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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
WASHINGTON, D.C. 20549

FORM 10-Q

(Mark One)

< QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT
OF 1934
For the quarterly period ended September 30, 2012

Or

o TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT
OF 1934
For the transition period from to

Commission File Number: 000-30975

TRANSGENOMIC, INC.
(Exact name of registrant as specified in its charter)

Delaware 911789357

(State or other jurisdiction of (I.R.S. Employer
incorporation or organization) Identification No.)
12325 Emmet Street, Omaha, Nebraska 68164

(Address of principal executive offices) (Zip Code)

(402) 452-5400
(Registrant’s telephone number, including area code)

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports) and (2) has been subject to such filing requirements for the past 90 days. Yes xNo o
Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if
any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T
(§232.405 of this chapter) during the preceding 12 months (or for such shorter period that the registrant was required
to submit and post such files). Yes xNo o

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer or
a smaller reporting company. See the definitions of “large accelerated filer,” “accelerated filer” and “smaller reporting
company” in Rule 12b-2 of the Exchange Act.

Large accelerated filer o Accelerated filer X
Non-accelerated filer o (Do not check if a smaller reporting company) Smaller reporting company o
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange

Act). Yes o No x

As of November 7, 2012, the number of shares of common stock outstanding was 71,645,725.
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PART I. FINANCIAL INFORMATION

Item 1. Financial Statements

TRANSGENOMIC, INC. AND SUBSIDIARIES
CONDENSED CONSOLIDATED BALANCE SHEETS
(Dollars in thousands except per share data)

ASSETS

CURRENT ASSETS:

Cash and cash equivalents

Short term investments

Accounts receivable, net
Inventories, net

Other current assets

Total current assets

PROPERTY AND EQUIPMENT:
Equipment

Furniture, fixtures & leasehold improvements

Less: accumulated depreciation

OTHER ASSETS:
Goodwill
Intangibles, net
Other assets

LIABILITIES AND STOCKHOLDERS’ EQUITY
CURRENT LIABILITIES:

Accounts payable

Accrued compensation

Short term debt

Current maturities of long term debt

Accrued expenses

Deferred revenue

Other liabilities

Accrued preferred stock dividend

Total current liabilities

LONG TERM LIABILITIES:

Long term debt less current maturities

Common stock warrant liability

Other long-term liabilities

Total liabilities

STOCKHOLDERS’ EQUITY:

Series A preferred stock, $.01 par value, 15,000,000 shares authorized, 2,586,205
shares issued and outstanding

Common stock, $.01 par value, 150,000,000 shares authorized, 71,645,725 and
49,625,725 shares issued and outstanding, respectively
Additional paid-in capital

September 30,
2012
(unaudited)

$4,747
3,998
8,157
4,406
1,186
22,494

10,819
3,762
14,581
(12,490
2,091

6,674
11,485
143
$42,887

$1,517
1,058
6,957
3,627
1,279
1,067
1,095
16,600

448
2,100
1,163
20,311

26

721
170,706

December 31,
2011

$4,946
7,573
3,859
820
17,198

10,143

3,682

13,825

(11,969 )
1,856

6,440
7,966
102
$33,562

$2,609
1,133
3,082
3,703
2,782
1,377
1,042
600
16,328

4,937

1,249
22,514

26

501
152,987
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Accumulated other comprehensive income 434 336

Accumulated deficit (149,311 ) (142,802

Total stockholders’ equity 22,576 11,048
$42,887 $33,562

See notes to unaudited condensed consolidated financial statements.
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TRANSGENOMIC, INC. AND SUBSIDIARIES

UNAUDITED CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

(Dollars in thousands except per share data)

Three Months Ended

September 30,

2012 2011
NET SALES $7,889 $8,253
COST OF GOODS SOLD 4,089 3,808
Gross profit 3,800 4,445
OPERATING EXPENSES:
Selling, general and administrative 5,559 4,364
Research and development 668 515
Restructuring charges — 5

6,227 4,884
LOSS FROM OPERATIONS (2,427 ) (439
OTHER INCOME (EXPENSE):
Interest expense, net (207 ) (238
Expense on preferred stock — (600
Effect on warrants — —
Other, net (6 ) 2

(213 ) (840
LOSS BEFORE INCOME TAXES (2,640 ) (1,279
INCOME TAX EXPENSE (BENEFIT) 114 ¢
NET LOSS $(2,754 ) $(1,270
PREFERRED STOCK DIVIDENDS AND
ACCRETION (165 ) (275
NET LOSS AVAILABLE TO COMMON
STOCKHOLDERS $(2,919 ) $(1,545
BASIC AND DILUTED LOSS PER COMMON
SHARE $(0.04 ) $(0.03
BASIC AND DILUTED WEIGHTED AVERAGE
SHARES OF COMMON STOCK 71,645,725 49,327,527

OUTSTANDING
See notes to unaudited condensed consolidated financial statements.
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Nine Months Ended
September 30,

2012 2011
$24,188 $23,400
12,722 10,248
11,466 13,152
15,832 14,272
1,870 1,650

— 40
17,702 15,962
(6,236 (2,810
(713 (720

— (6,866
1,000 —

23 231

310 (7,355
(5,926 (10,165
88 (120
$(6,014 $(10,045
(495 (803
$(6,509 $(10,848
$(0.09 $(0.22
68,669,229 49,306,861
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TRANSGENOMIC, INC. AND SUBSIDIARIES

