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Item 2.01 Completion of Acquisition or Disposition of Assets.
 
On August 1, 2016, Bio-Techne Corporation (the Company) filed a Current Report on Form 8-K reporting the completion of the
acquisition of Advanced Cell Diagnostics (ACD) on August 1, 2016. The acquisition was facilitated through a merger in which ACD
became a wholly-owned subsidiary of the Company.
 
This Form 8-K/A includes ACD’s audited consolidated financial statements as of December 31, 2015 and 2014 and the unaudited financial
statements as of December 31, 2013 (ACD’s fiscal year-end) as required by Item 9.01(a) of Form 8-K, the unaudited consolidated balance
sheet as of June 30 ,2016, the unaudited consolidarted statements of operations for the six-month periods ended June 30, 2015, and 2016
as required by Item 9.01(a), and the unaudited pro forma condensed consolidated financial information related to the ACD acquisition
required by Item 9.01(b) of Form 8-K.

 
Item 9.01 Financial Statements and Exhibits.
 

(a) Financial Statements of Businesses Acquired.
 

The ACD audited consolidated financial statements as of December 31, 2015 and 2014 and the unaudited financial statements
as of December 31, 2013, the unaudited consolidated balance shee as of June 30, 2016 and the unaudited consolidated
statements of operations for the six month period ended June 30,2015 and 2016 are attached as Exhibit 99.2 to this Form 8-K/A.

 
The consent of OUM & Co LLP, ACD’s independent auditor, is attached as Exhibit 23.1 to this Form 8-K/A.

 
(b) Pro Forma Financial Information.

 
The following unaudited pro forma condensed consolidated financial statements related to the Company’s acquisition of ACD
is attached as Exhibit 99.3 to this Form 8-K/A and incorporated by reference into this Form 8-K/A.

 
 (i) Unaudited Pro Forma Condensed Consolidated Statement of Earnings for the year ended June 30, 2016;
 
 (iii) Unaudited Pro Forma Condensed Consolidated Balance Sheet as of June 30, 2016.
 

(c) Exhibits.
3.2* Amendment to Amended and Restated Bylaws, effective as of July 28, 2016
  
10.1* Credit Agreement by and among Bio-Techne Corporation, the Guarantors party thereto, the Lenders party thereto, and BMO

Harris Bank N.A., as Administrative Agent, dated July 28, 2016.
  
23.1 Consent of OUM & Co. LLP, Independent Auditors
  
99.1* Press Release dated August 1, 2016.
  
99.2 ACD audited consolidated financial statements as of December 31, 2015 and 2014 and the unaudited financial statements as

of December 31, 2013, the unaudited consolidated balance sheet as of June 30, 2016 and the unaudited consolidated
statements of operations for the six month periods ended June 30, 2015 and 2016.

  
99.3 Unaudited Pro Forma Condensed Consolidated Financial Statements.

 
* Previously filed.

 
 
 



 
 

SIGNATURE
 
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.
 
Dated: October 14, 2016 BIO-TECHNE CORPORATION
   
 By: /s/ James Hippel
 Name:James Hippel
 Title: Senior Vice President and Chief Financial Officer
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Exhibit 23.1
 

Consent of Independent Auditor
The Board of Directors
Advanced Cell Diagnostics, Inc.
 
We consent to the incorporation by reference, in the Registration Statements on Form S-8 (Nos. 333-37263, 333-88885, 333-49962, 333-
170576, 333-199847 and 333-207710) pertaining to the 1997 Incentive Stock Option Plan, 1998 Nonqualified Stock Option Plan, 2010
Equity Incentive Plan, as amended and restated, and 2014 Employee Stock Purchase Plan of Bio-Techne Corporation, of our report dated
June 20, 2016 on the consolidated balance sheets of Advanced Cell Diagnostics, Inc. as of December 31, 2015 and 2014, and the related
consolidated statements of operations, comprehensive loss, changes in stockholders' equity and cash flows for the years then ended,
included in this Current Report on Form 8-K/A of Bio-Techne Corporation as filed with the Securities and Exchange Commission.
 
/s/ OUM & Co. LLP
 
San Francisco, California
October 13, 2016



Exhibit 99.2
 

Advanced Cell Diagnostics, Inc. 
 

Index to Consolidated Financial Statements
Years Ended December 31, 2014 and 2015
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Independent Auditor’s Report
To the Board of Directors of
Advanced Cell Diagnostics, Inc.
 
We have audited the accompanying consolidated financial statements of Advanced Cell Diagnostics, Inc. and its subsidiaries, which
comprise the consolidated balance sheets as of December 31, 2015 and 2014, and the related consolidated statements of operations,
comprehensive loss, changes in stockholders’ equity, and cash flows for the years then ended, and the related notes to the consolidated
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 consolidated 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 from 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
Advanced Cell Diagnostics, Inc. and its subsidiaries as of December 31, 2015 and 2014, 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.
 
/s/ OUM & Co. LLP
 
San Francisco, California
June 20, 2016
 

 
F-2



 
 

Advanced Cell Diagnostics, Inc. 
 

Consolidated Balance Sheets
(In thousands, except share and per share data)

 
  December 31,   June 30,  
  2014   2015   2016  
          (Unaudited)  
ASSETS             
Current Assets             

Cash and cash equivalents  $ 4,785  $ 11,319  $ 6,487 
Short-term investment   -   2,058   4,089 
Accounts receivable, net   3,105   4,313   6,378 
Inventory   1,837   3,109   3,649 
Prepaid expenses and other current assets   392   911   817 

Total current assets   10,119   21,710   21,420 
Long-term investment   -   6,181   2,608 
Property and equipment, net   1,354   2,122   2,799 
Intangible assets, net   201   167   140 
Restricted Cash   -   550   1,043 
Other assets   241   423   15 

Total assets  $ 11,915  $ 31,153  $ 28,025 
             
LIABILITIES AND STOCKHOLDERS' EQUITY             
Current Liabilities             

Accounts payable  $ 583  $ 1,061  $ 740 
Accrued expenses   1,844   2,393   2,292 
Debt due to related party   127   -   - 
Capital lease obligation, current   99   95   22 
Deferred rent, current   108   117   222 
Deferred revenue, current   6   -   - 

Total current liabilities   2,767   3,666   3,276 
Capital lease obligation, noncurrent   103   8   8 
Deferred rent, noncurrent   200   83   83 
Term loan payable   3,423   3,336   3,362 

Total liablities   6,493   7,093   6,729 
             
Commitments and contingencies (Note 4)             
             
Stockholders' Equity             

Series C Convertible preferred stock, $0.0001 par value - 5,802,902
and 0 shares authorized as of December 31, 2015 and 2014, respectively,
5,775,369 and 0 shares issued and outstanding as of December 31, 2015
and 2014, respectively   -   21,835   21,835 
             

Series B-2 Convertible preferred stock, $0.0001 par value -
2,796,427 shares authorized and 2,736,427 shares issued and
outstanding as of December 31, 2015 and 2014   4,484   4,484   4,484 
             

Series B-1 Convertible preferred stock, $0.0001 par value -
6,308,504 and 9,773,390 shares authorized as of December 31, 2015 and
2014, respectively, 6,308,504 shares issued and outstanding as of
December 31, 2015 and 2014   8,452   8,452   8,452 
             

Series A Convertible preferred stock, $0.0001 par value - 6,005,338
shares authorized, issued and outstanding as of December 31, 2015 and
2014   5,429   5,429   5,429 
             

Common stock, $0.0001 par value - 28,000,000 shares authorized as
of December 31, 2015 and 2014, 6,984,137 and 6,220,894 shares issued
and outstanding as of December 31, 2015 and 2014, respectively   1   1   1 
             

Additional paid-in capital   580   947   1,118 
Accumulated other comprehensive loss   (23)   (113)   (91)
Accumulated deficit   (13,501)   (16,975)   (19,932)

Total stockholders' equity   5,422   24,060   21,296 



Total liabilities and stockholders' equity  $ 11,915  $ 31,153  $ 28,025 
 
 

See accompanying notes to consolidated financial statements.
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Advanced Cell Diagnostics, Inc.
 

