(b) by reference.
 
(d) Exhibits
 
23.1 Consent of CohnReznick LLP
99.1 Audited consolidated financial statements of AdvanDx, Inc. as of and for the years ended December 31, 2014 and 2013 and unaudited interim condensed consolidated financial statements of AdvanDx, Inc. as

of June 30, 2015 and for the six month periods ended June 30, 2015 and 2014
99.2 Unaudited pro forma condensed combined financial data as of June 30, 2015 and December 31, 2014, for the six months period ended June 30, 2015, and for the year ended December 31, 2014
 

 



 

 
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, hereunto duly authorized.

 
 OpGen, Inc.
   
 By:  /s/ Timothy C. Dec
  Timothy C. Dec

Chief Financial Officer  
 

Date: September 28, 2015
 

 
 



 
Exhibit 23.1

 
Consent of Independent Auditor

 
We consent to the incorporation by reference in the Registration Statement on Form S-8 (333-205864) of OpGen, Inc. of our report, which includes an explanatory paragraph related to AdvanDx and Subsidiary’s ability to
continue as a going concern, dated September 28, 2015, relating to the consolidated financial statements of AdvanDx, Inc. and Subsidiary as of and for the years ended December 31, 2014 and 2013, which is included in the
Current Report on Form 8-K/A filed by OpGen, Inc. on September 28, 2015.
 
/s/ CohnReznick LLP  
  
Vienna, Virginia  
September 28, 2015  
  

 
 
 



 
Exhibit 99.1

 
CONSOLIDATED FINANCIAL STATEMENTS

AdvanDx, Inc. and subsidiary
 

As of and for the years ended December 31, 2014 and 2013
As of June 30, 2015 and for the six months ended June 30, 2015 and 2014 (unaudited)
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Independent Auditor's Report

 
To the Shareholders
AdvanDx, Inc.
 
We have audited the accompanying consolidated financial statements of AdvanDx, Inc. and Subsidiary, which comprise the consolidated balance sheets as of December 31, 2014 and 2013 and the related consolidated
statements of loss and comprehensive loss, stockholders’ equity (deficit) and cash flows for the years then ended, and the related notes to the financial statements.
 
Management's Responsibility for the Financial Statements
 
Management is responsible for the preparation and fair presentation of these consolidated 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 financial statements that are free from material misstatement, whether due to fraud or error.
 
Auditor's Responsibility
 
Our responsibility is to express an opinion on these consolidated 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 consolidated financial statements are free of material misstatement.
 
An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the consolidated financial statements. The procedures selected depend on the auditor's judgment, including the assessment
of the risks of material misstatement of the consolidated 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 consolidated 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 consolidated 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 consolidated financial statements referred to above present fairly, in all material respects, the financial position of AdvanDx, Inc. and Subsidiary as of December 31, 2014 and 2013, and the results of their
operations and their cash flows for the years then ended in accordance with accounting principles generally accepted in the United States of America.
 
Going Concern
 
The accompanying consolidated financial statements have been prepared assuming that the Company will continue as a going concern. As discussed in Note 2 to the consolidated financial statements, the Company has incurred
cumulative net losses since inception and will need additional capital to fund future operations. These conditions raise substantial doubt about its ability to continue as a going concern. Management’s plans regarding this matter
are also described in Note 2 to the consolidated financial statements. The consolidated financial statements do not include any adjustments that might result from the outcome of this uncertainty. Our opinion is not modified with
respect to that matter.
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Other Matters
 
As described in Note 10 to the consolidated financial statements, the Company has restated its 2013 consolidated financial statements to correct errors in the Company’s previously issued 2013 consolidated financial statements.
 
As described in Note 10 to the consolidated financial statements, the Company restated stockholders’ equity as of December 31, 2012. As part of our audit of the 2013 consolidated financial statements, we also audited the
adjustments described in Note 10 to the consolidated financial statements to restate stockholders’ equity as of December 31, 2012. In our opinion, such adjustments are appropriate and have been properly applied.
 
As described in Note 11, on July 14, 2015, the Company was acquired by OpGen, Inc.
 
\s\ CohnReznick LLP  
  
Vienna, Virginia  
September 28, 2015  
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AdvanDx, Inc. and subsidiary
Consolidated Balance Sheets

 
  June 30,   December 31,  
  2015   2014   2013  
  (unaudited)      (restated)  
Assets             
Current assets             
Cash and cash equivalents  $ 1,319,438  $ 787,975  $ 752,326 
Accounts receivable, net   521,786   727,774   720,558 
Inventory   863,156   890,213   686,869 
Prepaid expenses and other current assets   181,615   415,320   417,297 
Total current assets   2,885,995   2,821,282   2,577,050 
             
Property and equipment, net   253,914   300,944   353,412 
Other noncurrent assets   221,365   223,751   29,909 
Total assets  $ 3,361,274  $ 3,345,977  $ 2,960,371 
             
Liabilities and Stockholders' Deficit             
Current liabilities             
Accounts payable  $ 946,344  $ 1,055,305  $ 957,150 
Accrued compensation and benefits   206,548  119,923  666,943 
Accrued expenses   1,502,795   907,279   622,008 
Notes payable   2,500,000   -   2,550,000 
Current portion of capital lease obligations   -   3,181   36,279 
Total current liabilities   5,155,687   2,085,688   4,832,380 
             
Capital lease obligations, net of current portion   -   -   3,181 
Total liabilities   5,155,687   2,085,688   4,835,561 
             
Commitments and Contingencies (Note 9)             
             
Stockholders' equity (deficit)             
Convertible preferred stock $0.0001 par value:             
Series A - liquidation value $1,230,000 at June 30, 2015 (unaudited) and at December 31, 2014 and December 31, 2013; 102,500 shares
authorized, issued and outstanding at June 30, 2015 (unaudited) and at December 31, 2014 and 2013   10   10   10 
Series A-1 - liquidation value $7,366,025 at June 30, 2015 (unaudited) and December 31, 2014; 1,023,059 shares authorized, issued and
outstanding at June 30, 2015 (unaudited) and December 31, 2014 (none at December 31, 2013)   102   102   - 
Series B - liquidation value $5,000,532 at December 31, 2013; 318,100 shares authorized, issued and outstanding at December 31, 2013
(none at December 31, 2014 and June 30, 2015 (unaudited))   -   -   32 
Series B-1 - liquidation value $14,489,988 at June 30, 2015 (unaudited) and December 31, 2014; 2,552,852 shares authorized, issued and
outstanding at June 30, 2015 (unaudited) and December 31, 2014 (none at December 31, 2013)   255   255   - 
Series B-2 - liquidation value $5,000,000 at December 31, 2013; 250,000 shares authorized, issued and outstanding at December 31, 2013
(none at June 30, 2015 (unaudited) and December 31, 2014)   -   -   25 
Series C - liquidation value $15,000,346 at December 31, 2013; 166,080 shares authorized, issued and outstanding at December 31, 2013
(none at June 30, 2015 (unaudited) and December 31, 2014)   -   -   17 
Series C-1 - liquidation value $7,999,950 at December 31, 2013; 159,999 shares authorized, issued and outstanding at December 31, 2013
(none at June 30, 2015 (unaudited) and December 31, 2014)   -   -   16 
Series C-2 - liquidation value $5,671,139 at December 31, 2013; 247,637 shares authorized, issued and outstanding at December 31, 2013
(none at June 30, 2015 (unaudited) and December 31, 2014)   -   -   25 
Series C-3 - liquidation value $5,248,704 at December 31, 2013; 437,392 shares authorized, issued and outstanding at December 31, 2013
(none at June 30, 2015 (unaudited) and December 31, 2014)   -   -   44 
Series D - liquidation value $12,276,708 at December 31, 2013; 2,058,618 shares authorized; 1,023,059 issued and outstanding at
December 31, 2013 (none at June 30, 2015 (unaudited) and December 31, 2014)   -   -   102 
Common stock $0.0001 par value; 8,724,348 shares authorized; 1,804,983 issued and outstanding at June 30, 2015 (unaudited) and
December 31, 2014, 225,775 issued and outstanding at December 31, 2013   182   182   23 
Additional paid-in capital   64,083,040   64,040,580   52,096,075 
Accumulated deficit   (65,954,747)   (62,859,562)   (54,052,002)
Accumulated other comprehensive income (loss)   76,745   78,722   80,443 
Total stockholders' equity (deficit)   (1,794,413)   1,260,289   (1,875,190)
             
Total liabilities and stockholders' equity (deficit)  $ 3,361,274  $ 3,345,977  $ 2,960,371 
 
See accompanying notes to consolidated financial statements.
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AdvanDx, Inc. and subsidiary

Consolidated Statements of Loss and Comprehensive Loss
 
  Six months ended June 30,   Years ended December 31,  
  2015   2014   2014   2013  
  (unaudited)   (unaudited)      (restated)  
             
Revenue                 
Product sales  $ 1,929,764  $ 2,505,995  $ 4,777,866  $ 5,759,387 
Total revenue   1,929,764   2,505,995   4,777,866   5,759,387 
                 
Operating expenses                 
Costs of products sold   564,733   671,121   1,257,145   1,318,993 
Research and development   1,183,852   1,566,375   3,309,146   3,286,791 
General and administrative   2,266,696   1,930,438   4,490,948   2,919,272 
Sales and marketing   909,864   2,114,157   4,423,431   4,081,573 
Total operating expenses   4,925,145   6,282,091   13,480,670   11,606,629 
Operating loss   (2,995,381)   (3,776,096)   (8,702,804)   (5,847,242)
                 
Interest expense, net   (69,372)   (90,476)   (129,444)   (116,093)
Other income (expenses), net   (30,432)   (53,871)   24,688   17,117
Net loss   (3,095,185)   (3,920,443)   (8,807,560)   (5,946,218)
                 
Foreign currency translation adjustment   (1,977)   18,533   (1,721)   10,653 
Comprehensive loss  $ (3,097,162)  $ (3,901,910)  $ (8,809,281)  $ (5,935,565)
 
