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The information in this prospectus is not complete and may be changed. We may not sell these securities until the registration statement filed with the Securities and
Exchange Commission is effective. This prospectus is not an offer to sell these securities and we are not soliciting an offer to buy these securities in any state where
the offer or sale is not permitted.

PROSPECTUS (Subject to Completion)

Issued , 2013
Shares
veracyte.
COMMON STOCK
Veracyte, Inc. is offering shares of its common stock. This is our initial public offering and no public market currently exists for our shares. We anticipate
that the initial public offering price of our common stock will be between $ and $ per share.

We intend to apply to list our common stock on The NASDAQ Global Market under the symbol "VCYT".

We are an "emerging growth company" under applicable Securities and Exchange Commission rules and will be subject to reduced public company reporting
requirements for this prospectus and future filings.

Investing in our common stock involves risks. Please see "Risk Factors" beginning on page 10.

PRICE$ ASHARE

Underwriting
Price to Discounts and Proceeds to
Public Commissions Company
Per Share 3 $ $
Total $ $ $
We have granted the underwriters the right to purchase up to an additional shares of common stock to cover over-allotments.

The Securities and Exchange Commission and state securities regulators have not approved or disapproved these securities, or determined if this prospectus is truthful
or complete. Any representation to the contrary is a criminal offense.

The underwriters expect to deliver the shares of common stock to purchasers on , 2013.
MORGAN STANLEY LEERINK SWANN
WILLIAM BLAIR COWEN AND COMPANY

, 2013
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You should rely only on the information contained in this prospectus and any free writing prospectus we have prepared. We have not, and the underwriters have
not, authorized anyone to provide you with information or make any representations different from or in addition to those contained in this prospectus or any free
writing prospectus we have prepared. We and the underwriters take no responsibility for and can provide no assurance as to the reliability of any other information that
others may give you. We are offering to sell shares of common stock and seeking offers to buy shares of our common stock only in jurisdictions where offers and sales
are permitted. The information contained in this prospectus is accurate only as of the date of this prospectus, regardless of the time of delivery of this prospectus or any
sale of the common stock. Our business, financial condition, results of operations and prospectus may have changed since that date.

Until , 2013 (25 days after commencement of this offering), all dealers that effect transactions in these securities, whether or not
participating in this offering, may be required to deliver a prospectus. This is in addition to the dealers' obligation to deliver a prospectus when acting as
underwriters and with respect to their unsold allotments or subscriptions.

For investors outside the United States: We have not, and the underwriters have not, done anything that would permit this offering or possession or distribution of
this prospectus or any free writing prospectus we may provide to you in connection with this offering in any jurisdiction where action for that purpose is required,
other than in the United States. You are required to inform yourselves about and to observe any restrictions relating to this offering and the distribution of this
prospectus and any such free writing prospectus outside of the United States.




Table of Contents

PROSPECTUS SUMMARY

This summary highlights information contained in greater detail elsewhere in this prospectus. This summary is not complete and does not contain all of t!
information you should consider in making your investment decision. You should read the entire prospectus carefully before making an investment in our commc
stock. You should carefully consider, among other things, our financial statements and the related notes and the sections entitled "Risk Factors" and "Management
Discussion and Analysis of Financial Condition and Results of Operations" included elsewhere in this prospectus.

Overview

We are a diagnostics company pioneering the field of molecular cytology to improve patient outcomes and lower healthcare costs. We specifically target diseas:
that often require invasive procedures for an accurate diagnosis — diseases where many healthy patients undergo costly interventions that ultimately prove unnecessar
We improve the accuracy of diagnosis at an earlier stage of patient care by deriving clinically actionable genomic information from cytology samples collected in ¢
outpatient setting. Our first commercial solution, the Afirma Thyroid FNA Analysis, includes as its centerpiece our Gene Expression Classifier, which we refer to :
the GEC. The GEC helps physicians reduce the number of unnecessary surgeries by employing a proprietary 142-gene signature to preoperatively determine wheth
thyroid nodules previously classified by cytopathology as indeterminate can be reclassified as benign. We have demonstrated the clinical utility and cost effectivene
of the GEC in studies published in peer-reviewed journals and established the clinical validity of the GEC in a study published in The New England Journal «
Medicine in 2012.