Consolidated Statements of Operations
(In thousands, except per share amounts)

 
  Years Ended December 31,   Six Months Ended June 30,  
  2013   2014   2015   2015   2016  
  (Unaudited)           (Unaudited)   (Unaudited)  
Revenues:                     
Product revenue  $ 6,331  $ 10,921  $ 15,627  $ 7,409  $ 10,756 
Service revenue   1,960   2,203   4,363   1,677   2,455 
Grant revenue   1,056   114   469   226   160 
Gross billings for shipping and handling   234   350   447   157   35 

Total revenues   9,581   13,588   20,906   9,469   13,406 
Cost of goods sold   1,426   2,104   2,550   1,372   1,805 
Cost of services   209   512   927   420   748 

Total cost of revenues   1,635   2,616   3,477   1,792   2,553 
Gross profit   7,946   10,972   17,429   7,677   10,853 

Operating expenses:                     
Research and development   3,722   4,335   7,061   3,249   4,215 
Regulatory affairs and quality assurance   419   520   439   199   254 
Clinical Affairs   -   -   -   -   248 
Sales and marketing   4,509   6,168   9,043   3,920   6,168 
General and administrative   1,621   2,500   3,905   1,593   2,832 

Total operating expenses   10,271   13,523   20,448   8,961   13,717 
Loss from operations   (2,325)   (2,551)   (3,019)   (1,284)   (2,864)
Other expense:                     
Interest expense, net   (72)   (29)   (350)   (155)   (42)
Other expense, net   (10)   (16)   (105)   (98)   (51)

Total other expense   (82)   (45)   (455)   (253)   (93)
Net loss  $ (2,407)  $ (2,596)  $ (3,474)  $ (1,537)  $ (2,957)
 
 

See accompanying notes to consolidated financial statements.
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Advanced Cell Diagnostics, Inc.
 

Consolidated Statements of Comprehensive Loss
(In thousands)

 
  Years Ended December 31,   Six Months Ended June 30,  
  2013   2014   2015   2015   2016  
  (Unaudited)           (Unaudited)   (Unaudited)  
Net loss  $ (2,407)  $ (2,596)  $ (3,474)  $ (1,537)  $ (2,957)

Unrealized loss/gain on investment   -   -   (40)   -   3 
Foreign currency translation adjustment   -   (23)   (50)   (202)   19 

Total comprehensive loss  $ (2,407)  $ (2,619)  $ (3,564)  $ (1,739)  $ (2,935)
 
 

See accompanying notes to consolidated financial statements.
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Advanced Cell Diagnostics, Inc.
 

Consolidated Statements of Change in Stockholders’ Equity
(In thousands)

 
                          Accumulated      
  Convertible           Additional       Other   Total  
  Preferred Stock   Common Stock   Paid-In-   Accumulated  Comprehensive  Stockholders' 
(in thousands, except share data)  Shares   Amount   Shares   Par   Capital   Deficit   Loss   Equity  
Balances at December 31, 2013
(unaudited)   15,050,269  $ 18,365   5,183,171  $ 1  $ 220  $ (10,905)  $ -  $ 7,681 
Issuance of common stock upon
exercise of stock options   -   -   994,923   -   194   -   -   194 
Issuance of common stock for
services   -   -   42,800   -   13   -   -   13 
Fair value of warrant issued in
connection with debt   -   -   -   -   77   -   -   77 
Stock-based compensation   -   -   -   -   76   -   -   76 
Net loss   -   -   -   -   -   (2,596)   -   (2,596)
Foreign currency translation
adjustments, net of tax   -   -   -   -   -   -   (23)   (23)
Balances at December 31, 2014   15,050,269  $ 18,365   6,220,894  $ 1  $ 580  $ (13,501)  $ (23)  $ 5,422 
Issuance of common stock upon
exercise of stock options   -   -   753,243   -   142   -   -   142 
Issuance of common stock for
services   -   -   10,000   -   4   -   -   4 
Issuance of Series C preferred
stock, net of issuance costs   5,775,369   21,835   -   -   -   -   -   21,835 
Fair value of warrant issued in
connection with debt   -   -   -   -   84   -   -   84 
Stock-based compensation   -   -   -   -   137   -   -   137 
Net loss   -   -   -   -   -   (3,474)   -   (3,474)
Unrealized loss on short-term
investment   -   -   -   -   -   -   (40)   (40)
Foreign currency translation
adjustments, net of tax   -   -   -   -   -   -   (50)   (50)
Balances at December 31, 2015   20,825,638  $ 40,200   6,984,137  $ 1  $ 947  $ (16,975)  $ (113)  $ 24,060 
Issuance of common stock upon
exercise of stock options   -   -   290,915   -   64   -   -   64 
Stock-based compensation   -   -   -   -   107   -   -   107 
Net loss   -   -   -   -   -   (2,957)   -   (2,957)
Unrealized loss on short-term
investment   -   -   -   -   -   -   3   3 
Foreign currency translation
adjustments, net of tax   -   -   -   -   -   -   19   19 
Balances at June 30, 2016
(unaudited)   20,825,638  $ 40,200   7,275,052  $ 1  $ 1,118  $ (19,931)  $ (91)  $ 21,296 
 
 

See accompanying notes to consolidated financial statements.
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Advanced Cell Diagnostics, Inc.
 

Consolidated Statements of Cash Flows
(In thousands)

  Years Ended December 31,   Six Months Ended June 30,  
  2013   2014   2015   2015   2016  
  (Unaudited)           (Unaudited)   (Unaudited)  
Cash flows from operating activities                     
Net loss  $ (2,407)  $ (2,596)  $ (3,474)  $ (1,537)  $ (2,957)
Adjustments to reconcile net loss to net cash used in

operating activities:                     
Depreciation and amortization   290   397   474   201   330 
Stock-based compensation   73   76   137   50   106 
Noncash interest expense   -   -   70   15   125 

Changes in operating assets and liabilities:                     
Accounts receivable   (1,205)   (731)   (1,208)   (121)   (2,065)
Inventory   (658)   (855)   (1,272)   (489)   (540)
Prepaid expenses and other assets   (9)   (482)   (582)   (505)   194 
Restricted cash   -   -   (550)   (477)   (493)
Accounts payable   171   249   478   (112)   (321)
Accrued expenses   831   296   505   199   (171)
Deferred rent   92   (32)   (108)   (52)   105 
Deferred revenue   (60)   (7)   (6)   (3)   - 

Net cash used in operating activities   (2,882)   (3,685)   (5,536)   (2,831)   (5,687)
                     
Cash flows from investing activities                     
Purchase of property and equipment   (257)   (962)   (1,183)   (37)   (954)
Purchase of investment securities   -   -   (8,279)   -   1,545 
Deposit on property and equipment   -   (56)   (148)   (282)   278 
Purchase of licenses   (19)   (58)   (25)   (25)   (25)
Net cash used in investing activities   (276)   (1,076)   (9,635)   (344)   844 
                     
Cash flows from financing activities                     
Proceeds from issuance of common stock   1   194   146   93   65 
Proceeds from preferred stock issuance   4,500   -   21,835   22,025   - 
Capital lease payment   (306)   (193)   (99)   (53)   (73)
Proceeds from (payment for) debt issued to related
party   -   127   (127)   (127)   - 
Proceeds from debt   -   3,500   -   -   - 
Net cash provided by financing activities   4,195   3,628   21,755   21,938   (8)
                     
Effect of exchange rate changes  on cash and cash
equivalents   -   (23)   (50)   (202)   19 
Net increase (decrease) in cash and cash equivalents   1,037   (1,156)   6,534   18,561   (4,832)
                     
Cash and cash equivalents                     
Beginning of year   4,904   5,941   4,785   4,785   11,319 
End of year  $ 5,941  $ 4,785  $ 11,319  $ 23,346  $ 6,487 
 
 

See accompanying notes to consolidated financial statements. 
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Advanced Cell Diagnostics, Inc.
 

Notes to Consolidated Financial Statements
(As of December 31, 2013 (unaudited), December 31, 2014 and 2015, June 30, 2016 (unaudited) and for the six

month periods ended June 30, 2015 and 2016 (unaudited))
 
 

1. Organization
 

Advanced Cell Diagnostics, Inc. (the “Company”) was incorporated in the state of California on March 21, 2006 and was merged
into a same-named Delaware corporation on April 25, 2008. Headquartered in Hayward, California, the Company is a leader in the
emerging field of molecular pathology, developing cell- and tissue-based diagnostic tests for personalized medicine. The Company’s
products and services are based on its proprietary RNAscope® technology, the first multiplex fluorescent and chromogenic in situ
hybridization platform capable of detecting and quantifying RNA biomarkers in situ at single molecule sensitivity.

 
The Company has relied principally on preferred stock and debt financing to fund its operating activities to date and, at December 31,
2015, the Company had an accumulated deficit of $17.0 million. During the years ended December 31, 2015 and 2014, the Company
incurred a net loss of approximately $3.5 million and $2.6 million, respectively, and had negative cash flows from operations of $5.5
million and $3.7 million, respectively. The Company may incur additional operating losses and negative cash flows in the future.
Failure to generate sufficient revenue, reduce spending or raise additional capital could adversely affect the Company’s ability to
achieve its intended business objectives.

 
On September 30, 2014, the Company established Advanced Cell Diagnostics srl, a wholly-owned subsidiary in Milan, Italy, which
sells the Company’s products and services and provides technical support to customers in the European and Middle Eastern and
African markets. On November 2, 2014, the Company also established Advanced Cell Diagnostics (Beijing) Co., Ltd (“ACD
China”), a wholly-owned subsidiary that sells the Company’s products and services and provides technical support to customers in
the Greater China market. In addition, ACD China also performs certain research and development projects.