See accompanying notes to consolidated financial statements.
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AdvanDx, Inc. and subsidiary
Consolidated Statements of Stockholders’ Equity (Deficit)

 
  Convertible Preferred Stock   Common Stock              
  Series A   Series A-1   Series B   Series B-1   Series B-2   Series C   Series C-1   Series C-2   Series C-3   Series D                    
 

 

Number
of

Shares   Amount  
Number
of Shares   Amount  

Number
of Shares  Amount  

Number
of Shares   Amount  

Number
of Shares  Amount  

Number
of Shares  Amount  

Number
of Shares  Amount  

Number
of Shares  Amount  

Number
of Shares  Amount  

Number of
Shares   Amount  

Number
of Shares   Amount  

Additional
Paid-in
Capital   

Accumulated
Other

Comprehensive
Income (Loss)   

Accumulated
Deficit   Total  

                                                                                                         
Balances at
December 31,
2012 (as
previously
reported)   102,500  $ 10   -  $ -   318,100  $ 32   -  $ -   250,000  $ 25   166,080  $ 17   159,999  $ 16   247,637  $ 25   437,392  $ 44   752,126  $ 75   225,775  $ 23  $49,034,425  $ 69,790  $ (48,105,784) $ 998,698 
Prior period
adjustments
(Note 10)   -   -   -   -   -   -   -   -   -   -   -   -   -   -   -   -   -   -   -   -   -   -   1,335,954   -   -   1,335,954 
Balances at
December 31,
2012 (as
restated)   102,500   10   -   -   318,100   32   -   -   250,000   25   166,080   17   159,999   16   247,637   25   437,392   44   752,126   75   225,775   23   50,370,379   69,790   (48,105,784)  2,334,652 
                                                                                                         
Issuance of
preferred
stock and
warrants
(restated)   -   -   -   -   -   -   -   -   -   -   -   -   -   -   -   -   -   -   270,933   27   -   -   1,625,571   -   -   1,625,598 
Stock-based
compensation   -   -   -   -   -   -   -   -   -   -   -   -   -   -   -   -   -   -   -   -   -   -   21,745   -   -   21,745 
Issuance of
stock
purchase
warrants to
bank
(restated)   -   -   -   -   -   -   -   -   -   -   -   -   -   -   -   -   -   -   -   -   -   -   78,380   -   -   78,380 
Foreign
currency
translation
adjustment   -   -   -   -   -   -   -   -   -   -   -   -   -   -   -   -   -   -   -   -   -   -   -   -   -   10,653 
Net loss
(restated)   -   -   -   -   -   -   -   -   -   -   -   -   -   -   -   -   -   -   -   -   -   -   -   -   (5,946,218)  (5,946,218)
Balances at
December 31,
2013 (as
restated)   102,500   10   -   -   318,100   32   -   -   250,000   25   166,080   17   159,999   16   247,637   25   437,392   44   1,023,059   102   225,775   23   52,096,075   80,443   (54,052,002)  (1,875,190)
                                                                                                         
Exchange of
Series D for
Series A-1
preferred
stock   -   -   1,023,059   102   -   -   -   -   -   -   -   -   -   -   -   -   -   -   (1,023,059)  (102)  -   -   -   -   -   - 
Conversion of
preferred
stock into
common stock  -   -   -   -   (318,100)  (32)  -   -   (250,000)  (25)  (166,080)  (17)  (159,999)  (16)  (247,637)  (25)  (437,392)  (44)  -   -   1,579,208   159   -   -   -   - 
Issuance of
preferred
stock   -   -   -   -   -   -   2,552,852   255   -   -   -   -   -   -   -   -   -   -   -   -   -   -   11,619,127   -   -   11,619,382 
Stock-based
compensation   -   -   -   -   -   -   -   -   -   -   -   -   -   -   -   -   -   -   -   -   -   -   325,378   -   -   325,378 
Foreign
currency
translation
adjustment   -   -   -   -   -   -   -   -   -   -   -   -   -   -   -   -   -   -   -   -   -   -   -   (1,721)  -   (1,721)
Net loss   -   -   -   -   -   -   -   -   -   -   -   -   -   -   -   -   -   -   -   -   -   -   -   -   (8,807,560)  (8,807,560)
Balances at
December 31,
2014   102,500   10   1,023,059   102   -   -   2,552,852   255   -   -   -   -   -   -   -   -   -   -   -   -   1,804,983   182   64,040,580   78,722   (62,859,562)  1,260,289 
                                                                                                         
Stock-based
compensation   -   -   -   -   -   -   -   -   -   -   -   -   -   -   -   -   -   -   -   -   -   -   42,460   -   -   42,460 
Foreign
currency
translation
adjustment   -   -   -   -   -   -   -   -   -   -   -   -   -   -   -   -   -   -   -   -   -   -   -   (1,977)  -   (1,977)
Net loss   -   -   -   -   -   -   -   -   -   -   -   -   -   -   -   -   -   -   -   -   -   -   -   -   (3,095,185)  (3,095,185)
Balances at
June 30, 2015
(unaudited)   102,500  $ 10   1,023,059  $ 102   -  $ -   2,552,852  $ 255   -  $ -   -  $ -   -  $ -   -  $ -   -  $ -   -  $ -   1,804,983  $ 182  $64,083,040  $ 76,745  $ (65,954,747) $ (1,794,413)

 
See accompanying notes to consolidated financial statements.
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AdvanDx, Inc. and subsidiary

Consolidated Statements of Cash Flows
 
  Six Months ended June 30,   Year ended December 31,  
  2015   2014   2014   2013  
  (unaudited)   (unaudited)      (restated)  
             
Cash flows from operating activities                 
Net loss  $ (3,095,185)  $ (3,920,443)  $ (8,807,560)  $ (5,946,218)
Adjustments to reconcile net loss to net cash used in operating activities:                 

Depreciation and amortization   74,193   120,038   241,589   232,577 
Stock-based compensation   42,460   256,657   325,378   21,745 
Non-cash interest expense and other   -   -   3,022   66,140 

Changes in operating assets and liabilities:                 
Accounts receivable   187,105   227,001   (32,931)   314,903 
Inventory   23,930   (250,440)   (207,766)   10,701 
Other current assets   221,899   (80,804)   (13,599)   (179,780)
Other noncurrent assets   -   -   (197,000)   - 
Accounts payable   (108,173)   (381,633)   99,161   724,307 
Accrued expenses and other   687,216   (230,508)   (137,172)   46,290

Net cash used in operating activities   (1,966,555)   (4,260,132)   (8,726,878)   (4,709,335)
                 
Cash flows from investing activities                 
Capital expenditures   (27,505)   (147,084)   (193,185)   (110,698)
Net cash used in investing activities   (27,505)   (147,084)   (193,185)   (110,698)
                 
Cash flows from financing activities                 
Net proceeds from issuance of common and preferred stock   -   6,752,691   9,752,683   1,625,598 
Payments on notes   -   (93,813)   (1,450,000)   - 
Proceeds from issuance of notes   2,500,000   650,000   650,000   2,563,260 
Capital lease payments   (3,181)   (17,710)   (36,279)   (33,004)
Net cash provided by financing activities   2,496,819   7,291,168   8,916,404   4,155,854 
                 
Net increase (decrease) in cash and cash equivalents   502,759   2,883,952   (3,659)   (664,179)
Cash and cash equivalents, beginning of period and year   787,975   752,326   752,326   1,406,722 
Effects of foreign currency rate changes on cash and cash equivalents   28,704   1,382   39,308   9,783 
Cash and cash equivalents, end of period and year  $ 1,319,438  $ 3,637,660  $ 787,975  $ 752,326 
                 
Supplemental disclosure of cash flow information                 
Cash paid during the period for interest  $ 66,848  $ 21,699  $ 83,238  $ 30,331 
Cash paid during the period for income taxes  $ -  $ -  $ -  $ - 
                 
Supplemental disclosure of noncash investing and financing activities                 
Stock purchase warrants issued to bank for fees  $ -  $ -  $ -  $ 78,380 
Issuance of preferred stock for notes payable and accrued expense  $ -  $ -  $ 1,866,699  $ - 
                 
 
See accompanying notes to consolidated financial statements.
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AdvanDx, Inc. and subsidiary

Notes to Consolidated Financial Statements
December 31, 2014 and 2013 and June 30, 2015 (unaudited)

 
Note 1 - Organization
AdvanDx, Inc. (“AdvanDx” or the “Company”) was incorporated in Delaware on May 16, 2002. The Company is engaged in the business of researching, developing and marketing advanced in vitro diagnostic kits for the
diagnosis and prevention of infectious diseases. The Company sells its products principally to hospitals and clinical laboratories in the United States and Europe. The Company is headquartered in Woburn, Massachusetts and
has additional operations in Copenhagen Denmark. The Company operates in one business segment.
 
In July 2015, the Company was acquired by OpGen, Inc. (“OpGen”), a publicly traded company, and is now a wholly owned subsidiary of OpGen (see Note 11). OpGen is an early-stage company using rapid molecular testing
and bioinformatics to assist healthcare providers to combat multi-drug resistant infections, or MDROs, as well as providing products and services for Whole Genome Mapping and analysis of microbial, plant, animal and human
genomes for life sciences applications.
 
The Company’s operations are subject to certain risks and uncertainties. The risks include rapid technology changes, the need to manage growth, the need to retain key personnel, the need to protect intellectual property and the
availability of additional capital financing on terms acceptable to the Company. The Company’s success depends, in part, on its ability to develop and commercialize its novel technology as well as raise additional capital.
 
Note 2 - Liquidity
The accompanying consolidated financial statements have been prepared on a going-concern basis, which contemplates the realization of assets and satisfaction of liabilities in the normal course of business.
 