UNAUDITED CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE LOSS
(Dollars in thousands)

Three Months Ended Nine Months Ended

September 30, September 30,

2012 2011 2012 2011
Net Loss $(2,754 ) $(1,270 ) $(6,014 ) $(10,045
Foreign currency translation adjustment, net of tax 88 (56 ) 98 86
Other Comprehensive Income (Loss), net of tax 88 (56 ) 98 86
Comprehensive Loss $(2,666 ) $(1,326 ) $(5,916 ) $(9,959

See notes to unaudited condensed consolidated financial statements.
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TRANSGENOMIC, INC. AND SUBSIDIARIES

UNAUDITED CONDENSED CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ EQUITY
Nine Months Ended September 30, 2012

(Dollars in thousands except per share data)

Preferred Stock Common Stock

Additional Accumulated
Outstanding Par  Outstanding Par Paidoin Accumulated Other Total
Shares Value Shares Value . Deficit Comprehensive
Capital
Income
Balance, January 1, 2012 2,586,205 $26 49,625,725 $501 $152,987 $(142,802) $336 $11,048
Net loss — — — (6,014 ) — (6,014 )
Foreign currency
translation adjustment, — — — — 98 98
net of tax
Non-cash s.tock—based . o 556 o . 556
compensation
Private Placement, net 22,000,000 220 17,153 17,373
Issuance of shares of
stock for employee stock 20,000 — 10 — — 10
options
Dividends on preferred
stock — — — (495 ) — 495 )
I;Siaznce’ September 30,5 se6 905 $26  71,645725 $721 $170.706 $ (149,311 ) §$434 $22,576

See notes to unaudited condensed consolidated financial statements.
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TRANSGENOMIC, INC. AND SUBSIDIARIES

UNAUDITED CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(Dollars in thousands)

Nine Months Ended
September 30,
2012 2011

CASH FLOWS PROVIDED BY (USED IN) OPERATING ACTIVITIES:

Net loss $(6,014 ) $(10,045 )
Adjustments to reconcile net loss to net cash flows provided by (used in) operating

activities:

Depreciation and amortization 1,570 1,506
Non-cash, stock based compensation 556 734

Provision for losses on doubtful accounts 1,649 1,432
Provision for losses on inventory obsolescence 88 47

Preferred stock revaluation — 6,866

Warrant revaluation (1,000 ) —

Changes in operating assets and liabilities:

Accounts receivable (2,153 ) (1,418 )
Inventories (616 ) (44 )
Prepaid expenses and other current assets (377 ) (269 )
Accounts payable (1,113 ) 137

Accrued expenses (403 ) (131 )
Other long term liabilities 3 268

Long term deferred income taxes 33 18

Net cash flows used in operating activities (7,777 ) (899 )
CASH FLOWS USED IN INVESTING ACTIVITIES:

Purchases of property and equipment (641 ) (147 )
Purchase of short term investments (8,994 ) —

Proceeds from the sale of short term investments 4,996 —

Acquisition of intangible assets (3,394 ) —

Change in other assets (345 ) (256 )
Net cash flows used in investing activities (8,378 ) (403 )
CASH FLOWS PROVIDED BY (USED IN) FINANCING ACTIVITIES:

Principal payments on capital lease obligations (244 ) (165 )
Issuance of common stock and warrants, net 17,483 23

Principal payment on note payable (1,317 ) (659 )
Net cash flows provided by (used in) financing activities 15,922 (801 )
EFFECT OF FOREIGN CURRENCY EXCHANGE RATE CHANGES ON CASH 34 72

NET CHANGE IN CASH AND CASH EQUIVALENTS (199 ) (2,031 )
CASH AND CASH EQUIVALENTS AT BEGINNING OF PERIOD 4,946 3,454

CASH AND CASH EQUIVALENTS AT END OF PERIOD $4,747 $1,423

SUPPLEMENTAL CASH FLOW INFORMATION
Cash paid during the period for:

Interest $753 $495
Income taxes, net 2 106
SUPPLEMENTAL DISCLOSURE OF NON-CASH INFORMATION

Acquisition of equipment through capital leases $175 $388
Dividends accrued on preferred stock 495 450
Note Payable converted to Equity 3,000 —
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Acquisition of intangible assets 1,007
See notes to unaudited condensed consolidated financial statements.
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TRANSGENOMIC, INC. AND SUBSIDIARIES

NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS—(Continued)
Three and Nine Months Ended September 30, 2012 and 2011

A.BUSINESS DESCRIPTION

Business Description.

Transgenomic, Inc. is a global biotechnology company advancing personalized medicine in the detection and
treatment of cancer and inherited diseases through its proprietary molecular technologies and clinical and research
services. We have three complementary business segments:

Clinical Laboratories. Our clinical laboratories specialize in genetic testing for cardiology, neurology, mitochondrial
.disorders, and oncology. Located in New Haven, Connecticut and Omaha, Nebraska, the molecular clinical reference
laboratories are certified under the Clinical Laboratory Improvement Amendment (CLIA) as high complexity labs and
our Omaha facility is also accredited by the College of American Pathologists (CAP).