 
2. Summary of Significant Accounting Policies
 

Basis of Presentation
 

The accompanying consolidated financial statements have been prepared in accordance with accounting principles generally
accepted in the United States and include the accounts of the Company and its wholly-owned subsidiaries. All significant
intercompany accounts and transactions have been eliminated in consolidation.

 
Use of Estimates
The preparation of financial statements in conformity with accounting principles generally accepted in the United States of America
requires management to make estimates and assumptions that affect the reported amounts of assets and liabilities as of the date of the
financial statements and the reported amounts of income and expenses during the reporting period. Such estimates include, but are
not limited to, the valuation of deferred tax assets, stock-based compensation expense, useful lives assigned to long-lived assets and
intangible assets, the valuation of preferred stock, the valuation of warrants, and the fair value of the Company’s inventory. Actual
results could differ from those estimates.
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Foreign Currency
Assets and liabilities of non-U.S. subsidiaries that use the local currency as their functional currency are translated to U.S. dollars at
exchange rates in effect at the balance sheet date with the resulting translation adjustments directly recorded to a separate component
of accumulated other comprehensive loss within stockholders' equity. Income and expense accounts are translated at average
exchange rates during the year. The Company recognized $97,000 and $2,000, respectively, in foreign currency transaction losses in
other expense, net, for the years ended December 31, 2015 and 2014.
 
Reclassifications
Certain comparative amounts have been reclassified to conform to the current year presentation. These reclassifications had no effect
on net loss or cash flow.
 
Cash, Cash Equivalents and Investments
Cash and cash equivalents consist of cash and highly liquid investments with original maturities of three months or less from the
purchase date.
 
Short-term investments consist of securities with maturities from the purchase date of greater than three months but within a year.
Long-term investments consist of securities with maturities from purchase date of greater than or equal to a year. We have classified
both our short-term and long-term investments as available-for-sale securities in the accompanying consolidated financial statements.
Available-for-sale securities are stated at fair market value, with unrealized gains and losses reported in other comprehensive loss and
realized gains and losses included in interest income. The cost of securities sold is based on the specific-identification method.
Interest and dividends on securities classified as available-for-sale are included in interest income.
 
The following is a summary of our available-for sale securities (in thousands):

 

December 31, 2015  Amortized Cost   
Gross Unrealized

Gains   

Gross
Unrealized

Losses   
Estimated
Fair Value  

Short-term investments                 
United States corporate debt securities  $ 1,562  $ -  $ (3)  $ 1,559 
Foreign corporate debt securities   499   -       499 
   2,061   -   (3)   2,058 
Long-term investments                 
United States corporate debt securities   6,218   -   (37)   6,181 

Total  $ 8,279  $ -  $ (40)  $ 8,239 
 

 
The amortized cost of investments is adjusted for amortization of premiums and accretion of discounts to maturity. The Company
regularly monitors and evaluates the realizable value of our marketable securities. No impairment loss was recognized in the year
ended December 31, 2015.
 
Concentration of Credit Risk
Cash and cash equivalents are maintained at financial institutions and, at times, balances may exceed federally insured limits. We
have never experienced losses related to these balances and management believes that the Company is not exposed to significant
risks on such accounts. Interest-bearing amounts on deposits in excess of federally insured limits at December 31, 2015
approximated $10.2 million.
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Trade accounts receivable are recorded at the invoiced amount and do not bear interest. One customer comprised 11% and 14% of
accounts receivable of the Company as of December 31, 2015 and 2014, respectively. No customer contributed more than 10% of
the Company's total revenue in the years ended December 31, 2015 and 2014. The Company has recorded an allowance for doubtful
accounts in the amount of $0 and $5,000 as of December 31, 2015 and 2014, respectively.

 
Inventory
Inventory is stated at the lower of cost or market. Inventory consisted of the following:

 
  December 31,  
(in thousands)  2014   2015  
         
Raw Materials  $ 1,078  $ 1,653 
Work-in-process   147   313 
Finished goods   612   1,143 
Total Inventory  $ 1,837  $ 3,109 

 
 

The Company regularly monitors inventory quantities on hand and records write−downs for excess and obsolete inventories.
 

Property and Equipment
Property and equipment are stated at cost, less accumulated depreciation and amortization. Depreciation is calculated using the
straight-line method over the estimated useful lives of the respective assets. The estimated useful lives of the Company’s assets are
as follows:

 
Lab equipment 5 years
Leased lab equipment 3-5 years
Furniture and fixture 2 years
Software 3 years
Leasehold improvements Shorter of useful life or expected life of the lease

 
Property and equipment consisted of the following:
 

  December 31,  
(in thousands)  2014   2015  
         
Lab equipment  $ 1,253  $ 2,405 
Leased assets   807   807 
Furniture and fixture   12   12 
Software   4   35 
Leasehold improvement   2   2 

Property and equipment, gross   2,078   3,261 
Less: Accumulated depreciation and amortization   (724)  (1,139)

Property and equipment, net  $ 1,354  $ 2,122 
 
Repairs and maintenance that do not extend the life or improve the asset are expensed when incurred.

 
The Company reviews property and equipment for impairment whenever events or changes in circumstances indicate that the
carrying amount of the assets may not be recoverable. An impairment loss is recognized when the total of estimated undiscounted
future cash flows expected to result from the use of the asset and its eventual disposition is less than its carrying amount.
Impairment, if any, would be assessed using discounted cash flows or other appropriate measures of fair value. Through
December 31, 2015, there have been no such impairments.
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Depreciation and amortization expenses on property and equipment were approximately $415,000 and $345,000 for the years ended
December 31, 2015 and 2014, respectively.

 
Intangible Assets
The Company purchased the rights to use certain licenses from third parties to develop and commercialize products in the clinical
diagnostics field. The intangible assets are reviewed for impairment whenever facts or circumstances indicate that the carrying value
of the assets may not be recoverable. To date, the Company has not recognized any impairment losses as there were no indicators of
impairment.
 
The carrying values of intangible assets consisted of:

 
  December 31,  
(in thousands)  2014   2015  
         
Gross costs of intangible assets  $ 477  $ 502 
Accumulated amortization   (276)  (335)
Net carrying value of intangible assets  $ 201  $ 167 
         
Weighted average useful life (year)   9.1   9.2 

 
 

During the years ended December 31, 2015 and 2014, the Company recorded amortization expense totaling $59,000 and $52,000,
respectively. The following table shows the total estimated future amortization expense of intangible assets:

 
Year ended December 31  (in thousands)  

2016  $ 53 
2017   53 
2018   33 
2019   11 
2020   8 

Thereafter   9 
  $ 167 

 
Preferred Stock Warrants
Pursuant to the provisions of authoritative accounting guidance, warrants issued in connection with equity financings are generally
recorded as a component of equity in the consolidated balance sheets, unless there is a deemed possibility that the Company may
have to settle such warrants in cash.

 
Revenue Recognition
The Company derives its revenues primarily from (1) reagent product sales; (2) research services; and (3) license and support of
software. The Company also receives grant revenue from two grants it obtained from the National Institute of Health for its research
on cancer detection.

 
Revenue is recognized when all of the following criteria have been met:

 

 ● Persuasive evidence of an arrangement exists. The Company generally relies upon sales agreements and customer
purchase orders as evidence of an arrangement.

 ● Delivery has occurred. The Company uses the shipping terms of the arrangement or evidence of customer acceptance
to verify delivery or performance.

 
● Sales price is fixed or determinable. The Company assesses whether the sales price is fixed or determinable based on

the payment terms and whether the sales price is subject to refund or adjustment. Payment terms to customers can
range from net 30 to net 120 days.

 ● Collectability is reasonably assured. The Company assesses collectability based primarily on the creditworthiness of
customers and their payment histories.
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The Company recognizes revenue from product sales upon the shipment of its reagent kits and other products. Shipping charges
billed to customers are included in revenue and the related shipping costs are included in sales and marketing expenses.

 
Grant revenue equals actual expenses incurred by the Company and its subcontractors on research projects under grants.

 
The Company recognizes revenue from research service projects over the period the services are provided. Typically the revenue is
recognized ratably for the samples analyzed or the phases of projects completed as specified in the arrangement with customers.

 
The Company also provides the license and support of an image analytical tool it co-developed with a third-party partner. License
and support fees for the software are deferred and being recognized ratably over the post-contract support period. The Company does
not have significant revenue from the license and support of software and does not carry a deferred revenue balance as of December
31, 2015.

 
Shipping and Handling Costs
The Company records shipping and handling costs related to product sales as sales and marketing expenses. During the years ended
December 31, 2015 and 2014, the Company incurred total shipping and handling costs of $311,000 and $326,000, respectively.

 
Research and Development
The Company’s research and development costs are expensed as incurred. These costs include salaries and other personnel-related
expenses, contractor fees, facility costs, supplies, and depreciation of equipment associated with the design and development of new
products prior to the establishment of their technological feasibility.