Since inception, the Company has incurred, and continues to incur, significant losses from operations, negative operating cash flows and has a total stockholders’ deficit as of June 30, 2015 (unaudited). As more fully described
in Notes 5 and 6, the Company has raised capital using various debt, equity and equity-linked securities, including raising net proceeds of $9.8 million and $1.6 million through the issuance of preferred stock and warrants in
2014 and 2013, respectively, and $0.7 million and $2.6 million by issuing various forms of notes payable in 2014 and 2013, respectively. Additionally, in 2015 the Company raised $2.5 million by issuing notes payable
(unaudited) (see Note 5).
 
The Company’s current operating assumptions, which include management’s best estimate of future revenue and operating expenses, indicate that current cash on hand, along with funding from OpGen, will be sufficient to fund
operations as currently configured through the end of 2015. OpGen has indicated that while it currently intends to provide to the Company sufficient capital to sustain its operations through at least December 31, 2015, OpGen
will need additional capital in 2016.
 
Note 3 – Basis of Presentation and Summary of Significant Accounting Policies
Principles of Consolidation
The accompanying consolidated financial statements include accounts of the Company and its wholly owned subsidiary. All intercompany balances and transactions have been eliminated in consolidation. The Company's
subsidiary in Denmark uses the Danish kroner as its functional currency. AdvanDx translates its subsidiary’s assets and liabilities into U.S. dollars at the relevant exchange rate at each balance sheet date, and translates its
revenues and expenses at the weighted-average exchange rate for the year. The resulting translation adjustment is recorded as a separate component of accumulated comprehensive income. Certain financial statement amounts
prior periods have been reclassified to conform to current period presentation.
 
Unaudited Interim Financial Statements
The accompanying interim consolidated financial statements are unaudited. The unaudited interim consolidated financial statements have been prepared on the same basis as the annual financial statements and, in the opinion of
management, reflect all the adjustments (consisting of normal recurring adjustments) necessary to state fairly the Company’s financial position as of June 30, 2015 and the results of operations and cash flows for the six month
periods ended June 30, 2015 and 2014.
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Use of Estimates
In preparing financial statements in conformity with accounting principles generally accepted in the United States (“US GAAP”), management is required to make estimates and assumptions that affect the reported amounts of
assets and liabilities and the disclosure of contingent assets and liabilities at the date of the financial statements and the reported amounts of revenues and expenses during the reporting period. In the accompanying consolidated
financial statements, estimates are used for, but not limited to, stock-based compensation, allowances for doubtful accounts and inventories, valuation of financial instruments, deferred tax assets and liabilities and related
valuation allowance, and depreciation and amortization and estimated useful lives of long-lived assets. Actual results could differ from those estimates.
 
Cash and Cash Equivalents
The Company considers all highly liquid instruments with original maturities of three months or less to be cash equivalents.
 
The Company has cash and cash equivalents deposited in financial institutions in which the balances occasionally exceed the federal government agency (FDIC) insured limits of $250,000. The Company has not experienced
any losses in such accounts and management believes it is not exposed to any significant credit risk.
 
Fair Value
US GAAP establishes a three-tier fair value hierarchy, which prioritizes the inputs used in measuring fair value. These tiers include:
 

· Level 1 - defined as observable inputs such as quoted prices in active markets;
· Level 2 - defined as inputs other than quoted prices in active markets that are either directly or indirectly observable; and
· Level 3 - defined as unobservable inputs in which little or no market data exists, therefore requiring an entity to develop its own assumptions such as expected revenue growth and discount factors applied to cash flow

projections.
 

The Company evaluates financial assets and liabilities subject to fair value measurements to determine the appropriate level at which to classify them each reporting period. This determination requires the Company to make
subjective judgments as to the significance of inputs used in determining fair value and where such inputs lie within the hierarchy. As of June 30, 2015 (unaudited) and as of December 31, 2014 and 2013, the Company has no
assets and liabilities that are measured at fair value on a recurring basis. Property and equipment is measured at fair value on a non-recurring basis when an impairment exists; no such fair value impairment was recognized in
the six month periods ended June 30, 2015 and 2014 (unaudited) or during the years ended December 31, 2014 and 2013.
 
The Company's consolidated balance sheets include various financial instruments (primarily accounts receivable, accounts payable and other current liabilities) that are carried at cost, which approximates fair value due to the
short-term nature of the instruments. Notes payable are reflective of fair value based on market comparable instruments with similar terms.
 
Accounts Receivable
The Company’s accounts receivable result from revenues earned but not collected from customers. Credit is extended based on an evaluation of a customer’s financial condition and, generally, collateral is not required.
Accounts receivable are due within 30 to 45 days and are stated at amounts due from customers. The Company evaluates if an allowance is necessary by considering a number of factors, including the length of time accounts
receivable are past due, the Company’s previous loss history and the customer’s current ability to pay its obligation. If amounts become uncollectible, they are charged to operations when that determination is made. The
allowance for doubtful accounts was $15,632 at June 30, 2015 (unaudited), and $15,855 and $17,524 as of December 31, 2014 and December 31, 2013, respectively.
 
At June 30, 2015, the Company had accounts receivable from three customers which individually represented 7.6%, 6.4%, and 5.2% of total accounts receivable (unaudited). At December 31, 2014, the Company had accounts
receivable from three customers which individually represented 14.3%, 10.5% and 5.1% of total accounts receivable. At December 31, 2013, the Company had accounts receivable from two customers which individually
represented 11.6% and 5.8% of total accounts receivable. For the six months ended June 30, 2015, one individual customer represented 12.3% of revenues (unaudited). For the six months ended June 30, 2014, one individual
customer represented 7.5% of revenues (unaudited). For the year ended December 31, 2014 one individual customer represented 8.8% of revenues. For the year ended December 31, 2013 one individual customer represented
6.8% of revenues.
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Inventory
Inventories are valued using the first-in, first-out method and stated at the lower of cost or market and consist of the following:
 

  
June 30, 2015
(unaudited)   

December 31,
2014   

December 31,
 2013  

          
Raw materials  $ 738,688  $ 714,097  $ 596,203 
Work-in-progress   75,881   118,789   49,887 
Finished goods   48,587   57,327   40,779 
Total  $ 863,156  $ 890,213  $ 686,869 

 
The Company assesses obsolescence on a periodic basis, and as of June 30, 2015 (unaudited) and December 31, 2014 and 2013 did not have an allowance for obsolescence.
 
Property and Equipment
Property and equipment consists principally of information technology and laboratory equipment assets, is stated at cost and is depreciated on a straight-line basis over the estimated useful lives of the related assets. The
estimated useful life of equipment is three to five years. Leasehold improvements are amortized over the term of the related leases or estimated useful lives of the assets, whichever is shorter. Depreciation expense was $74,193
and $120,038 for the six month periods ended June 30, 2015 and 2014 (unaudited) and was $241,589 and $232,577 for the years ended December 31, 2014 and 2013, respectively. Property and equipment consisted of the
following:

 

  
June 30, 2015
(unaudited)   

December 31,
2014   

December 31,
2013  

          
Laboratory equipment  $ 648,421  $ 612,362  $ 477,683 
Office furniture and equipment   283,800   274,815   279,743 
Computer equipment   450,599   421,956   391,157 
Leasehold improvements   314,930   314,930   314,930 

   1,668,353   1,624,063   1,463,513 
Accumulated depreciation and amortization   (1,443,836)   (1,323,119)   (1,110,101)
Property and equipment, net  $ 253,914  $ 300,944  $ 353,412 

 
The Company assesses the recoverability of its long-lived assets, including property and equipment, whenever events or changes in circumstances indicate that the carrying amount of an asset may not be recoverable.
Recoverability of the long-lived asset is measured by a comparison of the carrying amount of the asset to future undiscounted net cash flows expected to be generated by the asset. An impairment loss would be measured as the
amount by which the carrying value of the asset exceeds the estimated fair value of the asset. Assets to be disposed of are reported at the lower of the carrying amount or fair value, less costs to sell. As of June 30, 2015
(unaudited) and as of December 31, 2014 and 2013, the Company determined that there were no impaired long-lived assets.
 
Revenue Recognition
The Company recognizes revenue from the sale of its products when the following criteria are met: persuasive evidence of an arrangement exists; delivery has occurred; the selling price is fixed or determinable; and
collectability is reasonably assured. These criteria are met typically upon shipment to the customer. Historically, the Company has not entered into multiple-element arrangements. Sales are recorded net of accruals for estimated
rebates, discounts and other deductions and returns.
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Amounts billed to customers for shipping and handling are included in revenue when the related product revenue is recognized. Shipping and handling costs are included in selling and marketing expenses. The Company
recognized revenue of $46,117 and $17,661 during the six month periods ended June 30, 2015 and 2014, respectively (unaudited) and $31,819 and $41,184 for the years ended December 31, 2014 and 2013, respectively for
shipping and handling.
 
Research and Development Costs
Research and development costs are expensed as incurred. Research and development costs primarily consist of salaries and related expenses for personnel, laboratory and clinical supplies, an allocation of overhead costs and
certain outside service costs.
 
Income Taxes
Income taxes are accounted for under the asset and liability method. Deferred tax assets and liabilities are recognized for the expected future tax consequences attributable to temporary differences between financial statement
carrying amounts of existing assets and liabilities and their respective tax basis. Deferred tax assets and liabilities are measured using enacted tax rates expected to apply to taxable income in the years in which those temporary
differences are expected to be recovered or settled. The effect on deferred tax assets and liabilities of a change in tax rates is recognized in income in the period that includes the enactment date. A valuation allowance is
established when necessary to reduce deferred income tax assets to the amount expected to be realized.
 
Tax benefits are initially recognized in the financial statements when it is more likely than not the position will be sustained upon examination by the tax authorities. Such tax positions are initially, and subsequently, measured
as the largest amount of tax benefit that is greater than 50% likely of being realized upon ultimate settlement with the tax authority, assuming full knowledge of the position and all relevant facts.
 