Since we commercially launched Afirma in January 2011, we have processed over 50,000 fine needle aspiration, or FNA, samples for evaluation using Afirn
and performed more than 10,000 GECs to resolve indeterminate cytopathology results. We have obtained positive coverage decisions from Aetna, Humana, Medica
and UnitedHealthcare. Collectively, these payers represent more than 100 million covered lives. Additionally, we have entered into a global co-promotion agreeme
with Genzyme Corporation, a subsidiary of Sanofi. Our revenue has increased from $2.6 million in 2011 to $17.1 million for the trailing twelve months endir
June 30, 2013.

For decades, pathologists have diagnosed complex diseases by evaluating cells taken from a surgical tissue sample. More recently, molecular diagnostic tests th
analyze the genomic material in these samples have emerged as an important complement to surgical pathology by predicting outcomes and guiding treatme
decisions. Both approaches, however, typically require relatively large quantities of tissue that must be obtained through an invasive surgical procedur
Cytopathology, which relies on small samples such as FNAs collected in an outpatient setting, is often the first step in the diagnostic process because it offers
minimally invasive and cost-effective alternative to surgery. However, cytology samples tend to be small and non-uniform, which contributes to a relatively high ra
of diagnostic ambiguity and results in many patients undergoing surgery to obtain an accurate diagnosis. Molecular diagnostics broadly used today are not designed
reduce this ambiguity.

We are building our molecular cytology business by developing molecular diagnostics that yield clinically actionable genomic information from cytolog
samples, as opposed to surgical tissue samples. Molecular cytology identifies genomic signatures from cytology samples to inform clinical decisions pre-operativel
We believe molecular cytology has the potential to improve patient care while simultaneously lowering costs to the healthcare system in a broad range of are:
including thyroid, pulmonology, dermatology and reproductive endocrinology. Based on our internal analysis and third-party data, we believe molecular diagnost
solutions to address these markets could represent an approximately $4.0 billion opportunity.

Our strategy is to focus on diseases where a large number of patients undergo invasive and costly diagnostic procedures that could be avoided with a mo
accurate diagnosis from a cytology sample taken pre-operatively. In prioritizing our opportunities, we develop a detailed understanding of the unmet
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clinical need and the shortcomings of the current standard of care. We define the precise clinical question in these diseases that, if informed by genomic informatio
would alter the standard of care in a way that improves patient outcomes while reducing costs in both the short- and long-term. Only then do we deploy our scientif
expertise in biomarker discovery and algorithm development to derive a genomic signature that provides meaningful diagnostic information.

We developed our first commercial offering, Afirma, to address a significant unmet need in thyroid nodule diagnosis. Thyroid nodules, or bumps under the skin «
the neck around the thyroid gland, are usually benign; however, patients with nodules are generally referred to an endocrinologist for evaluation. Endocrinologis
typically collect cells from the nodule for cytopathology with an FNA and send these samples to a cytopathologist for analysis. Approximately 525,000 thyroid FN/
were performed in the United States in 2011. Typically, 15% to 30% of FNAs yield indeterminate results, meaning they cannot be diagnosed as definitively benign «
malignant by cytopathology alone. Because the risk of malignancy is approximately 25% for an indeterminate diagnosis, clinical practice guidelines have historical
recommended patients with indeterminate cytopathology results undergo surgery to remove part or all of their thyroid to obtain an accurate pathology diagnosi
However, in 70% to 80% of these cases, the thyroid nodule proves to be benign for cancer. We estimate the average cost of this surgery to be $15,000, and surgery c:
result in complications and leave a patient in need of hormone replacement therapy for life. We believe Afirma, if fully adopted, could result in over $500 million
direct cost savings to the healthcare system over five years.