 
Advertising
The Company places advertisements in multiple scientific periodicals and websites. Advertising costs are expensed in the period
incurred. Total advertising expense for the years ended December 31, 2015 and 2014 was $248,000 and $278,000, respectively.
 
Income Taxes
The Company evaluates its tax positions and estimates its current tax exposure and temporary differences resulting from differing
treatment of items not currently deductible for tax purposes. These differences result in deferred tax assets and liabilities on the
Company’s consolidated balance sheets, which are estimated based upon the difference between the financial reporting and tax bases
of assets and liabilities using the enacted tax rates that will be in effect when these differences reverse. In general, deferred tax assets
represent future tax benefits to be received when certain expenses previously recognized in the Company’s consolidated statements
of operations become deductible expenses under applicable income tax laws or loss or credit carryforwards are utilized. Accordingly,
realization of the Company’s deferred tax assets is dependent on future taxable income against which these deductions, losses and
credits can be utilized.

 
 

F-12



 
 

The Company must assess the likelihood that its deferred tax assets will be recovered from future taxable income and, to the extent
the Company believes that recovery is not more likely than not, the Company must establish a valuation allowance. Management
judgment is required in determining the Company’s provision for income taxes, the Company’s deferred tax assets and liabilities and
any valuation allowance recorded against the Company’s net deferred tax assets. The Company recorded a full valuation allowance
at the consolidated balance sheet dates presented because, based on the available evidence, the Company believes it is more likely
than not that it will not be able to utilize all of its deferred tax assets in the future. The Company intends to maintain the full
valuation allowances until sufficient evidence exists to support the reversal of the valuation allowances.

 
The Company classifies interest and penalties related to uncertain tax positions in income tax expense, if applicable. There was no
interest expense or penalty related to unrecognized tax benefits recorded through December 31, 2015.
 
Stock-Based Compensation
The Company recognizes compensation expense calculated in accordance with the provisions of ASC 718, Compensation – Stock
Compensation (“ASC 718”) for all stock-based payments. Under the provisions of ASC 718, employee stock-based compensation
cost is estimated at the grant date based on the award’s fair value and is recognized as expense, net of estimated forfeitures, using the
straight line method over the requisite service period. The Company calculates the awards’ fair value under ASC 718 based on the
Black-Scholes option-pricing model. The Black-Scholes option pricing model requires use of various assumptions, including an
option’s expected term and expected stock price volatility. The Company determines the expected term as the average of the options’
contractual term and the options’ vesting period. The Company estimates the options’ volatility using volatilities of public
companies in a comparable industry, stage of life cycle, and size.

 
Stock-based compensation expense is recorded based on awards that are ultimately expected to vest, and such expense has been
reduced for estimated forfeitures. When estimating forfeitures, the Company considers voluntary termination behaviors as well as
trends of the actual option forfeitures.

 
Options and other equity awards granted to nonemployees are accounted for in accordance with ASC 718 and ASC 505, Equity, at
estimated fair value using the Black-Scholes option pricing model and are subject to periodic re-measurement over the period during
which services are rendered.

 
Comprehensive Loss
ASC 220, Comprehensive Income, requires that an entity’s change in equity or net assets during a period from transactions and other
events from non-owner sources be reported. The comprehensive loss for the years ended December 31, 2015 and 2014 was $3.5
million and $2.6 million, respectively. The Company recorded $50,000 and $23,000 in foreign currency translation adjustments in
the years ended December 31, 2015 and 2014, respectively. The Company also recorded $40,000 and $0 as unrealized loss from
short-term investments for the years ended December 31, 2015 and 2014, respectively. There were no other changes in equity that
were excluded from the Company's net loss for the years presented.

 
Recent Accounting Pronouncements

 
In November 2015, the Financial Accounting Standards Board (“FASB”) issued Accounting Standard Update (“ASU”) No. 2015-
17, Income Taxes – Balance Sheet Classification of Deferred Taxes  (“ASU 2015-17”). ASU 2015-17 simplifies the classification of
deferred tax assets and liabilities. ASU 2015-17 requires that all deferred tax assets and liabilities, along with any related valuation
allowance, be classified as noncurrent on the balance sheet. ASU 2015-17 is effective for interim and annual periods beginning after
December 15, 2016 and allows for early adoption using a full retrospective method or a prospective method. We plan to adopt the
provisions of ASU 2015-17 in 2017. We do not expect the adoption of ASU 2015-17 to have a material impact on our results of
operations or financial condition.

 
In January 2015, FASB issued ASU No. 2015-01, Income Statement – Extraordinary and Unusual Items (Subtopic 225-20) (“ASU
2015-01”). ASU 2015-01 eliminates the concept of extraordinary items from GAAP. FASB concluded that ASU 2015-01 will not
result in a loss of information because although ASU 2015-01 will eliminate the requirements in Subtopic 225-20 for reporting
entities to consider whether an underlying event or transaction is extraordinary, the presentation and disclosure guidance for items
that are unusual in nature or occur infrequently will be retained and will be expanded to include items that are both unusual in nature
and infrequently occurring. The amendments in ASU 2015-01 are effective for fiscal years, and interim periods within those fiscal
years, beginning after December 15, 2015. A reporting entity may apply the amendments prospectively. A reporting entity also may
apply the amendments retrospectively to all prior periods presented in the financial statements. We adopted the provisions of ASU
2015-01 in the first quarter of 2015, which did not have a material impact on our results of operations or financial condition.
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In August 2014, FASB issued ASU No. 2014-15, Presentation of Financial Statements – Going Concern (Subtopic 205-40) (“ASU
2014-15”). ASU 2014-15 requires management to assess an entity’s ability to continue as a going concern by incorporating and
expanding upon certain principles that are currently in U.S. auditing standards. Specifically, the amendments (1) provide a definition
of the term substantial doubt, (2) require an evaluation every reporting period, including interim periods, (3) provide principles for
considering the mitigating effect of management’s plans, (4) require certain disclosures when substantial doubt is alleviated as a
result of consideration of management’s plans, (5) require an express statement and other disclosures when substantial doubt is not
alleviated, and (6) require an assessment for a period of one year after the date that the financial statements are issued (or available to
be issued). The amendments in ASU 2014-15 are effective for the annual period ending after December 15, 2016, and for annual
periods and interim periods thereafter. Early adoption is permitted. We plan to adopt the provisions of ASU 2014-15 in 2016. We do
not expect the adoption of this ASU to have a material impact on our results of operations or financial condition.

 
In June 2014, FASB issued ASU No. 2014-12, Compensation – Stock Compensation (Topic 718) (“ASU 2014-12”). ASU 2014-12
requires that a performance target that affects vesting and that could be achieved after the requisite service period be treated as a
performance condition. ASU 2014-12 is effective for annual periods and interim periods within those annual periods beginning after
December 15, 2015. Earlier adoption is permitted. The amendments in ASU 2014-12 may either be applied (a) prospectively to all
awards granted or modified after the effective date or (b) retrospectively to all awards with performance targets that are outstanding
as of the beginning of the earlier annual period presented in the financial statements and to all new or modified awards thereafter. We
plan to adopt the provisions of ASU 2014-12 in the first quarter of 2016. We do not expect the adoption of this ASU to have a
material impact on our results of operations or financial condition.

 
In May 2014, the FASB issued Accounting Standards Update No. 2014-09, Revenue from Contracts with Customers (“ASU 2014-
09”). The standard provides companies with a single model for use in accounting for revenue arising from contracts with customers
and supersedes current revenue recognition guidance, including industry-specific revenue guidance. The core principle of the model
is to recognize revenue when control of the goods or services transfers to the customer, as opposed to recognizing revenue when the
risks and rewards transfer to the customer under the existing revenue guidance. ASU 2014-09 is effective for annual reporting
periods beginning after December 15, 2018, and interim periods beginning after December 15, 2019. Early adoption is permitted, but
no earlier than the annual period beginning after December 15, 2016. The guidance permits companies to either apply the
requirements retrospectively to all prior periods presented, or apply the requirements in the year of adoption, through a cumulative
adjustment. The Company is in the process of evaluating the impact of adoption on its consolidated financial statements.
 

3. Fair Value Measurements
 

Fair value is defined as the exchange price that would be received for an asset or paid to transfer a liability (an exit price) in the
principal or most advantageous market for the asset or liability in an orderly transaction between market participants on the
measurement date. Valuation techniques used to measure fair value must maximize the use of observable inputs and minimize the use
of unobservable inputs. The Company follows a three-level valuation hierarchy for disclosure of fair value measurements as follows:

 
 Level 1 Quoted prices in active markets for identical assets or liabilities;
 
 Level 2 Quoted prices for similar assets and liabilities in active markets or inputs that are observable;
 
 Level 3 Inputs that are unobservable (for example, cash flow modeling inputs based on assumptions).
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The following table represents the Company’s financial assets and liabilities according to the fair value hierarchy, measured at fair
value on a recurring basis as of December 31, 2015:

 
(in thousands)  Level 1   Level 2   Level 3   Total  
Assets                 
Money market mutual funds  $ 8,679  $ -  $ -  $ 8,679 
United States corporate debt securities – short-term   1,559   -   -   1,559 
Foreign corporate debt securities – short term   499   -   -   499 
United States corporate debt securities – long-term   6,181   -   -   6,181 
  $ 16,918  $ -  $ -  $ 16,918 

 
The Company had no financial assets and liabilities measured at fair value on a recurring basis as of December 31, 2014.