Stock-Based Compensation
Share-based awards are recognized at fair value ratably over the requisite service period, which is generally the vesting period. No tax benefits were attributed to the stock-based compensation expense because valuation
allowances were maintained on substantially all of the Company’s net deferred tax assets. The fair value of share-based awards to employees and directors is estimated, on the date of grant, using the Black-Scholes model.
Option valuation models, including the Black-Scholes model, require the input of highly subjective assumptions, and changes in the assumptions used can materially affect the grant-date fair value of an award. These
assumptions include the estimated fair value of the Company’s common stock, risk-free rate of interest, expected dividend yield, expected volatility and the expected life of the award. A discussion of management’s
methodology for developing each of the assumptions used in the Black-Scholes model is as follows:
 

Fair value of common stock
Given the lack of an active public market for the common stock, the Company’s board of directors determines the fair value of the common stock. In the absence of a public market, and as an emerging company with no
significant revenues, the Company believes that it is appropriate to consider a range of factors to determine the fair market value of the common stock at each grant date. The factors include: (1) the achievement of clinical
and operational milestones by the Company; (2) the status of strategic relationships with collaborators; (3) the significant risks associated with the Company’s stage of development; (4) capital market conditions for life
sciences companies, particularly similarly situated, privately held, early-stage companies; (5) the Company’s available cash, financial condition and results of operations; (6) the most recent sales of the Company’s
preferred stock; and (7) the preferential rights of the outstanding preferred stock.

 
Expected volatility
Volatility is a measure of the amount by which a financial variable such as a share price has fluctuated (historical volatility) or is expected to fluctuate (expected volatility) during a period. The Company does not maintain
an internal market for its shares and its shares are not traded publicly. The Company has been able to identify several public entities of similar size, complexity and stage of development; accordingly, historical volatility has
been calculated using the volatility of this peer group.

 
Expected dividend yield
The Company has never declared or paid dividends and has no plans to do so in the foreseeable future.

 
Risk-free interest rate
This is the U.S. Treasury rate for the day of each option grant during the year, having a term that most closely resembles the expected term of the option.
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Expected term
This is the period of time that the options granted are expected to remain unexercised. Options granted have a maximum term of 10 years. The Company estimates the expected term using the simplified method. Over time,
management will track actual terms of the options and adjust their estimate accordingly so that estimates will approximate actual behavior for similar options.

 
Expected forfeiture rate
The forfeiture rate is the estimated percentage of options granted that is expected to be forfeited or canceled on an annual basis before becoming fully vested. The Company estimates the forfeiture rate based on turnover
data with further consideration given to the class of the employees to whom the options were granted.

 
The estimated fair value of equity instruments issued to nonemployees are recorded at fair value on the earlier of the performance commitment date or the date the services required are completed.
 
Recent Accounting Pronouncements
In May 2014, the Financial Accounting Standards Board (“FASB”) issued guidance for revenue recognition for contracts, superseding the previous revenue recognition requirements, along with most existing industry-specific
guidance. The guidance requires an entity to review contracts in five steps: 1) identify the contract, 2) identify performance obligations, 3) determine the transaction price, 4) allocate the transaction price, and 5) recognize
revenue. The new standard will result in enhanced disclosures regarding the nature, amount, timing and uncertainty of revenue arising from contracts with customers. The standard is effective for the Company’s reporting year
beginning January 1, 2018 and early adoption is permitted starting January 1, 2017. The Company is currently evaluating the impact, if any, that this new accounting pronouncement will have on its consolidated financial
statements.
 
In August 2014, the FASB issued guidance requiring management to evaluate on a regular basis whether any conditions or events have arisen that could raise substantial doubt about the entity’s ability to continue as a going
concern. The guidance 1) provides a definition for the term ‘‘substantial doubt,’’ 2) requires an evaluation every reporting period, interim periods included, 3) provides principles for considering the mitigating effect of
management’s plans to alleviate the substantial doubt, 4) requires certain disclosures if the substantial doubt is alleviated as a result of management’s plans, 5) requires an express statement, as well as other disclosures, if the
substantial doubt is not alleviated, and 6) requires an assessment period of one year from the date the financial statements are issued. The standard is effective for the Company’s reporting year beginning January 1, 2017 and
early adoption is permitted. The Company is currently evaluating the impact, if any, that this new accounting pronouncement will have on its consolidated financial statements.
 
In April 2015, the FASB issued accounting guidance requiring that debt issuance costs related to a recognized liability be presented on the balance sheet as a direct reduction from the carrying amount of that debt liability,
consistent with debt discounts. The recognition and measurement guidance for debt issuance costs are not affected. The standard is effective for reporting periods beginning after December 15, 2015. The Company is currently
evaluating the impact, if any, that this new accounting pronouncement will have on its consolidated financial statements.
 
The Company has evaluated all other issued and unadopted Accounting Standards Updates and believes the adoption of these standards will not have a material impact on its results of operations, financial position, or cash
flows.
 
Note 4 – Significant License, Distribution and Supply Arrangements
Life Technologies, Inc.
In July 2003, the Company entered into a non-exclusive, non-sublicensable, worldwide license agreement with Life Technologies, Inc. (“Life Technologies”) to use certain patent rights that allow it to manufacture and sell
certain products. The agreement was amended multiple times through 2009 to add additional features and modify certain terms and conditions.
 
Life Technologies is entitled to certain royalties on product sales. The Company expensed royalties of $204,731 and $322,585 during the six months ended June 30, 2015 and 2014, respectively (unaudited) and $552,050 and
$629,339 for the years ended December 31, 2014 and 2013, respectively.
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Exiqon A/S
In October 2003, the Company entered into a non-exclusive, worldwide license agreement with Exiqon A/S (“Exiqon”) to use certain patent rights that allows it to manufacture and sell certain products. In consideration for this
license agreement, the Exiqon is entitled to royalties on product sales, and was entitled to minimum royalties payable from October 1, 2008 to September 30, 2010. No royalty payments have been made to Exiqon since 2010.
 
Statens Serum Institut
In April 2004, the Company entered into an exclusive worldwide license, supply, and distribution agreement with Statens Serum Institut (“SSI”) to use certain patent rights that allow it to manufacture and sell certain products.
In consideration for this license agreement, beginning October 1, 2005, SSI is entitled to an annual license fee until the first sale of a licensed product. Subsequent to the first product sale, SSI is entitled to royalties on product
sales based on the total sales of licensed products with a minimum annual royalty.
 
SSI is entitled to additional payments upon the achievement of certain milestones, including the opening of the Company's manufacturing facility and FDA approval of the facility. In 2006, the Company established
manufacturing facilities under the license agreements and paid a milestone fee of $6,500. No other milestones had been met as of June 30, 2015 (unaudited). The Company has the right to terminate the agreement with one
year’s notice. Upon termination, the Company has no further obligations and no termination fee. No payments have been made to SSI since 2012.
 
Institute Pasteur
In December 2005, the Company entered into a non-exclusive license agreement with the French foundation, Institute Pasteur (“Pasteur”) to use certain patent rights that allow it to sell certain products. In consideration for the
license, Pasteur was entitled to an upfront payment upon signing of the agreement, which the Company expensed to research and development in 2004 due to significant uncertainty related to sufficient future cash flows from
sales of these products.
 
In addition, Pasteur is entitled to a payment upon FDA approval of the product and annual payments thereafter, up to a cumulative maximum when sales exceed a certain limit. In addition, Pasteur is entitled to annual royalties
on product sales. No payments were made to Pasteur since 2011.
 
DakoCytomation/Dako A/S
In May 2005, the Company entered into an exclusive worldwide license agreement with DakoCytomation Denmark (“Dako”) to use certain patent rights that allow it to manufacture, sell and distribute certain products. In
consideration for the license, the Company agreed to pay a technology access fee of $10,000 upon the first commercial introduction of a licensed product under the agreement as well as royalties on product sales. Dako is also
entitled to minimum annual royalties of $10,000 payable beginning in the first year following the year of the first commercial launch. In May 2010, the Company and Dako executed an amendment to the agreement under
which the Company agreed to pay Dako semi-annual maintenance fees of $15,000 and a one-time commercialization fee once sales of products covered under the license agreement reach a predefined level. No payments were
made to Dako since 2011.
 
bioMérieux, Inc.
In September 2007, the Company entered into an exclusive five-year agreement with bioMérieux, Inc. (“bioMérieux”) under which the Company agreed to allow bioMérieux to exclusively distribute certain of the Company’s
products within the United States. In addition, the bioMérieux agreed to purchase 53,360 shares of the Company’s Series C Preferred Stock for gross proceeds of $5 million. In return for the exclusive distribution rights in the
United States, bioMérieux agreed to certain levels of minimum annual revenues. In 2011, bioMérieux elected to convert its distribution rights from exclusive to non-exclusive and paid the Company $1 million.
 
In August 2012, the Company entered into an agreement with bioMérieux under which the parties agreed to terminate their distribution agreement and to release and settle certain legal claims between the parties. As part of the
settlement agreement, the Company agreed to pay bioMérieux $360,000. A balance of $60,000 remained unpaid at December 31, 2014 and 2013 and June 30, 2015 (unaudited).
 
Isis Innovation Limited
In March 2009, the Company entered into an exclusive worldwide license agreement with Isis Innovation Limited, a UK-based technology company (“Isis”). Under the terms of the agreement, the Company received access to
certain of Isis’ proprietary probe technology and agreed to make certain milestone payments to Isis as well as to pay Isis royalties on the sale of products covered under the license agreement. The Company expensed license
fees of $22,835 and $26,350 during the six months ended June 30, 2015 and 2014, respectively (unaudited) and $26,350 and $13,600 for the years ended December 31, 2014 and 2013, respectively.
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Bio-Quick Corporation
In February 2011, the Company entered into a non-exclusive license agreement with Bio-Quick Corporation, a Maryland based corporation (“Bio-Quick”). Under the terms of the agreement, the Company received access to
certain of Bio-Quick’s proprietary technology and agreed to make certain milestone payments as well as to pay royalties on the sale of products covered under the license agreement. No payments have been made under this
agreement.
 