Pharmacogenomics Services. Our Contract Research Organization located in Omaha, Nebraska provides
pharmacogenomics research services supporting Phase II and Phase III clinical trials conducted by our pharmaceutical
customers. This lab specializes in pharmacogenomic, biomarker and mutation discovery research testing that serves
the pharmaceutical and biomedical industries world-wide for disease research, drug and diagnostic development and
elinical trial support. The lab employs a variety of genomic testing service technologies including ICE COLD-PCR
technology. ICE COLD-PCR is a proprietary platform technology that can be run in any laboratory with standard
PCR technology and which enables detection of mutations from virtually any sample type including tissue biopsies,
blood, and circulating tumor cells (CTCs) at levels greater than 1,000-fold higher than standard DNA sequencing
techniques.

Diagnostic Tools. Our proprietary product is the WAVE® System, which has broad applicability to genetic variation
detection in both molecular genetic research and molecular diagnostics. There is a worldwide installed base of more
than 1,550 WAVE Systems as of September 30, 2012. We also distribute bioinstruments produced by other
manufacturers (“OEM Equipment”) through our sales and distribution network. Service contracts to maintain installed
systems are sold and supported by our technical support personnel. The installed WAVE base and some OEM
Equipment platforms generate a demand for consumables that are required for the continued operation of the
bioinstruments. We develop, manufacture and sell these consumable products. In addition, we manufacture and sell
consumable products that can be used on multiple, independent platforms. These products include SURVEYOR®
Nuclease and a range of chromatography columns.

B.SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis of Presentation.

The condensed consolidated balance sheet as of December 31, 2011 was derived from our audited balance sheet as of
that date. The accompanying consolidated financial statements as of and for the three and nine months ended
September 30, 2012 and 2011 are unaudited and reflect all adjustments that are, in the opinion of management,
necessary for a fair presentation of the financial position and operating results for the interim periods. These unaudited
consolidated financial statements and notes should be read in conjunction with the audited consolidated financial
statements and notes thereto for the year ended December 31, 2011 contained in our Annual Report on Form 10-K
filed with the Securities and Exchange Commission on March 14, 2012. The results of operations for the interim
periods presented are not necessarily indicative of the results for the entire year.

Principles of Consolidation.

The consolidated financial statements include the accounts of Transgenomic, Inc. and its wholly owned subsidiaries.
All inter-company balances and transactions have been eliminated in consolidation.

Risks and Uncertainties.

11
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Certain risks and uncertainties are inherent in our day-to-day operations and to the process of preparing our financial

statements. The more significant of those risks are presented below and throughout the notes to the consolidated
financial statements.

8
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TRANSGENOMIC, INC. AND SUBSIDIARIES

NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS—(Continued)
Three and Nine Months Ended September 30, 2012 and 2011

Use of Estimates.

The preparation of consolidated financial statements requires management to make estimates and assumptions that
affect the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the
financial statements and the reported amounts of net sales and expenses during the reporting period. In addition,
estimates and assumptions associated with the determination of the fair value of certain assets and related impairments
require considerable judgment by management. Actual results could differ from the estimates and assumptions used in
preparing these consolidated financial statements.

Reclassifications.

Certain prior year amounts have been reclassified in order to conform to the current year presentation regarding
segment reporting.

Fair Value.

Unless otherwise specified, book value approximates fair market value. Short term investments and the common stock
warrant liability are recorded at fair value. See Footnote H - Fair Value.

Cash and Cash Equivalents.

Cash and cash equivalents include cash and investments with original maturities at the date of acquisition of three
months or less.

Concentrations of Cash.

From time to time, we may maintain a cash position with financial institutions in amounts that exceed federally
insured limits. We have not experienced any losses on such accounts as of September 30, 2012.

Short term Investments.

Short term investments consist of U.S. Treasury securities with original maturities at the date of acquisition of one
year or less.

Accounts Receivable.

The following is a summary of activity for the allowance for doubtful accounts during the three and nine months
ended September 30, 2012 and 2011:

Dollars in Thousands

Beginning Provision Write Offs Ending

Balance Balance
Three Months Ended September 30, 2012 $1,236 $679 $(339 ) $1,576
Three Months Ended September 30, 2011 $1,387 $205 $(113 ) $1,479
Nine Months Ended September 30, 2012 $1,088 $1,649 $(1,161 ) $1,576
Nine Months Ended September 30, 2011 $334 $1,432 $(287 ) $1,479

While payment terms are generally 30 days, we have also provided extended payment terms of up to 90 days in
certain cases. We operate globally and some of the international payment terms may be greater than 90 days. Accounts
receivable are carried at original invoice amount and shown net of allowance for doubtful accounts and contractual
allowances. The estimate made for doubtful accounts is based on a review of all outstanding amounts on a quarterly
basis. We determine the allowance for doubtful accounts and contractual allowances by regularly evaluating
individual customer receivables and considering a customer’s financial condition, credit history and current economic
conditions. Accounts receivable are written off when deemed uncollectible. Recoveries of accounts receivable
previously written off are recorded when received.

9

13



Edgar Filing: TRANSGENOMIC INC - Form 10-Q

Table of Contents

TRANSGENOMIC, INC. AND SUBSIDIARIES

NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS—(Continued)
Three and Nine Months Ended September 30, 2012 and 2011

Inventories.