 
4. Commitments and Contingencies
 

Leases
The Company entered into a 6-year operating lease for its office facility in California that will expire in August 2017. The Company
also enters into capital leases to finance lab equipment. The capital leases are collateralized by the financed assets. Aggregate
noncancelable future minimum lease payments under operating and capital leases are as follows:

 
(in thousands)  Operating Leases   Capital Leases  
Year Ending December 31,         
2016  $ 406  $ 98 
2017   275   8 
Total   681   106 
Less-Amount representing interest   -   3 
Total lease obligations   681   103 
Less-Current portion   (406)  (95)
Lease obligations-noncurrent  $ 275  $ 8 

 
Included in the capital leases above was a sale-leaseback arrangement under which the Company sold and leased back all its fixed
assets in January 2012 at a net book value of $500,000.

 
Rental expense for the operating leases was $424,000 and $291,000 for the years ended December 31, 2015 and 2014, respectively.
Amortization of assets under capital leases is included in depreciation expense and was $78,000 and $231,000 for the years ended
December 31, 2015 and 2014, respectively. Total interest expense for the capital leases was $101,000 and $29,000 for the years
ended December 31, 2015 and 2014, respectively.

 
On February 12, 2015, the Company entered into an agreement with BMR-Pacific Research Center LP to lease a new facility located
at Newark, California ("Lease"). The Company will use this 35,000 square foot facility for research and development,
manufacturing, sales and marketing and general administrative purposes. In connection with the Lease, the Company delivered a
letter of credit in the amount of $400,000 from SVB as security deposit to the landlord. The letter of credit will expire on February
18, 2016 and will be renewable upon request. The annual commitment fee for the letter of credit is 2% of the face value. The lease
hasn’t commenced yet as of December 31, 2015.

 
Minimum Royalty Payments
The Company enters into various agreements that require the Company to make minimum royalty payments.
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On May 22, 2012, the Company entered into a Development and Software License Agreement for the purpose of developing and
commercializing a licensed product using software that the supplier owns or has rights to and certain intellectual property rights
related to the software.  The Company will be required to pay a royalty of 42.5% of the list price for each licensed product sold.
 Pursuant to the terms of the agreement the Company will be required to make a minimum annual royalty payment of $550,000 to be
paid on or before June 27, 2016 with $100,000 due and payable on or before July 27, 2013, $100,000 due and payable on or before
December 27, 2013 and an additional $175,000 due and payable on or before June 27, 2015.
 
On January 1, 2013, the Company entered into a License and Supply Agreement for the purpose of obtaining access to certain
materials and a license to use such materials for the manufacture of products to use in research.  The Company will pay the vendor a
royalty on future net sales of the Company’s products.  In addition, the Company will be required to make annual minimum royalty
payments on net sales of the Company’s products.  A minimum royalty payment of $5,000 was required to be paid in 2014.  The
minimum royalty payment required to be made by the Company beginning in 2015 is $7,000 per year and for each year that the
agreement remains in effect.
 
Customer Indemnification
From time to time, the Company agrees to indemnify its customers against certain third party liabilities, including liability if the
Company’s products infringe a third party’s intellectual property rights. The indemnification is typically limited to no more than the
amount paid by the customer. As of December 31, 2015, the Company is not aware of any matters that would have a material
adverse effect on the Company’s consolidated financial position, results of operations, or cash flows.

 
5. Debt Obligations and Preferred Stock Warrants
 

The Company entered into a loan and security agreement ("Loan Agreement") with Silicon Valley Bank ("SVB") on September 15,
2014. Pursuant to the Loan Agreement, the Company borrowed $3.5 million on December 26, 2014 ("Term Loan"). The Term Loan
is "interest only" for twelve months following the funding date and shall be payable in 30 consecutive equal monthly installments of
principal and interest, beginning on the last day of the thirteenth month following the funding date of the Term Loan. The principal
amount outstanding with respect to the Term Loan accrues interest at a fixed rate per annum of 5% ("Interest Rate"). Immediately
upon the occurrence and during the continuance of an event of default, a default rate of 5% above the Interest Rate will be applied.
The Company pledged all its assets other than intellectual property as collateral for the Term Loan. Additionally the Company may
borrow up to 80% of its eligible accounts receivable, or $1.5 million, whichever is less, under a revolving line of credit ("Revolving
Line") from September 15, 2014 to September 15, 2016. The Revolving Line bears a floating annual interest rate equal to 1.00%
above the Prime Rate.

 
In conjunction with the Loan Agreement, the Company also issued a warrant to purchase 60,000 shares of Series B-2 convertible
preferred stock at an exercise price of $1.6445 per share. The fair value of the Series B-2 preferred stock warrants was recorded and
classified as additional paid in capital included in equity in the accompanying consolidated balance sheets with a corresponding
discount recorded against the outstanding Term Loan balance at the inception of the agreement. This discount is being amortized to
interest expense using the effective interest method over the term of the Term Loan. The effective interest rate on the loan is
approximately 8.5%.

 
In July 2015, the Company entered into a first amendment of the Loan Agreement (“First Amendment”) to increase the available
funds to $7 million for the Term Loan (“New Term Loan”) and $3 million for the Revolving Line (“New Revolving Line”), and
extend the interest only period to July 2016 at an annual interest rate of 4.75%. The New Term Loan will amortize over a period of
36 months after the interest only period. The Company used the first tranche of the New Term Loan to repay the original Term Loan
in full. The Company met certain milestones, which extended the interest only period to January 2017. If the Company meets certain
other milestones, it will be entitled to draw down the second tranche of the New Term Loan in the amount of $3.5 million between
January 1, 2016 and December 31, 2016. If the Company draws down the second tranche of the New Term Loan, the interest only
period will further extend to July 2017. The maturity date of the New Revolving Line will be the same as the New Term Loan. As of
December 31, 2015 and 2014, the annual interest rate on the Revolving Line was 4.50% and 4.25%, respectively. The New Term
Loan also requires the Company to make a final payment in the amount of 6% of the New Term Loan. The Company is also required
to pay a nonrefundable commitment fee of $52,500 payable in installments. There are no financial covenants under the Loan
Agreement. As of December 31, 2015 and 2014, the principal balance under the Term Loan was $3.5 million. The Company had an
accrued interest expense of $0 and $3,000 for the Term Loan for the years ended December 31, 2015 and 2014, respectively. As of
December 31, 2015, the Company has never drawn any amounts under the Revolving Line.
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Future principal payments on the New Term Loan as of December 31, 2015 are as follows (in thousands):
 

2017  $ 1,236 
2018   1,410 
2019   854 
  $ 3,500 
 
In conjunction with the First Amendment, the Company issued a warrant to purchase 27,533 shares of Series C convertible preferred
stock at an exercise price of $3.813608 per share. The fair value of the Series C preferred stock warrants was recorded and classified
as additional paid-in capital in the Company’s equity in additional paid in capital in the accompanying consolidated balance sheets
with a corresponding discount recorded against the balance of the New Term Loan at the inception of the First Amendment. The
note discounts, including the $58,134 remaining unamortized discount recorded under the Term Loan prior to the modification, will
be amortized to interest expense using the effective interest method over the term of the New Term Loan. The effective interest rate
on the New Term Loan is approximately 7.3%.

 
The Company determined the fair value of the warrants using the Black-Scholes option pricing model with the following
assumptions:

 

  
September 15,

2014   July 23, 2015  
Preferred stock warrant fair value per share  $ 1.304  $ 3.026 
Risk-free interest rate   2.5%  2.3%
Expected volatility   75%  76%
Expected term (years)   10   10 
Expected dividend rate   0%  0%
 

 
6. Related-Party Transactions
 

On August 20, 2014 and November 3, 2014, respectively, ACD China borrowed 200,000 and 500,000 Chinese Yuan from an
affiliated company under the control of a common venture investor in Beijing, China, to pay for the operating expenses of ACD
China while its bank account was being established. The loans were repaid at the beginning of 2015. As of December 31, 2015 and
2014, the total outstanding loan balance was $0 and $127,000, respectively. This related party also provides facility, equipment,
utilities, accounting and human resources support to ACD China. As of December 31, 2015 and 2014, the Company has accrued
approximately $0 and $10,000, respectively, in total fees for services performed by the related party. Due to certain banking
regulations in China, this related party holds possession of the cash balance of ACD China amounting to $0 and $39,000 as of
December 31, 2015 and 2014, respectively.
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7. Stockholders’ Equity
 

Convertible Preferred Stock
As of December 31, 2015, the Company authorized the issuance of 20,913,171 shares of convertible preferred stock, of which
6,005,338 shares are designated as Series A convertible preferred stock, 6,308,504 shares are designated as Series B-1 convertible
preferred stock, 2,796,427 shares are designated as Series B-2 convertible preferred stock (collectively “Series B convertible
preferred stock”) and 5,802,902 shares are designated as Series C convertible preferred stock. The par value of preferred stock is
$0.0001.