Note 5 – Notes Payable
Notes payable consist of the following:
 

  
June 30,

2015   December 31,  
  (unaudited)   2014   2013  
Bank debt  $ -  $ -  $ 1,450,000 
Bridge notes   -   -   1,100,000 
Short-term convertible notes   2,500,000   -   - 
  $ 2,500,000  $ -  $ 2,550,000 

 
In April 2013, the Company entered into a loan and security agreement with a commercial bank that provided for up to $2.25 million in 36-month 6.25% term loans and a revolving line of credit of up to $3.0 million less any
amount outstanding on the term loans. Borrowings under the loan and security agreement were collateralized by substantially all of the Company’s assets. As of December 31, 2013, the Company had drawn $1.45 million under
the term loans; the total amount drawn was repaid in full in 2014 and no amounts are outstanding as of December 31, 2014 and June 30, 2015 (unaudited).
 
In connection with the bank facility in 2013, the Company issued to the lender stock purchase warrants to purchase up to 6,250 shares of its Series D Preferred Stock. Additionally, as a result of certain amendments to the loan
and security agreement in 2013, the Company issued to the lender stock purchase warrants to purchase up to an additional 6,250 shares of its Series D Preferred Stock. The stock purchase warrants were modified in 2014 in
connection with the issuance of the Company’s Series B-1 Preferred Stock (see Note 6). The warrants are exercisable in whole or in part and from time-to-time for ten years and have an exercise price of $6.00 per share. The
warrants are classified in equity and included in additional paid-in capital.
 
In November 2013, the Company entered into two bridge notes payable totaling $1.1 million. The bridge notes bore interest at 8.00% and had an initial maturity of the earlier of April 30, 2014 or the sale of substantially all of
the Company’s assets. In February 2014, the Company entered into an additional bridge note payable totaling $0.7 million. The 2014 bridge notes had an original maturity date of August 1, 2014. The bridge notes, including
accrued and unpaid interest, were settled in 2014 as consideration for the purchase of the Company’s Series B-1 Preferred Stock (see Note 6).
 
In February 2015, the Company issued unsecured convertible promissory notes to existing investors for gross proceeds of $2.5 million. The notes bear interest at 8% per annum, mature on February 27, 2016, and are convertible
at the option of the holders in whole and from time to time into 528,541 shares of the Company’s Series B-1 convertible preferred stock at an initial conversion price of $4.73 per share, or into securities issued in a subsequent
financing at the price paid by such new investors.
 
The weighted average interest rate on all short-term outstanding debt at June 30, 2015 was 8% (unaudited) and was 7.0% at December 31, 2013. Total interest expense on all debt instruments was $69,372 and $90,476 for the
six month periods ended June 30, 2015 and 2014, respectively (unaudited) and was $129,444 and $116,093 for the years ended December 31, 2014 and 2013, respectively.
 
Note 6 - Convertible Preferred Stock
In 2013, the Company issued 270,933 shares of its Series D convertible preferred stock (“Series D Preferred Stock”) with detachable stock purchase warrants to investors for gross proceeds of $1.6 million. The detachable stock
purchase warrants allow the holders of the Series D Preferred Stock to acquire 270,933 additional shares of Series D Preferred Stock for $6.00 per share and are exercisable in whole or in part and from time to time for 10 years.
The warrants are classified in equity and included in additional paid-in capital.
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In 2014, the Company issued 2,552,852 shares of its Series B-1 convertible preferred stock (“Series B-1 Preferred Stock”) to investors for gross proceeds of $12.1 million, which included $10.2 million in cash and $1.9 million
in satisfaction of certain outstanding notes payable and accrued expenses. In connection with the issuance of the Series B-1 Preferred Stock, the holders of certain existing equity and equity-linked securities agreed to modify
their terms and conditions as a requirement for the Series B-1 Preferred Stock investment, as follows:
 

· Holders of the Company’s Series B convertible preferred stock, Series B-2 convertible preferred stock, Series C convertible preferred stock, Series C-1 convertible preferred stock, Series C-2 convertible preferred
stock, and Series C-3 convertible preferred stock converted their holdings on a one-for-one basis into a total of 1,579,208 shares of common stock.

· Holders of Series D Preferred Stock exchanged their holdings on a one-for-one basis into shares of the Company’s Series A-1 convertible preferred stock.
· Holders of stock purchase warrants to purchase 1,035,599 shares of Series D Preferred Stock exchanged their warrants on a one-for-one basis for warrants to purchase common stock.

 
As a result of the issuance of Series B-1 Preferred Stock, as of June 30, 2015 and 2014 (unaudited) and as of December 31, 2014, the Company had the following convertible preferred stock outstanding:
 

Series  
Outstanding

shares   
Liquidation
preference   

Conversion
price  

          
A   102,500  $ 1,230,000  $ 10.00 
A-1   1,023,059  $ 7,366,025  $ 6.00 
B-1   2,552,852  $ 14,489,988  $ 4.73 

 
All series of the Company’s convertible preferred stock are governed by terms and conditions stated in the Company’s articles of incorporation, as amended. Key terms and conditions for the convertible preferred stock
outstanding as of June 30, 2015 and December 31, 2014 follow:
 
Dividends
The holders of the Series A Preferred Stock, Series A-1 Preferred Stock and Series B-1 Preferred Stock (collectively, the “Outstanding Preferred Stock”) are entitled to receive non-cumulative dividends when and if declared by
the Board of Directors. These dividends are in preference to any declaration or payment of any dividend on the common stock of the Company. As of December 31, 2014 and Jun 30, 2015 (unaudited), no dividends have been
declared.
 
In the event of any liquidation, dissolution, or winding-up of the Company, the holders of the Outstanding Preferred Stock have liquidation preferences over holders of common stock as noted in the table above, plus any
declared and unpaid dividends. After payment of the liquidation preferences to the holders of the Outstanding Preferred Stock and certain designated Founders Common Stock, the remaining assets of the Company will be
distributed to the common and preferred stockholders on an as-if-converted-to-common-stock basis.
 
Conversion
Each share of the Company’s Outstanding Preferred Stock is convertible at the holder's option into the number of common shares as determined by the applicable conversion rate, which is based on the conversion price in effect
as of the date of such conversion. The current conversion prices are noted in the above table, and are subject to adjustment for stock dividends, stock splits, combinations, reorganizations, or other recapitalizations. Each share of
Outstanding Preferred Stock will be automatically converted into common stock based on the then-applicable conversion rate, upon the closing of an underwritten initial public offering of the Company’s common stock
pursuant to an effective registration under the Securities Act of 1933, in which the aggregate gross proceeds to the Company are at least $40 million. Any dividends or distributions declared but unpaid at the time of a
mandatory conversion with respect to the Outstanding Preferred Stock so converted shall be paid upon such mandatory conversion.
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Voting Rights
 
The holders of the Outstanding Preferred Stock are entitled to the number of votes equal to the number of shares of common stock into which their preferred stock is convertible.
 
Note 7 – Common Stock and Stock-based Compensation Arrangements
The Company had 1,804,983 shares of common stock outstanding at June 30, 2015 (unaudited) and December 31, 2014, and 225,775 shares outstanding as of December 31, 2013.
 
Stock Purchase Warrants
As of June 30, 2015 (unaudited) and December 31, 2014, the Company had stock purchase warrants outstanding to acquire up to 1,035,599 shares of its common stock at $6.00 per share, expiring at various times through 2023.
As of December 31, 2013, the Company had stock purchase warrants outstanding to acquire up to 1,035,599 shares of its Series D Preferred Stock at $6.00 per share, expiring at various times through 2023 (unaudited). All
warrants are classified as equity and included in additional paid-in capital (see Notes 5 and 6).
 
Stock Options
In October 2012, the Company’s Board of Directors and shareholders adopted the 2012 Employee, Director and Consultant Equity Incentive Plan (the “2012 Plan”) and terminated its Non-Qualified Stock Option Plan adopted
in 2003, as amended in 2005 (the “2003 Plan”). The 2012 Plan authorizes the grant of incentive and non-qualified stock options, as well as Stock Grants and Stock-Based Awards (as defined in the 2012 Plan) to eligible
employees, officers, directors, and consultants. The 2012 Plan was terminated in connection with the July 2015 acquisition by OpGen and, accordingly, no further awards will be made under the 2012 Plan.
 
For the six month periods ended June 30, 2015 and 2014 and for the years ended December 31, 2014 and 2013, the Company recorded stock-based compensation expense as follows:
 

  
For the six month

periods ended   For the years ended  

  
June 30,

2015   
June 30,

 2014   
December 31,

2014   
December 31,

2013  
  (unaudited)        

Research and development  $ 6,149  $ 8,575  $ 22,729  $ 9,532 
General and administrative   31,179   241,988   287,335   5,193 
Selling and marketing   5,132   6,094   15,314   7,020 

                 
Total  $ 42,460  $ 256,657  $ 325,378  $ 21,745 

 
During the six months ended June 30, 2015, the Company granted stock options to acquire 38,398 shares of common stock at an exercise price of $0.91 per share and with a weighted average grant date fair value of $0.52 per
share (unaudited). During the six months ended June 30, 2014, the Company did not grant any stock options (unaudited). During the year ended December 31, 2014, the Company granted stock options to acquire 568,416
shares of common stock at an exercise price of $0.91 per share and with a weighted average grant date fair value of $0.52 per share. During the year ended December 31, 2013, the Company granted stock options to acquire
43,959 shares of common stock at an exercise price of $2.86 per share.
 