Inventories are stated at the lower of cost or market net of allowance for obsolete inventory. Cost is computed using
standard costs for finished goods and average or latest actual cost for raw materials and work in process, which
approximates the first-in, first-out (FIFO) method.

The following is a summary of activity for the allowance for obsolete inventory during the three and nine months
ended September 30, 2012 and 2011:

Dollars in Thousands

Beginning Provision Write Offs Ending

Balance Balance
Three Months Ended September 30, 2012 $559 $35 $(13 ) $581
Three Months Ended September 30, 2011 $520 $2 ) $4 ) $514
Nine Months Ended September 30, 2012 $511 $88 $(18 ) $581
Nine Months Ended September 30, 2011 $518 $47 $(51 ) $514

We determine the allowance for obsolescence by evaluating inventory quarterly for items deemed to be slow moving
or obsolete.

Property and Equipment.

Property and equipment are carried at cost less accumulated depreciation. Depreciation is computed by the
straight-line method over the estimated useful lives of the related assets as follows:

Leasehold improvements 1 to 10 years
Furniture and fixtures 3 to 7 years
Production equipment 3 to 7 years
Computer equipment 3 to 7 years
Research and development equipment 2 to 7 years

Depreciation expense related to property and equipment was $0.2 million and $0.2 million during the three months
ended September 30, 2012 and 2011, respectively. Included in depreciation for the three months ended September 30,
2012 and 2011 was $0.1 million and less than $0.1 million, respectively, related to equipment acquired under capital
leases. Depreciation expense related to property and equipment was $0.5 million and $0.5 million during the nine
months ended September 30, 2012 and 2011, respectively. Included in depreciation for the nine months ended
September 30, 2012 and 2011 was $0.2 million and $0.1 million, respectively, related to equipment acquired under
capital leases.

Goodwill.

Goodwill is the excess of the purchase price over fair value of assets acquired and is not amortized. Goodwill is tested
for impairment annually. We perform this impairment analysis during the fourth quarter of each year or when a
significant event occurs that may impact goodwill. Impairment occurs when the carrying value is determined to be not
recoverable thereby causing the carrying value of the goodwill to exceed its fair value. If impaired, the asset’s carrying
value is reduced to its fair value. No events have transpired in the nine months ended September 30, 2012 that would
require an impairment analysis prior to our scheduled review.

Stock Based Compensation.

All stock options awarded to date have exercise prices equal to the market price of our common stock on the date of
grant and have ten-year contractual terms. Unvested options as of September 30, 2012 had vesting periods of one or
three years from the date of grant. None of the stock options outstanding at September 30, 2012 are subject to

14
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performance or market-based vesting conditions.
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TRANSGENOMIC, INC. AND SUBSIDIARIES

NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS—(Continued)
Three and Nine Months Ended September 30, 2012 and 2011

We measure and recognize compensation expense for all stock-based awards made to employees and directors,
including stock options. Compensation expense is based on the calculated fair value of the awards as measured at the
grant date and is expensed ratably over the service period of the awards (generally the vesting period).

During the nine months ended September 30, 2012, we recorded compensation expense of $0.6 million within selling,
general and administrative expense. During the nine months ended September 30, 2011, we recorded compensation
expense of $0.7 million within selling, general and administrative expense. As of September 30, 2012, there was $0.7
million of unrecognized compensation expense related to unvested stock options, which is expected to be recognized
over a weighted-average period of nearly three years.

We granted 477,500 stock options during the quarter ended September 30, 2012. The fair value of the options granted
was estimated on the grant date using the Black-Scholes option pricing model. The Black-Scholes model with the
following assumptions was used to estimate the fair value of the options: risk-free interest rates of 0.7% based on the
U.S. Treasury yield in effect at the time of grant; dividend yields of zero percent; expected lives of 5.00 years, based
on expected exercise activity behavior; and volatility of 114% based on the historical volatility of our stock over a
time that is consistent with the expected life of the option. Forfeitures of 3.88% have been assumed.

We did not grant any stock options during the quarter ended September 30, 2011.

Net Sales Recognition.

Revenue is realized and earned when all of the following criteria are met:

Persuasive evidence of an arrangement exists,

Delivery has occurred or services have been rendered,

The seller’s price to the buyer is fixed or determinable, and

Collectability is reasonably assured.

Net sales from our Clinical Laboratories segment are recognized on an individual test basis and occur when the test
report is completed, reviewed and sent to the client. Sales are recorded at our list price less a provision for insurance,
Medicare and Medicaid contractual adjustments. There are no deferred net sales associated with our Clinical
Laboratories segment. Adjustments to the allowances, based on actual receipts from third party payers, are recorded
upon settlement.

In our Pharmacogenomics Services segment, we perform services on a project by project basis and recognize revenue
when services are delivered. These projects typically do not extend beyond one year. At September 30, 2012 and
December 31, 2011, deferred net sales associated with pharmacogenomics research projects for which we have
received payment in advance of performing services was $0.2 million and $0.1 million, respectively, and are included
in the balance sheet in accrued expenses.