 
The following are the relative rights, preferences, and restrictions relating to convertible preferred stock, as defined in the Company’s
Amended and Restated Articles of Incorporation:

 
Voting
The holders of preferred stock and common stock are entitled to the number of votes equal to the number of shares of
common stock held by each holder, on an as-converted basis.

 
Dividends
The holders of shares of Series A convertible preferred stock are entitled to receive dividends at the rate of $0.0719 per
annum per share on each outstanding share of Series A convertible preferred stock (as adjusted for any stock splits, stock
dividends, combinations, subdivisions, recapitalizations or the like). The holders of shares of Series B-1 convertible preferred
stock are entitled to receive dividends at the rate of $0.1096 per annum per share on each outstanding share of Series B-1
convertible preferred stock (as adjusted for any stock splits, stock dividends, combinations, subdivisions, recapitalizations or
the like). The holders of shares of Series B-2 convertible preferred stock are entitled to receive dividends at the rate of
$0.1316 per annum per share on each outstanding share of Series B-2 convertible preferred stock (as adjusted for any stock
splits, stock dividends, combinations, subdivisions, recapitalizations or the like). The holders of shares of Series C convertible
preferred stock are entitled to receive dividends at the rate of $0.305 per annum per share on each outstanding share of Series
C convertible preferred stock (as adjusted for any stock splits, stock dividends, combinations, subdivisions, recapitalizations
or the like). Dividends are payable in preference and priority to any payment of any dividend on common stock of the
Company. Such dividends are payable only when and if declared by the Board of Directors, but only out of funds that are
legally available, and are noncumulative. No dividends have been declared through December 31, 2015.
 
Liquidation Preference
In the event of any liquidation, sale, dissolution, or winding up of the Company, whether voluntary or involuntary:

 
The holders of Series C and Series B convertible preferred stock are entitled to receive, prior and in preference to any
distribution of the assets of the Company to the holders of other Series A convertible preferred stock and common stock, an
amount equal to $3.813608, $1.6445 and $1.3704 per share, plus any declared but unpaid dividends with respect to such
shares, for Series C, Series B-2 and Series B-1 convertible preferred stock, respectively. If, upon the occurrence of such event,
the proceeds thus distributed among the holders of Series C and Series B convertible preferred stock shall be insufficient to
permit the payment to such holders of the full aforesaid preferential amounts, then the entire proceeds legally available for
distribution shall be distributed ratably among the holders of Series C and B convertible preferred stockholders.

 
The holders of Series A convertible preferred stock are entitled to receive, prior and in preference to any distribution of the
assets of the Company to the holders of the common stock an amount equal to $0.8992 per share, plus any declared but
unpaid dividends with respect to such shares.

 
After payment has been made to the holders of preferred stock of the full amounts to which they are entitled, the holders of
convertible preferred stock and common stock shall be entitled to receive the remaining assets of the Company pro rata based
on the number of shares of common stock held by each holder, on an as-converted basis.
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Conversion
Each share of preferred stock is convertible, at the option of the holder, into such number of fully paid and nonassessable
shares of common stock on a one-to-one basis.

 
Common Stock
As of December 31, 2015, the Company has authorized the issuance of 36,000,000 shares of common stock. The par value of
common stock is $0.0001.

 
Common Shares Reserved for Future Issuance
At December 31, 2015, the Company had reserved shares of common stock for future issuances as follows:

 
Issuance upon exercise of outstanding stock options   3,291,254 
Issuance of future grants under stock option plans   836,227 
Preferred stock warrant issued and outstanding   87,533 
Convertible preferred stock issued and outstanding   20,825,638 

Total   25,040,652 
 
Stock Incentive Plan
The Company initially reserved 1,250,000 shares of common stock under the 2008 Stock Plan (the “Plan”) for the grant of incentive
and nonqualified stock options. In June 2011, October 2012, November 2013, March 2014 and June 2015, the Board of Directors of
the Company authorized an increase to additional shares reserved under the Plan by 800,000, 1,174,463, 482,899, 1,242,369 and
1,161,887 shares, respectively. The Plan provides for options to be granted to employees and consultants at an exercise price not less
than 100% of the fair value at the grant date as determined by the Board of Directors, unless the optionee is a 10% stockholder, in
which case the option price will not be less than 110% of such fair market value. Options granted generally have a maximum term of
10 years from grant date, are exercisable upon vesting unless otherwise designated for early exercise by the Board of Directors at the
time of grant, and generally vest over a four-year period, with a 25% cliff vesting after one year and then ratably on a monthly basis
for the remaining three years. As of December 31, 2015, the number of options outstanding and exercisable and vested was as
follows:

 
        Outstanding   Exercisable  

Range of
exercise
Prices   Shares   

Weighted
Average

Remaining
Contractual

Life   

Weighted
Average
Exercise

Price   
Vested
Shares   

Weighted
Average
Exercise

Price   

Weighted
Average

Remaining
Contractual

Life  
$ 0.01  $ 0.22   839,356   5.7  $ 0.16   662,671  $ 0.14   5.3 
$ 0.23  $ 0.26   168,750   7.3  $ 0.23   87,500  $ 0.23   7.3 
$ 0.27  $ 0.30   907,366   8.5  $ 0.30   281,732  $ 0.30   8.5 
$ 0.31  $ 0.47   569,782   7.9  $ 0.32   89,144  $ 0.32   6.9 
$ 0.48  $ 0.656   806,031   9.3  $ 0.60   36,309  $ 0.60   9.2 
         3,291,285   7.8  $ 0.34   1,157,356  $ 0.22   6.5 
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The following table summarizes stock option activity and related information:
 

     Outstanding  

  Shares Available   Shares   
Exercise

Price/Share   

Weighted
Average

Exercise Price  
                 
Balance at 12/31/2013   730,211   2,793,980  $0.01-$0.23  $ 0.18
Additional Shares Authorized   1,242,369             
Restricted shares issued   (42,800)            
Granted - Original   (1,334,719)  1,334,719   $0.30-$0.33   $ 0.30 
Exercised       (994,923)  $0.01-$0.33   $ 0.20 
Forfeited - Unvested Cancelled   389,499   (389,499)  $0.15-$0.30   $ 0.24 
Expired - Vested Cancelled   3,012   (3,012)  $0.30-$0.30   $ 0.30 
Balance at 12/31/2014   987,572   2,741,265  $0.01-$0.33  $ 0.22
Additional Shares Authorized   1,161,887             
Restricted shares issued   (10,000)            
Granted - Original   (1,368,046)  1,368,046   $0.00-$0.66   $ 0.48 
Exercised       (753,243)  $0.01-$0.33   $ 0.19 
Forfeited - Unvested Cancelled   62,283   (62,283)  $0.15-$0.60   $ 0.32 
Expired - Vested Cancelled   2,500   (2,500)  $0.30-$0.30   $ 0.30 
Balance at 12/31/2015   836,196   3,291,285  $0.01-$0.33  $ 0.34

 
The Company issued restricted stock awards to consultants in exchange for services rendered in 2015 and 2014. As of December 31,
2015 and 2014, there was no unrecognized compensation cost related to the restricted stock awards granted. The total fair value of
the restricted stock awards vested during the years ended December 31, 2015 and 2014 was approximately $4,000 and $13,000,
respectively.

 
Total intrinsic value of options exercised during the years ended December 31, 2015 and 2014 was $164,000 and $102,000,
respectively. Total cash proceeds from options exercised during the years ended December 31, 2015 and 2014 was $142,000 and
$194,000, respectively.