 16  



 

  
The following table presents a summary of the option activity of the 2012 Plan for the years ended December 31, 2014 and 2013:
 

  
Number of

Options   

Weighted-
Average
Exercise

Price   

Weighted-
Average

Remaining
Contractual

Life (in years)  
          

Outstanding at January 1, 2013   143,037  $ 11.04   5.4 
Granted   43,959  $ 2.86     
Cancelled, forfeited or expired   (49,402)         
Exercised   -         
Outstanding at December 31, 2013   137,594  $ 7.82   4.0 
Exerciseable at December 31, 2013   76,258  $ 12.94   4.4 

             
Granted   568,416  $ 0.91   9.4 
Cancelled, forfeited or expired   (361,764)         
Exercised   -         
Outstanding at December 31, 2014   344,246  $ 3.27   8.3 
Exercisable at December 31, 2014   104,998  $ 8.08   6.7 
Vested and expected to vest   334,974  $ 3.26   8.3 

 
The intrinsic value of all outstanding options is zero at December 31, 2014 and 2013. Unrecognized compensation expense was $148,690 as of December 31, 2014 and is expected to be recognized over 2.4 years. The fair value
of each option grant was estimated at the date of grant using the Black -Scholes option pricing model during 2014 and 2013 based on the assumptions below:
 

  Year Ended December 31,
  2014  2013
     

Annual dividend   -  -
Expected life (in years)  5.25-6.00  5.48
Risk free interest rate   1.88%-2.02%  2.15%
Expected volatility  61.13%  67.65%

 
In 2014, the Company granted restricted stock units for 255,019 shares of common stock. The restricted stock units were fully vested at the time of grant, and the Company recognized $232,067 of stock-based compensation
expense related to the units. All the units are outstanding as of December 31, 2014.
 
Note 8 - Income Taxes
At December 31, 2014 and 2013, the Company has net deferred tax assets of $22,982,781 and $19,827,196, respectively, consisting primarily of net operating loss (“NOL”) carry forwards. The Company’s net deferred tax
assets at December 31, 2014 and 2013 have been fully offset by a valuation allowance of the same amount. The valuation allowance has been recorded due to the uncertainty of realization of the deferred tax assets. The
Company’s deferred tax assets and liabilities as of December 31, 2014 and 2013 are as follows:
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  2014   2013  
Deferred tax assets:         
NOL carryforward  $ 22,855,644  $ 19,740,790 
Property and equipment   31,373   18,730 
Other   96,634   68,546 
Total deferred tax assets   22,983,651   19,828,066 
Valuation allowance   (22,982,781)   (19,827,196)
Deferred tax liabilities:         
Prepayments   (870)   (870)
Net deferred tax assets  $ -  $ - 

 
No provision (benefit) for Federal, state or foreign income taxes has been recognized for the six month periods ended June 30, 2015 and 2014 (unaudited) and for the years ended December 31, 2014 and 2013 due to the
presence of available net operating loss carryfowards and a full valuation allowance. The difference between the Company’s expected income tax provision (benefit) from applying federal statutory tax rates to the pre-tax loss
and actual income tax provision (benefit) relates to the effect of the following:

 
  2014   2013  

Federal income taxes (benefit) at statutory rates   35.0%   35.0%
State income taxes (benefit), net of Federal benefit   0.0%   0.0%
Change in valuation allowance   (35.9)%  20.5%
Non-deductible expenses   (1.6)%  (8.7)%
Expiration of foreign loss carryforwards and other   2.5%   (46.8)%

   0.0%   0.0%
 

Additionally, despite the NOL carryforwards, the Company may have future tax liability due to alternative minimum tax, state tax or foreign tax requirements. The Company has federal NOL carryforwards of $40.0 and $31.1
million at December 31, 2014 and 2013, respectively. The NOL carry forwards begin to expire in 2029. Utilization of the NOL carryforward may be subject to an annual limitation as provided by Section 382 of the Internal
Revenue Code. There can be no assurance that the NOL carryforward will ever be fully utilized.
 
Note 9 – Commitments and Contingencies
Operating Leases
The Company leases its headquarters facility in Woburn, Massachusetts (the “Woburn Lease”) and the offices of its
subsidiary in Denmark (the “Vedbæk Lease”). The Woburn Lease is an operating lease that expires in January 2016 and provides the Company with options to extend the lease beyond the current expiration date. The total
amount due under the current lease is $36,714 per year. The Vedbæk Lease was extended in September 2015 and is currently on a month-to-month basis for approximately $10,700 per month.
 
The Company incurred rent expense of $244,490 and $215,694 during the six month periods ended June 30, 2015 and 2014, respectively (unaudited) and incurred rent expense of $354,087 and $361,719 for the years ended
December 31, 2014 and 2013, respectively.
 
Other Commitments
In manufacturing its products, the Company utilizes a number of third-party suppliers for the manufacture of certain products and component parts. In the normal course of business, in order to reduce manufacturing lead times
and ensure adequate component supply, the Company has an agreement with the supply partner that allows the supply partner to procure inventory on the Company's behalf based upon a sales forecast, as provided by the
Company. The Company has committed with one of its suppliers to purchase a minimum number of units of one of its product accessories for a period of three years from its availability. As of June 30, 2015 (unaudited) and
December 31, 2014, the Company’s remaining purchase obligation was for units totaling approximately $169,000, respectively.
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Note 10 — Restatement of historical financial statements
Series D Preferred Stock Purchase Warrants
In 2012, the Company issued shares of its Series D Preferred Stock and warrants to purchase its Series D Preferred Stock (the “Series D Warrants”) for gross proceeds of $4.5 million. In 2013, the Company issued an additional
270,933 shares of Series D Preferred Stock and additional Series D Warrants to existing and new investors for gross proceeds of $1.6 million (see Note 6). Based on its assessment of the Series D Warrants at the time of
issuance, the Company concluded that the Series D Warrants were precluded from being classified within stockholders’ equity (deficit) under the guidance contained in FASB’s Accounting Standards Codification Section 815
“Derivatives and Hedging” (“ASC 815”) based on certain anti-dilution provisions governing the Series D Warrants. As such, at December 31, 2013 and 2012 the Company presented the Series D Warrants as cost basis
liabilities in its consolidated financial statements.
 
In connection with the preparation of the Company’s 2014 consolidated financial statements, the Company concluded that the anti-dilutive provisions governing the Series D Warrants were “standard” in nature (relating solely
to equity restructuring events such as stock dividends, stock splits, spinoff, rights offering or recapitalization through a large nonrecurring cash dividend, etc.) as contemplated in the guidance provided in ASC 815. Because
standard anti-dilution provisions do not prohibit financial instruments from being classified within stockholders’ equity, the Company has concluded that the Series D Warrants should have been classified within stockholders’
equity (deficit) as of December 31, 2013 and 2012.
 
In addition, in 2013 as part of its credit facility fee arrangement with Square One Bank, the Company issued Series D Warrants to purchase 12,500 shares of Series D Preferred Stock and did not recognize any value associated
with the Series D Warrants. In connection with the preparation of the Company’s 2014 consolidated financial statements, the Company concluded that the fair value of the Series D Warrants issued to Square One Bank should
have been reflected as issuance costs and additional paid-in capital.
 
Accrued Bonuses
In 2013, the Company underaccrued bonuses to its officers and employees. In connection with the preparation of the Company’s 2014 consolidated financial statements, the Company concluded that the bonus accrual as of
December 31, 2013 was therefore understated.
 
As a result of the above, the Company has restated its 2013 consolidated financial statements to correct for the misapplication of the accounting guidance related to the accounting and classification of stock purchase warrants
and for the underaccrual of employee bonuses. The corrections resulted in adjustments to the following financial statement line items as of and for the years indicated (all amounts in thousands):
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As Previously

Reported   
Increase

(Decrease)   As Restated  
As of December 31, 2013             
Consolidated balance sheet             
Prepaid expenses and other current assets  $ 405  $ 12  $ 417 
Total current assets  $ 2,565  $ 12  $ 2,577 
Total assets  $ 2,948  $ 12  $ 2,960 
Accrued compensation and benefits  $ 596  $ 71  $ 667 
Warrant liability  $ 1,817  $ (1,817)  $ - 
Total current liabilities  $ 6,578  $ (1,746)  $ 4,832 
Total liabilities  $ 6,582  $ (1,746)  $ 4,836 
Additional paid-in capital  $ 50,201  $ 1,895  $ 52,096 
Accumulated deficit  $ (53,915)  $ (137)  $ (54,052)
Total stockholders' deficit  $ (3,633)  $ 1,758  $ (1,875)
Total liabilities and stockholders' equity (deficit)  $ 2,948  $ 12  $ 2,960 
             
Consolidated statement of loss and comprehensive loss             
General and administrative expenses  $ 2,825  $ 94  $ 2,919 
Total operating expenses  $ 11,512  $ 94  $ 11,606 
Operating loss  $ (5,753)  $ (94)  $ (5,847)
Interest income (expense), net  $ (55)  $ (61)  $ (116)
Net loss  $ (5,809)  $ (137)  $ (5,946)
Comprehensive loss  $ (5,799)  $ (137)  $ (5,936)
             
Consolidated statement of cash flows             
Net loss  $ (5,809)  $ (137)  $ (5,946)
Non-cash interest expense and other  $ -  $ 66  $ 66 
Net cash used in operating activities  $ (4,702)  $ (7)  $ (4,709)
             
Consolidated statement of stockholders' equity (deficit)         
Issuance of preferred stock and warrants  $ 1,144  $ 482  $ 1,626 
Issuance of stock purchase warrants to bank  $ -  $ 78  $ 78 
Additional paid-in capital  $ 50,201  $ 1,895  $ 52,096 
Accumulated deficit  $ (53,915)  $ (137)  $ (54,052)
Total stockholders' equity (deficit)  $ (3,633)  $ 1,758  $ (1,875)
             
As of December 31, 2012             
Consolidated statement of stockholders' equity (deficit)         
Additional paid-in capital  $ 49,034  $ 1,336  $ 50,370 
Total stockholders' equity (deficit)  $ 999  $ 1,336  $ 2,335 
 
Note 11 - Subsequent Events
The Company has performed an evaluation of subsequent events through the date the accompanying financial statements were issued and did not identify any material subsequent transactions that require disclosure, other than
those matters discussed below.
 