Net sales of products in our Diagnostic Tools segment are recognized in accordance with the terms of the sales
arrangement. Such recognition is based on receipt of an unconditional customer order and transfer of title and risk of
ownership to the customer, typically upon shipment of the product under a purchase order. Our sales terms do not
provide for the right of return unless the product is damaged or defective. Net sales from certain services associated
with the analytical instruments, to be performed subsequent to shipment of the products, is deferred and recognized
when the services are provided. Such services, mainly limited to installation and training services that are not essential
to the functionality of the instruments, typically are performed in a timely manner subsequent to shipment of the
instrument. We also enter into various service contracts that cover installed instruments. These contracts, for which
payment is received at the time of execution, cover specific time periods and net sales associated with these contracts
are deferred and recognized ratably over the service period. At September 30, 2012 and December 31, 2011, deferred
net sales associated with our service contracts was $1.1 million and $1.3 million, respectively, and is included in the
balance sheet in accrued expenses.

16
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Taxes collected from customers and remitted to government agencies for specific net sales producing transactions are
recorded net with no effect on the income statement.
Common Stock Warrants.

Our issued and outstanding warrants to purchase common stock do not qualify to be treated as equity, and
accordingly, are recorded as a liability ("Common Stock Warrant Liability"). The Common Stock Warrant liability
was initially recorded at fair value using a Monte Carlo simulation model. We are required to present these
instruments at fair value at each reporting date

11
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TRANSGENOMIC, INC. AND SUBSIDIARIES

NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS—(Continued)
Three and Nine Months Ended September 30, 2012 and 2011

and any changes in fair values are recorded as an adjustment to earnings. The Common Stock Warrant liability is
considered a level three financial instrument. See Footnote H - Fair Value.

Translation of Foreign Currency.

Our foreign subsidiary uses the local currency of the country in which it is located as its functional currency. Its assets
and liabilities are translated into U.S. dollars at the exchange rates in effect at the balance sheet date. A cumulative
translation gain of $0.1 million is reported as other comprehensive income on the accompanying consolidated
statement of comprehensive loss for the nine months September 30, 2012. A cumulative translation gain of $0.1
million was reported as accumulated other comprehensive income for the nine months ended September 30, 2011.
Revenues and expenses are translated at the average rates during the period. For transactions that are not denominated
in the functional currency, we recognized $0.1 million as foreign currency transaction loss in the determination of net
loss for the nine months ending September 30, 2012 and less than $0.1 million as foreign currency transaction gain in
the determination of net loss for the nine months ending September 30, 2011.

Loss Per Share.

Basic loss per share is calculated based on the weighted-average number of common shares outstanding during each
period. Diluted loss per share include shares issuable upon exercise of outstanding stock options, warrants or
conversion rights that have exercise or conversion prices below the market value of our common stock. Options,
warrants and conversion rights pertaining to 29,269,699 and 17,751,940 shares of our common stock have been
excluded from the computation of diluted loss per share at September 30, 2012 and 2011, respectively. The options,
warrants and conversion rights that were exercisable in 2012 and 2011 were not included because the effect would be
anti-dilutive due to the net loss.

Recently adopted accounting pronouncements.

In June 2011, the FASB issued guidance on the presentation of comprehensive income. The new guidance eliminates
the current option to report other comprehensive income and its components in the statement of changes in

equity. Instead, an entity will be required to present either a continuous statement of net income and other
comprehensive income or in two separate but consecutive statements. The new guidance is effective for fiscal years
and interim periods within those fiscal years beginning after December 15, 2011. We elected to report other
comprehensive income and its components in a separate statement of comprehensive income for the three and nine
months ended September 30, 2012 and 2011.

In July 2011, the FASB issued guidance on the presentation of net patient service revenue. The new guidance requires
a change in presentation of the statement of operations by reclassifying the provision for bad debts associated with
patient service revenue from an operating expense to a deduction from patient service revenue (net of contractual
allowances and discounts). Additionally, enhanced disclosure about policies for recognizing revenue and assessing
bad debts are required. Disclosures of patient service revenue (net of contractual allowances and discounts) as well as
qualitative and quantitative information about changes in the allowance for doubtful accounts will be required. The
new guidance is effective for fiscal years and interim periods within those fiscal years beginning after December 15,
2011. Our adoption of this guidance did not have a material impact on our consolidated financial statements.

In September 2011, the FASB issued guidance on Intangibles including goodwill and other intangibles. The new
guidance will allow an entity to first assess qualitative factors to determine whether it is necessary to perform the
two-step quantitative goodwill impairment test. The new guidance is effective for fiscal years beginning after
December 15, 2011. We will follow this guidance in our fourth quarter 2012 testing of goodwill and other intangibles.

In May 2011, the FASB issued Accounting Standards Update No. 2011-04, “Fair Value Measurement” (“ASU 2011-04").
ASU 2011-04 amends ASC 820 to achieve common fair value measurement and disclosure requirements in U.S.
Generally Accepted Accounting Principles (GAAP) and International Financial Reporting Standards (IFRS). The
amended guidance requires information disclosure regarding transfers between Level 1 and Level 2 of the fair value
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hierarchy, information disclosure regarding sensitivity of a fair value measurement categorized within Level 3 of the
fair value hierarchy to changes in unobservable inputs and any interrelationships between those unobservable inputs,
and the categorization by level of the fair value hierarchy for items that are not measured at fair value. The amended
guidance was effective for financial periods beginning after December 15, 2011. ASU 2011-04 did not have a material
effect on our consolidated financial position or results of operations.