 
The weighted-average grant-date fair value of options granted during 2015 and 2014 was $0.28 and $0.16 per share, respectively.
The fair value of employee options is estimated at the grant date using the Black-Scholes option pricing model with the following
weighted assumptions:

 
  Years Ended December 31,  
  2015   2014  
Risk-free interest rate   1.61%  1.92%
Volatility   66%  58%
Dividend yield   0%  0%
Expected life in years   6.01   5.99 
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The following table summarizes option activity related to unvested options:
 

  Shares   

Weighted
Aggregate

Grant-Date Fair
Value  

Unvested Outstanding, December 31, 2014   1,543,030  $ 0.16 
Granted   1,378,046  $ 0.28 
Vested, outstanding shares   (724,864) $ 0.17 
Forfeited   (62,283)  $ 0.18 
Nonvested at December 31, 2015   2,133,929   $ 0.24 

 
 

The unamortized stock-based compensation expense of $413,000 at December 31, 2015 will be recognized over the remaining
weighted average vesting period of 3.0 years. Total stock-based compensation expense recognized for the years ended December 31,
2015 and 2014, by classification, is summarized in the table below:

 
  Years Ended December 31,  
(in thousands)  2014   2015  
Cost of goods sold  $ 2  $ 4 
Cost of services   1   2 
Research and development   13   25 
Regulatory affairs and quality assurance   2   1 
Sales and marketing   30   48 
General and administration   28   57 

Total  $ 76  $ 137 
 

 
8. Income Taxes
 

The tax effects of temporary differences and carryforwards that give rise to significant portions of the deferred taxes are as follows:
 

(in thousands)  2014   2015  
Deferred Tax Asset/(Liabilities)         
Net Operating Loss Carryforwards  $ 4,290  $ 5,305 
Research and Development Credits   739   959 
Accruals and Reserves   238   310 

Total Deferred Tax Asset   5,267   6,574 
         
Fixed Assets and Intangible Assets   (50)  (123)

Total Deferred Tax Liabilities   (50)  (123)
         
Valuation allowance   (5,217)  (6,451)
         
Net Deferred Tax Asset/(Liability)  $ -  $ - 
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As of December 31, 2015, the Company had net operating loss carryforwards of approximately $13.8 million and $10.3 million
available to reduce future taxable income, if any, for both federal and California state income tax purposes, respectively. The net
operating loss carryforwards will start to expire in 2026 and 2016, respectively, for federal and state purposes and valuation
allowances have been reserved, where necessary.

 
The Company also had federal and state research and development tax credit carryforwards of approximately $808,000 and
$795,000, respectively, at December 31, 2015. The federal tax credits will expire starting in 2029 if not utilized.

 
Utilization of the net operating loss carryforwards may be subject to an annual limitation due to the ownership percentage change
limitations provided by the Internal Revenue Code of 1986 and similar state provisions. The annual limitation may result in the
expiration of the net operating loss before utilization. The Company has not performed an analysis to determine whether there is a
limitation.

 
The Company follows the provisions of ASC 740-10, Accounting for Uncertainty in Income Taxes. ASC 740-10 prescribes a
comprehensive model for the recognition, measurement, presentation and disclosure in financial statements of any uncertain tax
positions that have been taken or expected to be taken on a tax return. No liability related to uncertain tax positions is recorded on
the accompanying consolidated financial statements. It is the Company’s policy to include penalties and interest expense related to
income taxes as a component of other expense and interest expense, respectively, as necessary.

 
The following is a tabular reconciliation of the total amounts of unrecognized tax benefits for the years ended December 31, 2015
and 2014:

 
(in thousands)  2014   2015  
Unrecognized tax benefit at January 1  $ 262  $ 368 
Increase (decrease) in tax position for current period   106   111 
Increase (decrease) in tax position for prior period   -   - 
Unrecognized tax benefit at December 31  $ 368  $ 479 

 
 

The years 2011-2014 remain open to examination by major domestic taxing jurisdictions to which the Company is subject. Net
operating losses generated on a tax return basis by the Company for years 2006-2014 remain open to examination by major domestic
taxing jurisdictions.

 
9. Subsequent Events
 

In March 2016, the Company established ACD Japan, K.K., a wholly-owned subsidiary in Tokyo, Japan, which works with local
distributors to sell the Company’s products and services and provides technical support to customers in the Japanese market.

 
In May 2016, the Company moved into its new headquarters in Newark, California under its agreement with BMR-Pacific Research
Center LP (the "Lease"). The Lease commences on May 9, 2016 and ends on May 8, 2024. Under the terms of the Lease, the
Company will have future minimum payments totaling approximately $8.4 million over the 8-year term of the Lease. The Company
will use this 35,000 square foot facility for research and development, manufacturing, sales and marketing and general administrative
purposes. In connection with the Lease, the Company delivered a letter of credit in the amount of $400,000 from SVB as security
deposit to the landlord. The letter of credit has been auto-renewed and will expire on February 17, 2017. The annual commitment fee
for the letter of credit is 2% of the face value.
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On May 23, 2016, the Company has entered into an agreement with Tactus Technology, Inc. to sublease its original facility in
Hayward, California, from May 23, 2016 to August 31, 2016. The tenant will pay the Company approximately $32,000 per month
plus the operating expense pass through from the landlord.

 
On May 20, 2016, the Company and a potential buyer (“Buyer”) entered into a non-binding letter of intent for a business
combination between the two companies (the “Letter of Intent”). The business combination is subject to, among other things, due
diligence, the execution of a definitive agreement, necessary board of director and stockholder approvals and other customary
conditions. We cannot assure you that ACD and Buyer will enter into a definitive agreement and, if such definitive agreement is
entered into, that the contemplated business combination will be consummated.

 
Management has evaluated subsequent events through June 20, 2016, the date at which the accompanying consolidated financial
statements were available to be issued.

  



Exhibit 99.3
 

UNAUDITED PRO FORMA CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
 
On July 6, 2016, Bio-Techne Corporation (the "Company"), entered into an Agreement and Plan of Merger (the "Agreement") with
Advanced Cell Diagnostics, Inc. a Delaware corporation ("ACD"), Aero Merger Sub, Inc., a Delaware corporation and wholly owned
subsidiary of the Company ("Merger Sub"), and Fortis Advisors LLC, a Delaware limited liability company, solely in its capacity as
Security holders' Representative. Pursuant to the terms of the Agreement, ACD will merge with and into Merger Sub, with ACD
continuing as the surviving corporation and a wholly-owned subsidiary of the Company.
 
On August 1, 2016, pursuant to the terms and conditions of the Agreement, ACD became a wholly-owned subsidiary of the Company (the
“Merger”). As part of the Merger, each outstanding share of ACD’s common stock was converted into the right to receive the
consideration provided in the Merger Agreement.
 
The Company paid an aggregate of approximately $250 million on August 1, 2016, which amount included the base merger consideration
of $250 million. In addition, the company may pay an additional $75 million of contingent consideration based on the achievement of
certain performance milestones.
 
On August 1, 2016, in connection with the acquisition of ACD on August 1, 2016, the Company entered into a new revolving credit
facility, governed by the Credit Agreement dated July 28, 2016. The Credit Agreement provides for a revolving credit facility of $400
million.
 
The following tables set forth certain Unaudited Pro Forma Condensed Consolidated Financial Statements giving effect to the Company’s
acquisition of ACD. The historical financial information included in the Unaudited Pro Forma Condensed Consolidated Financial
Statements for both the Company and ACD were prepared in conformity with U.S. Generally Accepted Accounting Principles.
 
The Unaudited Pro Forma Condensed Consolidated Financial Statements were prepared for informational purposes only and are not
indicative of the consolidated results of operations or financial positions that the Company would have reported had the acquisition
occurred at the previous dates presented, nor do they project results of future operations as a consolidated entity. The Unaudited Pro
Forma Condensed Consolidated Financial Statements do not reflect any operating efficiencies and/or cost savings that the Company may
achieve with respect to the combined business operations.
 
The historical financial information has been adjusted in the Unaudited Pro Forma Condensed Consolidated Financial Statements to
reflect pro forma events that are (i) directly attributable to the acquisition, (ii) factually supportable, and (iii) with respect to the statements
of earnings, expected to have a continuing impact on the combined results of the businesses.
 

 
 



 
 

BIO-TECHNE CORPORATION
UNAUDITED PRO FORMA CONDENSED CONSOLIDATED BALANCE SHEET

JUNE 30, 2016 
(In thousands)

 
  

Bio-Techne

  

ACD

  
Pro Forma

Adjustments

   Bio-Techne
Pro

Forma

 

ASSETS                  
Cash and cash equivalents  $ 64,237  $ 6,487  $ (3,362) C  $ 67,362 
Short-term available-for-sale investments   31,598   4,089   -    35,687 
Receivables   93,393   6,378   -    99,771 
Inventories   57,102   3,649   7,100 A (i)   67,851 
Other current assets   7,561   817        8,378 

Total current assets   253,891   21,420   3,738    279,049 
Available-for-sale investments   -   2,608   -    2,608 
Property and equipment, net   132,362   2,799        135,161 
Goodwill   430,882   -   153,403 A (iv)   584,285 
Intangible assets, net   310,524   140   235,200 A (ii)   545,864 
Other assets   1,922   1,058   -    2,980 
  $ 1,129,581  $ 28,025  $ 392,341   $ 1,549,947 
LIABILITITES AND SHAREHOLDERS’ EQUITY                  
Accounts payable  $ 20,653  $ 740  $ -   $ 21,393 
Accrued expenses   23,239   2,292   1,998 D   27,529 
Income taxes payable   1,779   -   -    1,779 
Deferred revenue   4,717   -   -    4,717 
Other short term liabilities   3,759   244   -    4,003 