On July 14, 2015, the Company was acquired by OpGen, Inc., through consummation of a merger transaction, or the Merger. Pursuant to an Agreement and Plan of Merger, or the Merger Agreement, a newly formed subsidiary
of OpGen merged with and into AdvanDx, with AdvanDx surviving as a wholly owned subsidiary of OpGen in accordance with the General Corporation Law of the State of Delaware. Under the terms of the Merger
Agreement, the merger consideration consisted of an aggregate 681,818 shares of OpGen's common stock with a value of $2.6 million (based on the closing sales price of OpGen’s common stock of $3.79 per share on July 13,
2015). The merger consideration was distributed in accordance with the liquidation preferences set forth in the Company’s Restated Certificate of Incorporation, as amended. The issuance of the merger consideration was
effected as a private placement of securities under Section 4(a)(2) of the Securities Act of 1933, as amended and Regulation D promulgated thereunder.
 
Prior to the effective time of the Merger, all the Company’s outstanding preferred stock was converted into shares of the Company’s common stock and the February 2015 promissory notes were converted into the Company's
Series B-1 convertible preferred stock before the merger consideration was distributed in accordance with the liquidation preferences set forth in the Company's Restated Certificate of Incorporation, as amended. All equity-
linked securities, including stock purchase warrants and stock options were either exercised or terminated prior to the consummation of the Merger.
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Exhibit 99.2

 
UNAUDITED PRO FORMA CONDENSED COMBINED FINANCIAL DATA

 
 On July 14, 2015, OpGen, Inc. (“OpGen” or the “Company”) completed the strategic acquisition (the “Merger”) of AdvanDx, Inc. (“AdvanDx”) pursuant to an Agreement and Plan of Merger (the “Merger Agreement”). Under
the terms of the Merger Agreement, the merger consideration consisted of an aggregate 681,818 shares of the Company's common stock (the "Merger Consideration") which Merger Consideration was distributed in accordance
with the liquidation preferences set forth in the AdvanDx Restated Certificate of Incorporation, as amended.
 
Also on July 14, 2015, the Company entered into a “Common Stock and Note Purchase Agreement (the “Purchase Agreement”) with Merck Global Health Innovations Fund, LLC (“Merck GHI”), pursuant to which Merck GHI
purchased 1,136,364 shares of common stock of the Company for gross proceeds of $5,000,002 (the "Shares"). Pursuant to the Purchase Agreement, the Company also issued to Merck GHI an 8% Senior Secured Promissory
Note (the "Note" and collectively with the Shares, the "Securities") in the principal amount of $1,000,000 with a two-year maturity date from the date of issuance. The investment in the Company by Merck GHI (the “Merck
GHI Financing”) was conditioned upon the closing of the Merger and the Merck GHI Financing was a condition to the closing of the Merger. Prior to the Merger, Merck GHI owned 24.75% of the outstanding shares of
AdvanDx’s capital stock.
 
The following unaudited pro forma condensed combined balance sheet as of June 30, 2015 and the unaudited pro forma condensed combined statements of operations for the six months ended June 30, 2015 and for the year
ended December 31, 2014 are based on the historical financial statements of OpGen, Inc. (“OpGen”) and AdvanDx, Inc. (“AdvanDx”) after giving effect to the Merger and the Merck GHI Financing. The Merger will be
accounted for using the purchase method of accounting.

  
The following unaudited pro forma condensed combined statements of operations for the six months ended June 30, 2015 and for the year ended December 31, 2014 give effect to the Merger and the Merck GHI Financing as if
they had occurred on January 1, 2014. The unaudited pro forma condensed combined balance sheet as of June 30, 2015 assumes that the Merger and the Merck GHI Financing took place on that date.

  
These unaudited pro forma condensed combined financial statements (the “Pro Forma Financial Statements”) are provided for informational purposes only and are subject to a number of uncertainties and assumptions and do
not purport to represent what the companies’ actual performance or financial position would have been had the Merger and Merck GHI Financing occurred on the dates indicated and does not purport to indicate the financial
position or results of operations as of any future date or for any future period. The unaudited condensed statement of operations for the year ended December 31, 2014 were derived from (i) OpGen’s audited financial statements
as of and for the year ended December 31, 2014 as included in its Registration Statement on Form S-1 and (ii) AdvanDx Inc.’s audited consolidated financial statements as of and for the year ended December 31, 2014 included
in the Form 8-K/A to which these Pro Forma Financial Statements are attached.  The unaudited condensed balance sheet and statement of operations as of and for the six months ended June 30, 2015 were derived from (i)
OpGen’s unaudited financial statements as of and for the six months ended June 30, 2015 as included in its quarterly report on Form 10-Q and (ii) AdvanDx Inc.’s unaudited consolidated financial statements as of and for the
six months ended June 30, 2015 included elsewhere in the Form 8-K/A to which these Pro Forma Financial Statements are attached.
 
These Pro Forma Financial Statements reflect management’s best estimate of the fair value of the tangible and intangible assets acquired and liabilities assumed based on a preliminary valuation study performed by an
independent third-party valuation firm based on information currently available. As final valuations are performed, increases or decreases in the fair value of assets acquired and liabilities assumed will result in adjustments,
which may be material, to the balance sheet and/or statement of operations.

  
As required, these Pro Forma Financial Statements include adjustments which give effect to the events that are directly attributable to the Merger and the Merck GHI Financing, expected to have a continuing impact and are
factually supportable. Any planned adjustments affecting the combined balance sheet, combined statement of operations or changes in common stock outstanding, subsequent to the closing date of the Merger and Merck GHI
Financing are not included.
 

 1



 

  
OpGen, Inc.

Unaudited Pro Forma Condensed Combined Balance Sheet
As of June 30, 2015

 

  
OpGen, Inc.

Historical   
AdvanDx, Inc.

Historical   
Pro Forma

Adjustments   Pro Forma  
             

Assets                 
Current assets                 
Cash and cash equivalents  $ 10,215,809  $ 1,319,438  $ 6,000,002(a)(ii)  $ 17,535,249 
Accounts receivable, net   214,043   521,786       735,829 
Inventory, net   347,463   863,156   230,879(b)   1,441,498 
Prepaid expenses and other current assets   490,201   181,615       671,816 
Total current assets   11,267,516   2,885,995   6,230,881   20,384,392 
                 
Property and equipment, net   483,147   253,914       737,061 
Intangible assets and goodwill   -   -   1,572,008(b)   1,572,008 
Other noncurrent assets   46,380   221,365       267,745 
Total assets  $ 11,797,043  $ 3,361,274  $ 7,802,889  $ 22,961,206 
                 
Liabilities, Preferred Stock and Stockholders’ Deficit                 
Current liabilities                 
Accounts payable  $ 1,115,859  $ 946,344      $ 2,062,203 
Accrued compensation and benefits   702,692   206,548       909,240 
Accrued liabilities   583,851   1,502,795  $ 238,240(c),(f)   2,324,886 
Deferred revenue   234,508   -       234,508 
Short term notes payable   2,500   2,500,000    (1,500,000)(a)(ii), (c)  1,002,500 
Current maturities of long-term capital lease obligation   118,579   -       118,579 
Total current liabilities   2,757,989   5,155,687   (1,261,760)   6,651,916 
                 
Long-term capital lease obligation and other noncurrent liabilities   210,758   -       210,758 
Total liabilities   2,968,747   5,155,687   (1,261,760)   6,862,674 
                 
Commitments and contingencies (Note 10)                 
                 
Stockholders' deficit                 
Preferred stock   -   367   (367)(d)   - 
Common stock   107,193   182   18,000(a),(d)   125,375 
Additional paid-in capital   113,447,153   64,083,040   (56,517,130)(a),(d)   121,013,063 
Accumulated other comprehensive income   -   76,745   (76,745)(d)   - 
Accumulated deficit   (104,726,050)   (65,954,747)   65,640,891(a),(d),(f)   (105,039,906)
Total stockholders’ deficit   8,828,296   (1,794,413)   9,064,649   16,098,532 
                 
Total liabilities, preferred stock and stockholders’ deficit  $ 11,797,043  $ 3,361,274  $ 7,802,889  $ 22,961,206 
 
 
See accompanying notes to unaudited pro forma condensed combined financial statements.
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OpGen, Inc.

Unaudited Pro Forma Condensed Combined Statement of Operations
For the six months ended June 30, 2015

 

  
OpGen, Inc.

Historical   
AdvanDx, Inc.

Historical   
Pro Forma

Adjustments   Pro Forma  
             

Revenue                 
Product sales  $ 503,350  $ 1,929,764      $ 2,433,114 
Laboratory services   63,436   -       63,436 
Collaborations revenue   280,560   -       280,560 
Total revenue   847,346   1,929,764   -   2,777,110 
                 
Operating expenses                 
Cost of products sold   163,620   564,733  $ 119,336(e)   847,689 
Cost of services   150,224   -       150,224 
Research and development   2,108,301   1,183,852       3,292,153 
General and administrative   2,079,611   2,266,696   (683,292)(f)   3,663,015 
Sales and marketing   1,929,796   909,864       2,839,660 
Total operating expenses   6,431,552   4,925,145   (563,956)   10,792,741 
                 
Operating loss   (5,584,206)   (2,995,381)   563,956   (8,015,631)
                 
Other income (expense)                 
Interest and other income   7,162   (30,432)       (23,270)
Interest and other expense   (1,729,371)   (69,372)   109,372(d),(g)  (1,689,371)
Change in fair value of derivative financial instruments   (647,342)   -       (647,342)
Total other income (expense)   (2,369,551)   (99,804)   109,372   (2,359,983)
                 
Net loss   (7,953,757)   (3,095,185)   673,328   (10,375,614)
                 
Preferred stock dividends   (244,508)   -       (244,508)
Net loss available to common stockholders  $ (8,198,265)  $ (3,095,185)  $ 673,328  $ (10,620,122)

                 
Net loss per common share - basic and diluted  $ (2.35)       (h)  $ (2.00)
Weighted average shares outstanding - basic and diluted   3,487,734       (h)   5,305,916 
 
 
See accompanying notes to unaudited pro forma condensed combined financial statements.
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OpGen, Inc.