12
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C.INVENTORIES
Inventories (net of allowance for obsolescence) consisted of the following:

Dollars in Thousands
September 30, December 31,

2012 2011
Finished goods $3,333 $2,608
Raw materials and work in process 1,563 1,485
Demonstration inventory 91 2717
$4,987 $4,370
Less allowance for obsolescence (581 ) (511 )
Total $4,406 $3,859
D.INTANGIBLES AND OTHER ASSETS
Long-lived intangible assets and other assets consisted of the following:
Dollars in Thousands
September 30, 2012 December 31, 2011
Cost Accumulated Net Book Cost Accumulated Net Book
Amortization  Value Amortization Value
Intangibles—acquired technology $9,100 $1,594 $7,506 $6,535 $911 $5,624
Intangibles—assay royalties 1,434 359 1,075 1,434 205 1,229
Intar?glble‘s—thlrd party payor 367 o 367 367 . 367
relationships
Intangibles—tradenames and trademarR42 86 756 344 49 295
Intangibles—customer relationships 695 — 695 — — —
Intangibles—covenants not to compet77 — 271 — — —
Patents 915 266 649 703 267 436
Intellectual property 170 10 160 20 5 15
$13,800 $2,315 $11,485 $9,403  $1,437 $7,966
Estimated Useful Life
Intellectual property 10 years
Patents life of patent
Intangibles—acquired technology 7 — 15 years
Intangibles—third party payor relationships Indefinite
Intangibles—customer relationships 5 years
Intangibles—covenants not to compete 3 years
Intangibles—tradenames and trademarks 7 years

Other assets include U.S. security deposits and deferred tax assets, net of applicable valuation allowances.
Amortization expense for intangible assets was $0.3 million during each of the three months ended September 30,
2012 and 2011. Amortization expense for intangible assets was $0.9 million during the nine months ended
September 30, 2012 and $1.0 million during the nine months ended September 30, 2011. Amortization expense for
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intangible assets is expected to be $1.7 million in each of the years 2013 through 2017.
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Three and Nine Months Ended September 30, 2012 and 2011

On September 21, 2012, we acquired certain intangible assets from Axial Biotech, Inc. ("Axial") related to the
ScoliScore™ assay. In consideration for the purchase of the intangible assets, we made a cash payment of
approximately $3.4 million to Axial and certain of its creditors. In addition, following the transfer of all of the assets
related to the ScoliScore™ assay and confirmation that the ScoliScore™ assay operates, within our laboratories
pursuant to protocol agreed upon by us and Axial, we will pay an additional $1.0 million to Axial and certain of its
creditors, $0.1 million which will be placed into escrow for a period of one year from the closing of the transaction to
secure Axial's indemnification obligations for, among other things, any breach of, or default under, any of Axial's
representations, warranties, covenants or agreements contained in the asset purchase agreement. This acquisition
provides us with the ScoliScore™ assay technology and intellectual property, and an established revenue and
customer base.

The following intangible assets were each valued separately using valuation approaches most appropriate for each
specific asset.

Intangibles—acquired technology Relief from Royalty Method
Intangibles—tradenames Relief from Royalty Method
Intangibles—customer relationships Multi-Period Excess Earnings Method
Intangibles—covenants not to compete With and Without Method

Patents Relief from Royalty Method

The Income Approach uses valuation techniques to convert future amounts, cash flows or earnings, to a single,
discounted amount. The fair value measure is based on the value that is indicated by market expectations about the
present value of those future amounts.

The Relief from Royalty Method assumes that if the Company did not have proprietary ownership of the genetic
testing processes on which its revenues depend, it might elect to lease the rights or licenses from another company.
The fair value is measured as the estimated discounted cash flows of the royalty payments avoided by ownership.

The Multi Period Excess Earnings Method measures the fair value as the estimated discounted cash flows of the
existing customer relationships over a period during which revenues form existing customer relationships are assumed
to have been substantially replaced by revenues from future customers.

The With and Without Method measures the fair value of the non-competition agreements as the probability adjusted
difference between the estimated discounted cash flows with and without the effect of competition. The model that

includes competition includes lost revenues as well as increased expenses required to rebuild the lost revenues.

The assets acquired were $4.2 million in identifiable intangible assets and $0.2 million in goodwill. No liabilities were
assumed. The acquired assets are reported as a component of our laboratory services segment.

The goodwill arising from the acquisition has been assigned to our Laboratory Services segment and is expected to be
deductible for tax purposes.

The amounts we have recorded for the allocation of our indefinite intangible assets and goodwill are preliminary and
amounts may change when the acquisition accounting is completed.

E.COMMITMENTS AND CONTINGENCIES
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From time to time we are subject to claims of various amounts, which arise out of the normal course of business. In
the opinion of management, the disposition of pending claims will not have a material adverse effect on our financial
position, results of operations or cash flows.