Total current liabilities   54,147   3,276   1,998    59,421 
Long-term debt   91,500   3,362   246,638 B   341,500 
Deferred income taxes   62,837   -   92,000 A (iii)   154,837 
Contingent consideration   38,500   -   75,000 A (v)   113,500 
Other long-term liabilities   3,317   91   -    3,408 
Convertible preferred stock   -   40,201   (40,201) E   0 
Common stock   372   1   (1) E   372 
Additional paid-in capital   178,760   1,118   (1,118) E   178,760 
Retained earnings   770,553   (19,932)   17,935 E   768,556 
Accumulated other comprehensive loss   (70,405)   (91)   91 D, E   (70,405)

Total shareholders’ equity   879,280   21,297   (23,295)    877,282 
  $ 1,129,581  $ 28,025  $ 392,341   $ 1,549,947 
 

See notes to unaudited pro forma condensed consolidated financial statements
 

 
 



 
 

BIO-TECHNE CORPORATION
UNAUDITED PRO FORMA CONDENSED CONSOLIDATED STATEMENT OF EARNINGS

YEAR ENDED JUNE 30, 2016
(In thousands, except per share amounts)

 

  
Bio-

Techne   ACD   
Pro Forma

Adjustments    

Bio-
Techne

Pro
Forma  

Net sales  $ 499,023  $ 24,855  $ -   $ 523,878 
Cost of sales   162,364   4,238   8,333 F   174,935 
Gross margin   336,659   20,617   (8,333)    348,943 
                  
Operating expenses                  

Selling, general and administrative   140,897   17,491   11,767 F   170,155 
Research and development   45,187   7,713   -    52,900 
Total operating expenses   186,084   25,204   11,767    223,055 

Operating income   150,575   (4,587)   (20,100)    125,888 
                  
Other income (expense), net   (3,112)   (306)   (5,000) G   (8,051)
Earnings before income taxes   147,063   (4,893)   (25,100)    117,837 
Income taxes   43,005   -   (4,374) H   38,738 
Net earnings  $ 104,458  $ (4,893)  $ (20,726)   $ 79,099 
Net earnings per common share:                  

Basic  $ 2.81           $ 2.13 
Diluted  $ 2.80           $ 2.12 

Weighted average common shares outstanding                  
Basic   37,194            37,194 
Diluted   37,326            37,326 

 
See notes to unaudited pro forma condensed consolidated financial statements

 
 
 



 
 

BIO-TECHNE CORPORATION
NOTES TO UNAUDITED PRO FORMA CONDENSED

CONSOLIDATED FINANCIALSTATEMENTS
 
1. BASIS OF PRESENTATION
 
The accompanying unaudited Pro Forma Condensed Consolidated Statement of Earnings for the year ended June 30, 2016, give effect to
the Company’s acquisition of Advanced Cell Diagnostics, Inc. (“ACD”) as discussed in Note 2, as if such acquisition had occurred on
July 1, 2015, combining the results of the Company and ACD for the year ended June 30, 2016. The accompanying unaudited Pro Forma
Condensed Consolidated Balance Sheet as of June 30, 2016 gives effect to the ACD acquisition as if it had occurred on June 30, 2016,
combining the consolidated balance sheets of the Company and ACD as of June 30, 2016.
 
2. ADVANCED CELL DIANOSTICS ACQUISITION
 
The total acquisition purchase price was allocated to the net assets acquired based upon their preliminary estimated fair values as of the
close of business on August 1, 2016 as set forth below. The excess of the preliminary purchase price over the preliminary net assets was
recorded as goodwill. The preliminary allocation of the purchase price was based upon a preliminary valuation and the estimates and
assumptions are subject to change. The preliminary purchase price allocation for the acquisition is as follows (in thousands):
 

Total purchase price      $ 325,000 
Book value of net assets acquired  $ 21,297     
Fair value adjustments to inventories   7,100     
Fair value adjustment to deferred income taxes   (3,000)    

Fair value of tangible net assets acquired      $ 25,397 
         
Identifiable intangibles at acquisition-date fair value         

Developed Technology   125,000     
Trade Name   20,000     
Customer Relationships   90,000     
Non-compete Agreements   200     

Identifiable intangibles       235,200 
Deferred taxes       (89,000)
       146,200 
Residual goodwill      $ 153,403 

 
Except as discussed in Note 3 below, the carrying value of assets and liabilities in the ACD financial statements are considered to be a
reasonable estimate of the fair value of those assets and liabilities.
 
3. PRO FORMA ADJUSTMENTS
 
The unaudited Pro Forma Condensed Consolidated Financial Statements are based upon the historical consolidated financial statements of
the Company and ACD and certain adjustments which the Company believes are reasonable to give effect to the ACD acquisition. These
adjustments are based upon currently available information and certain assumptions, and therefore the actual adjustments will likely differ
from the pro forma adjustments. The unaudited Pro Forma Condensed Consolidated Financial Statements included herein were prepared
using the acquisition method of accounting for the business combination. As discussed above, the purchase price allocation is considered
preliminary at this time. However, the Company believes that the preliminary purchase price allocation and other related assumptions
utilized in preparing the unaudited Condensed Consolidated Pro Forma Financial Statements provide a reasonable basis for presenting the
pro forma effects of the ACD acquisition. 
 

 
 



 
 
The adjustments made in preparing the unaudited Pro Forma Condensed Consolidated Financial Statements are as follows:
 
(A) Fair Value Acquisition Accounting Adjustments:
 

For purposes of the pro forma presentation, the following adjustments were made to reflect our preliminary estimate of the fair value
of the net assets acquired:

  

 
i. The $7.1 million increase in inventories relates to the recognition of the fair value of these inventories. The preliminary fair

value of inventories was determined based on quantities acquired, selling prices at the date of acquisition and management’s
assumptions regarding units that have future value and costs to sell such inventories.

 
The increase in inventory to fair value is not expected to have a continuing impact on cost of goods sold, and therefore the
amount is not included in cost of sales in the pro forma financial statements. The inventory held at the date of acquisition is
expected to be sold within one year.

 

 

ii. Intangible assets with finite lives have been increased by approximately $235.2 million to reflect the preliminary estimate of the
fair value of the acquired intangible assets, including trade names, technology assets, customer relationship assets and non-
compete agreements. The purchase price allocated to these intangible assets was based on management’s estimates with
consideration to other factors such as previous acquisitions including an independent valuation input of management’s
assumptions.

 

 iii. A net deferred tax liability of $94.0 million was recorded related to the fair value purchase accounting adjustments discussed in
(A) i and (A) ii.

 

 

iv. Goodwill, representing the total excess of the total purchase price over the fair value of the net assets acquired, was approximately
$153.4 million at the date of acquisition. This allocation is based on preliminary estimates; the final acquisition cost allocation
may differ materially from the preliminary assessment outlined above. Any changes to the initial estimates of the fair value of the
assets and liabilities will be allocated to goodwill.

 
 v. Contingent consideration of $75.0 million based on the achievement of certain performance milestones.
 
(B) Acquisition Funding
 

The ACD acquisition was funded through the use of approximately $250 million drawn on the revolving credit facility.
 

 
 



 
 
(C) Debt Borrowings of ACD
 

In accordance with the Agreement, at closing, certain cash paid by the Company to acquire ACD was used to satisfy all outstanding
long-term debt ($3.3 million). There was no accrued interest payable because interest owed is paid at the end of each month.

 
(D) Transaction Costs and Loan Fee
 

The Company incurred approximately $97,500 in transaction costs related to the acquisition and a $1.9 million loan origination fee
related to the Credit Agreement. These amounts have been accrued for on the June 30, 2016 Pro Forma Balance Sheet.

 
(E) Elimination of ACD Stockholder Equity
 
(F) Amortization Expense Related to Acquired Intangible Assets
 

Adjustments to record estimated amortization expense of $25.6 million were made for the year ended June 30, 2016 and were
reflected in the Pro Forma Statement of Earnings as follows (dollars in thousands):

 

Intangible Asset  Fair Value   

Average
Life

(in years)   
Annual

Amortization  Statement of Earnings Category
Developed Technology  $ 125,000   15.0  $ 8,333 Cost of Sales
Trade Name

  20,000   7.5   2,667 
Selling, General &
Administrative

Customer Relationships
  90,000   10.0   9,000 

Selling, General &
Administrative

Non-compete agreements
  200   2.0   100 

Selling, General &
Administrative

  $ 235,200      $ 20,100  
 
(G) Interest Expense
 

Adjustments were made in the Pro Forma Statement of Earnings to eliminate interest expense paid by ACD related to its outstanding
debt in the year ended June 30, 2016, as explained in Note 3(C) above, all such debt was satisfied at the time the acquisition was
closed.

 
Adjustments were made in the Pro Forma Statement of Earnings to record interest expense on the $250 million borrowed under the
Credit Agreement at the borrowing rate of 2.0%, as explained in Note 3 (B) above.

 
(H) Income Taxes
 

Adjustments were made in the Pro Forma Statement of Earnings to record the estimated income tax effect of the adjustments
discussed above at the effective rate of Bio-Techne for the historical period presented.