Unaudited Pro Forma Condensed Combined Statement of Operations
For the year ended December 31, 2014

  

  
OpGen, Inc.

Historical   
AdvanDx, Inc.

Historical   
Pro Forma

Adjustments   Pro Forma  
             

Revenue                 
Product sales  $ 1,236,349  $ 4,777,866     $ 6,014,215 
Laboratory services   478,909   -       478,909 
Collaborations revenue   2,411,120   -       2,411,120 
Total revenue   4,126,378   4,777,866   -   8,904,244 
                 
Operating expenses                 
Cost of products sold   425,541   1,257,145  $ 238,671(e)   1,921,357 
Cost of services   526,196   -       526,196 
Research and development   4,368,302   3,309,146       7,677,448 
General and administrative   2,312,935   4,490,948       6,803,883 
Sales and marketing   2,058,085   4,423,431       6,481,516 
Total operating expenses   9,691,059   13,480,670   238,671   23,410,400 
                 
Operating loss   (5,564,681)   (8,702,804)   (238,671)   (14,506,156)
                 
Other income (expense)                 
Interest and other income   156   24,688       24,844 
Interest and other expense   (106,945)   (129,444)   197,204(d),(g)  (39,185)
Total other income (expense)   (106,789)   (104,756)   197,204   (14,341)
                 
Net loss   (5,671,470)   (8,807,560)   (41,467)   (14,520,497)
                 
Preferred stock dividends   (627,133)   -       (627,133)
Net loss available to common stockholders  $ (6,298,603)  $ (8,807,560)  $ (41,467)  $ (15,147,630)

                 
Net loss per common share - basic and diluted  $ (16.25)       (h)  $ (6.87)
Weighted average shares outstanding - basic and diluted   387,590       (h)   2,205,772 
 
See accompanying notes to unaudited pro forma condensed combined financial statements.
 

 4



 

  
Notes to Unaudited Pro Form Condensed Combined Financial Statements

 
1. Description of the Merger
 
On July 14, 2015, the Company completed the strategic acquisition (the “Merger”) of AdvanDx, Inc. (“AdvanDx”) pursuant to an Agreement and Plan of Merger (the “Merger Agreement”). Pursuant to the Merger Agreement,
Velox Acquisition Corp. (the “Merger Sub”), a wholly owned subsidiary of the Company formed for the express purpose of enacting the Merger, merged with and into AdvanDx, with AdvanDx surviving as a wholly owned
subsidiary of OpGen, Inc. (the “Company”). Under the terms of the Merger Agreement, the merger consideration consisted of an aggregate 681,818 shares of the Company's common stock (the "Merger Consideration"), which
Merger Consideration was distributed in accordance with the liquidation preferences set forth in the AdvanDx Restated Certificate of Incorporation, as amended.
 
Also on July 14, 2015, the Company entered into a “Common Stock and Note Purchase Agreement (the “Purchase Agreement”) with Merck Global Health Innovations Fund, LLC (“Merck GHI”), pursuant to which Merck GHI
purchased 1,136,364 shares of common stock of the Company for gross proceeds of $5,000,002 (the "Shares"). Pursuant to the Purchase Agreement, the Company also issued to Merck GHI an 8% Senior Secured Promissory
Note (the "Note" and collectively with the Shares, the "Securities") in the principal amount of $1,000,000 with a two-year maturity date from the date of issuance. The Company's obligations under the Note are secured by a lien
on all of the Company's assets.
 
The investment in the Company by Merck GHI (the “Merck GHI Financing”) was conditioned upon the closing of the Merger and the Merck GHI Financing was a condition to the closing of the Merger. Prior to the Merger,
Merck GHI owned 24.75% of AdvanDx’ outstanding capital stock.

 
2. Basis of Presentation
 
The unaudited pro forma condensed combined financial statements have been prepared based on the Company’s and AdvanDx’s historical financial information. Certain disclosures normally included in financial statements
prepared in accordance with generally accepted accounting principles in the United States have been condensed or omitted as permitted by SEC rules and regulations. Certain amounts contained in AdvanDx’s consolidated
financial statements have been reclassified to conform to the Company’s financial statement presentation; these reclassifications had no effect on AdvanDx’s net loss for the six months ended June 30, 2015 or for the year ended
December 31, 2014.
 
The fair value of the Company’s common stock issued directly to AdvanDx’s shareholders as Merger Consideration was calculated using the closing stock price for the Company’s common stock at July 13, 2015. The fair value
of the Securities issued to Merck GHI was determined based on the amount of cash received by the Company from Merck GHI in exchange for the Securities.

 
3. Purchase Method of Accounting
 
The unaudited pro forma condensed combined financial statements reflect accounting for the Merger in accordance with the purchase method of accounting. Under the purchase method, the purchase consideration is allocated
to the assets acquired and the liabilities assumed based on their estimated fair values, with any excess of the purchase consideration over the estimated fair values of the identifiable net assets acquired being recorded as
goodwill.
 
Purchase Consideration
The total fair value of the consideration, consisting of the fair value of the common shares issued directly to AdvanDx shareholders as Merger Consideration on the Acquisition Date, was:
 

  shares   FV  
Fair value of common stock issued to AdvanDx shareholders   681,818  $ 2,584,090 

 
 
Allocation of Purchase Price
The following table demonstrates the allocation of the purchase consideration to the fair value of the assets acquired and liabilities assumed on July 14, 2015, based on their preliminary estimated fair values:
 

 5



 

  

Purchase Consideration:  
Estimated Fair

 Value  
Common stock issued to AdvanDx shareholders  $ 2,584,090 

     
Total Consideration  $ 2,584,090 

     
Tangible Assets Acquired:     

Cash   1,367,211 
Receivables   557,112 
Inventory   1,073,855 
Property and equipment   250,636 
Other assets   359,587 
Net deferred tax assets   - 

     
Identifable Intangible Assets Acquired:     

Customer relationships   944,000 
Developed technology   432,000 
Trademarks and Tradename   421,000 

     
Liabilities Assumed:     

Accounts Payable and Accrued Expenses   3,329,058 
     
Goodwill   507,747 
  $ 2,584,090 

 
Identifiable intangible assets associated with customer relationships and trademarks/tradename will be amortized on a straight-line basis over their estimated useful lives, currently estimated to be seven years for customer life
and developed technology, and 10 years for tradenames and trademarks. Goodwill is considered an indefinite lived asset. The Merger was structured as a taxable merger and therefore the Company received a stepped-up tax
basis in the assets and liabilities acquired; accordingly, the Company did not recognize any deferred tax assets or liabilities associated with the Merger; any tax provision effects of goodwill that is deductible for tax purposes is
not anticipated to be material.
 
The pro forma condensed combined financial statements reflect management’s best estimate of the fair value of the tangible and intangible assets acquired and liabilities assumed based on a preliminary valuation study
performed by an independent third-party valuation firm based on information currently available. As final valuations are performed, increases or decreases in the fair value of assets acquired and liabilities assumed will result in
adjustments, which may be material, to the balance sheet and/or statement of operations.
 
4. Pro Forma Assumptions and Adjustments
 
The following assumptions and adjustments apply to the unaudited pro forma condensed combined financial statements:
 
a) Represents the pro forma payment of the (i) purchase consideration (consisting of the fair value of the common stock issued to AdvanDx shareholders as Merger Consideration) and (ii) the issuance of the common stock

and secured promissory note to Merck GHI, along with cash paid by Merck GHI for the Securities (issuance costs associated with the Merck GHI Financing are not considered material).
 
b) Represents the pro forma impact of the allocation of the purchase consideration to the fair value of the (i) tangible and identifiable intangible assets acquired, (ii) liabilities assumed, and (iii) goodwill. The net tangible

assets (net of liabilities) as of January 1, 2014 and June 30, 2015 were greater than the net tangible assets (net of liabilities) actually acquired on July 14, 2015; the excess was reflected as goodwill for purposes of
presenting the pro forma financial information as of June 30, 2015 and for the year ended December 31, 2014 and the six months ended June 30, 2015.
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c) Represents the pro forma elimination of AdvanDx’s historical convertible notes payable, accrued interest payable on the notes, and associated reduction of interest expense on the notes, which were converted and settled

prior to the Merger.
 

d) Represents the pro forma elimination of AdvanDx’s historical equity accounts as a result of the Merger.
 

e) Represents the pro forma amortization of the acquired identifiable intangible assets related to customer relationships and developed technology over their estimated useful life of seven years, and related to
trademarks/tradename over their estimated useful lives of 10 years.
 

f) Represents the pro forma impact to the balance sheet of accruing approximately $313,856 of Transaction Expenses incurred subsequent to June 30, 2015, and to the statement of operations of eliminating approximately
$683,292 of Transaction Expenses incurred in the first half of 2015 by the Company and AdvanDx.

 
g) Represents pro forma adjustment to accrued interest expense on the note payable issued to Merck GHI.

 
h) Pro forma loss per share, basic and diluted, includes the pro forma impacts of issuance of the purchase consideration and is calculated as follows:
 

  
Six Months Ended

June 30, 2015   
Year Ended

December 31, 2014  
  Basic and Diluted   Basic and Diluted  

Net Income available to common shareholders, as originally reported  $ (8,198,265)  $ (6,298,603)
Pro forma net income available to common shareholders  $ (10,620,122)  $ (15,147,630)
         
Weighted average outstanding shares for the period, as originally reported   3,487,734   387,590 
Pro forma adjustments:         
Common shares issued as consideration   1,818,182   1,818,182 
         
Pro forma weighted average outsanding shares for the period   5,305,916   2,205,772 
         
Earnings per share basic and diluted, as originally reported  $ (2.35)  $ (16.25)
Pro forma earnings per share basic and diluted  $ (2.00)  $ (6.87)
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