We lease certain equipment, vehicles and operating facilities under non-cancellable operating leases that expire on
various dates through 2022. The future minimum lease payments required under these leases are approximately $0.3
million for the remainder of 2012, $1.1 million in 2013, $1.1 million in 2014, $1.0 million in 2015, $0.9 million in
2016 and $0.8 million in 2017. Rent expense for each of the nine months ended September 30, 2012 and 2011 was
$0.7 million and $0.7 million, respectively. At September 30, 2012, firm commitments to vendors totaled $3.0
million.

14
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F.INCOME TAXES

We file income tax returns in the U.S. federal jurisdiction, various U.S. state jurisdictions and various foreign
jurisdictions. We have statutes of limitation open for federal income tax returns related to tax years 2009 through
2011. We have state income tax returns subject to examination primarily for tax years 2009 through 2011. Open tax
years related to foreign jurisdictions, primarily the United Kingdom, remain subject to examination for the tax years
2009 through 2011.

Income tax expense for the nine months ended September 30, 2012 was $0.1 million. Income tax benefit for the nine
months ended September 30, 2011 was $0.1 million. Our effective tax rate for the nine months ended September 30,
2012 was 1.48%, which is primarily the result of valuation allowances against the net operating losses for the U.S.,
which results in us not recording net deferred tax assets in the U.S.

During the three and nine months ended September 30, 2012 and 2011, there were no material changes to the liability
for uncertain tax positions.

G.STOCKHOLDERS’ EQUITY

Common Stock.

At our Annual Meeting of Stockholders, held on May 23, 2012, our stockholders approved an amendment to our
certificate of incorporation to increase the authorized number of shares of our common stock from 100,000,000 to
150,000,000. Our Board of Directors is authorized to issue up to 150,000,000 shares of common stock, from time to
time, as provided in a resolution or resolutions adopted by the Board of Directors.

On February 7, 2012 we entered into definitive agreements with institutional and other accredited investors and raised
approximately $22.0 million in a private placement financing ("Private Placement"), which includes an aggregate of
$3.0 million in convertible notes issued in December 2011 to entities associated with Third Security, LLC, a related
party, that automatically convert into shares of our common stock and warrants to purchase such common stock on the
same terms as all investors in the Private Placement. Pursuant to the purchase agreement, we issued an aggregate of
19,000,000 shares of our common stock at a price per share of $1.00, as well as five-year warrants to purchase up to
an aggregate of 9,500,000 shares of common stock with an exercise price of $1.25 per share. In connection with the
conversion of the convertible notes issued by us to the entities associated with Third Security, LLC, the entities
received an aggregate of 3,000,000 shares of common stock and 1,500,000 warrants on the same terms as all investors
in the Private Placement. The costs incurred to complete the Private Placement were recorded as a reduction in equity
in the amount of $1.5 million. Net proceeds from this offering will be used for general corporate and working capital
purposes, primarily to accelerate development of several of our key initiatives.

In connection with the Private Placement the investors have a Registration Rights Agreement which requires the
Company to maintain an effective registration statement with the SEC. In the event that the registration statement is
not effective the Company shall pay to each holder an amount in cash, as liquidated damages, equal to 1.5% of the
aggregate purchase price paid by such holder and again on each 30 day anniversary that the deadline is not met. In no
event shall the aggregate amount of the liquidated damages payable to a holder exceed 10% of the purchase price.

Pursuant to our equity financing completed in February 2012, we are obligated to pay PGxHealth, LLC (“PGx”) an
aggregate of $5.5 million as a prepayment under the senior secured promissory note (the “Note””). We have accounted
for the full prepayment amount as a current liability as of September 30, 2012. We have contacted PGx on numerous
occasions to make arrangements for the prepayment to PGx in accordance with the terms of the Note, as well as to
coordinate the timing of the prepayment. However, PGx has not responded to any of our outreach efforts. We made
our initial payment of $1.2 million under the Note in June 2012, and intend to continue to comply with the original
terms of the Note.

Common Stock Warrants.
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Common stock warrants issued during the three and nine ended September 30, 2012 were 0 and 11,000,000,
respectively, and none of the issued warrants were exercised. No common stock warrants were issued or exercised
during the three and nine months ended September 30, 2011. Warrants to purchase an aggregate of 16,172,408 shares
of common stock were outstanding at September 30, 2012.
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Warrant Holder Issue Year Expiration Underlying Ex‘er01se
Shares Price

Affiliates of Third Security, LLC() 2010 December 2015 5,172,408 $0.58

Various Institutional Holders® 2012 February 2017 9,500,000 $1.25

Affiliates of Third Security, LLC® 2012 February 2017 1,500,000 $1.25
16,172,408

This Warrant was issued in connection with the issuance of warrants to purchase shares of our Series A Preferred
Stock to affiliates of Third Security, LLC in December 2010. The number of underlying shares shown reflects the
number of shares of common stock issuable upon conversion of the shares of Series A Preferred Stock for which
this Warrant is currently exercisable.

(2) These Warrants were issued in connection with the Private Placement completed in February 2012.

ey

H.FAIR VALUE

FASB guidance on fair value measurements, which defines fair value, establishes a framework for measuring fair
value, and expands disclosures about fair value measurements for our financial assets and liabilities, as well as for
other assets and liabilities that are carried at fair value on a recurring basis in our consolidated financial statements.
FASB guidance establishes a three-level fair value hierarchy based upon the assumptions (inputs) used to price assets
or liabilities. The three levels of inputs used to measure fair value are as follows:

Level 1—Unadjusted quoted prices in active markets for identical assets or liabilities,

Level 2—Observable inputs other than those included in Level 1, such as quoted prices for similar assets and liabilities
in active markets or quoted prices for identical assets or liabilities in inactive markets, and

Level 3—Unobservable inputs reflecting our own assumptions and best estimate of what inputs market participants
would use in pricing the asset or liability.

U.S. Treasury securities are classified as Level 1 within the fair value hierarchy, as fair value is based on quoted prices
in active markets.

Dollars in Thousands
September 30, December 31,
2012 2011

U.S. Treasury securities $3,998 $—

Common Stock Warrant Liability

Our issued and outstanding warrants to purchase common stock do not qualify to be treated as equity, and accordingly
are recorded as a liability. The Common Stock Warrant Liability represents the fair value of the 11.0 million warrants
issued in February 2012. We are required to record these instruments at fair value at each reporting date and changes
are recorded as a non-cash adjustment to earnings. The gains or losses included in earnings are reported in other
income (expense) in our Statement of Operations. Management does not believe that this liability will be settled by a
use of cash.

The Common Stock Warrant Liability is considered a Level 3 financial instrument and is valued using a Monte Carlo
simulation. This method is well suited to value options with non-standard features, such as anti-dilution protection. A
Monte Carlo simulation model uses repeated random sampling to simulate significant uncertainty in inputs.
Assumptions and inputs used in the valuation of the commons stock warrants are broken down into four sections:
Static Business Inputs; Static Technical Inputs; Simulated Business Inputs: and Simulated Technical Inputs.
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Static Business Inputs include: Our equity value, which was estimated using our stock price of $0.95 as of
September 30, 2012; the amount of the down-round financing, the timing of the down-round financing, the expected
exercise period of 4.35 years from the valuation date and the fact that no other potential fundamental transactions are
expected during the term of the common stock warrants.
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Static Technical Inputs include: volatility of 55% and the risk-free interest rate of 0.54% based on the 4.5-year U.S.
Treasury yield interpolated from the 3 year and 5 year U.S. Treasury bonds.

Simulated Business Inputs include: the probability of down-round financing which was estimated to be 25% for
simulated equity values below the down-round financing cut-off point.

Simulated Technical Inputs include: our equity value in periods 1-10 follows a geometric Brownian motion and is
simulated over 10 independent six-month periods; a down-round financing event was randomly simulated in an
iteration based on the 25% discrete probability of a down-round financing for those iterations where our simulated
equity value at the expected timing of down-round financing was below the down-round financing cut-off point.

During the three months ended September 30, 2012, the changes in the fair value of the liability measured using
significant unobservable inputs (Level 3) was comprised of the following:

Dollars in Thousands

For the Three
Months Ended
September 30, 2012

Beginning balance at June 30, 2012 $2,100

Total gains or losses:

Recognized in earnings —

Balance at September 30, 2012 $2,100

During the nine months ended September 30, 2012, the changes in the fair value of the liability measured using
significant unobservable inputs (Level 3) was comprised of the following:

Dollars in Thousands

For the Nine Months
Ended
September 30, 2012
Beginning balance $3,100
Total gains or losses:
Recognized in earnings (1,000 )
Balance at September 30, 2012 $2,100

Preferred Stock Warrant Liability and Conversion Feature

Prior to November 2011, we were required to record our 5.2 million of preferred stock warrants and the preferred
stock's conversion feature at their respective fair values at each reporting date and changes were recorded as an
adjustment to earnings. The gains or losses included in earnings were reported in other income (expense) in our
Statement of Operations.

Due to a change in terms we are no longer required to recognize the preferred stock warrant and preferred stock
conversion feature as liabilities. They were reclassified into stockholders' equity as of the date of the amended
agreement.

The preferred stock warrant liability and preferred stock conversion feature were considered Level 3 financial
instruments and were valued using the Black Scholes call option pricing formula, which approximates a binomial
model for the preferred stock conversion feature. This method is among the most common and widely used valuation
approaches for call options. The model relates an option's value to five variables: the current price of the underlying
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asset, the strike price of the option, the time to expiration or exercise of the option, a risk free interest rate, and the

volatility of the underlying asset.

The following assumptions were used in the September 30, 2011 valuation of the preferred stock conversion feature:
the closing share price of our common stock for the quarter ended September 30, 2011 discounted 15% due to the lack
of marketability and liquidity, an exercise price of $0.39, expected term of 4.25 years, risk-free interest rate of 0.96%
based on a five year U.S. Treasury bond and volatility of 103%.
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The following assumptions were used in the September 30, 201 1valuation of the preferred stock warrants: an exercise
price of $2.32, expected term of 1.5 years, risk-free interest rate of 0.25% based on a two year U.S. Treasury and
volatility of 50%.

During the three months ended September 30, 2011, the changes in the fair value of the liabilities measured using
significant unobservable inputs (Level 3) were comprised of the following:

Dollars in Thousands
For the three months ended
September 30, 2011

Preferred Preferred
Stock Stock Total
Conversion Warrant
Feature Liability
Beginning balance at June 30, 2011 $7,600 $3,000 $10,600
Total gains or losses:
Recog