Afirma is a comprehensive solution that consists of cytopathology and the GEC. The GEC reduces the number of unnecessary diagnostic surgeries by analyzir
the genomic signature of FNA samples judged to be indeterminate by cytopathology and reclassifies about 50% of those nodules to a benign diagnosis. In The Ne
England Journal of Medicine clinical validation study for the GEC, the study authors concluded that the GEC could be useful to physicians in making importa
patient care decisions, such as recommending watchful waiting in lieu of diagnostic surgery for patients who receive a GEC benign result following indetermina
cytopathology findings. A subsequent clinical utility study published in Thyroid covered 368 patients from 51 different endocrinologists. Each of these patients he
both a cytopathology indeterminate result and a GEC benign result. The study found that physicians recommended surgery in only 7.6% of these cases, representing
90% reduction in surgeries when compared to the historical average for patients with cytopathology indeterminate results alone. We believe the GEC is currently tt
only diagnostic test that meets the criteria of the National Comprehensive Cancer Network, or NCCN, for safely monitoring patients with indeterminate cytopatholog
results in lieu of surgery.

In addition to thyroid cancer, there are many other complex diseases in which cytology samples play a critical role in clinical decision making. As with thyro
nodule diagnosis, inherent ambiguity in evaluation of cytopathology samples often results in unnecessary costs and procedures that would be avoidable if a molecul
diagnostic test could refine diagnoses reached by cytopathology alone. We are currently developing the Afirma Malignant GEC test for rare forms of thyroid cancer
metastases to the thyroid that is intended to better inform surgical strategy. We are also in late biomarker discovery in interstitial lung disease, a group of lung diseas:
affecting the tissue and space around the microscopic air sacs of the lungs that are difficult to diagnose prior to surgery. Specifically, we intend to improve the accurac
of diagnosis of idiopathic pulmonary fibrosis, one of the more progressive, often fatal, interstitial lung diseases, and to provide critical information to physicians ar
patients as they decide whether to pursue potentially lifesaving treatments or participate in clinical studies.

Company Highlights

Clinically validated solution with demonstrated utility and significant payer adoption. We have demonstrated the benefits of Afirma in multip
clinical studies that have been published in leading peer-reviewed publications. As a result of Afirma's demonstrated utility and our managed care
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expertise, we have obtained positive coverage decisions from a range of payers, including Aetna, Humana, Medicare and UnitedHealthcare.

: Large, underserved specialty markets. Approximately 525,000 thyroid FNAs were performed in the United States in 2011, by an estimated 3,5(
endocrinologists whom we believe specialize in thyroid disease. We estimate the thyroid nodule diagnostic market to be approximately $500 millic
per year in the United States and approximately $300 million outside of the United States. We believe we can effectively market Afirma with a sme
specialty sales force, in part because Afirma represents a significant innovation in the underserved thyroid cancer diagnostic market. Because Afirn
represents a significant innovation for this underserved and relatively concentrated base of physicians, we believe we can effectively market Afirn
with a small specialty sales force.

. Turnkey solution that drives customer retention. We market Afirma as a comprehensive offering that combines cytopathology with the GEC. Afirn
simplifies the diagnostic process for physicians while optimizing utilization of our molecular diagnostic to maximize clinical benefits for patients ar
cost savings for payers. We believe these characteristics are key drivers of a physician's decision to convert their existing FNA protocol to Afirm
Since we commercially launched Afirma in 2011, more than 80% of physicians who ordered five or more Afirma tests in 2011 remain customers toda
As aresult, our targeted sales force devotes fewer resources to maintaining business with our existing base of physicians and instead focuses on drivir
adoption of Afirma among new customers. We intend to duplicate this model with solutions we develop for other diseases.

. Demonstrated core competencies leverageable across multiple products. We successfully advanced Afirma from the concept stage in early 2008 to
commercial product with broad physician and payer adoption today. We believe our expertise in disease selection, genomic signature discovery, clinic
study design, commercialization and managed care, all of which we have demonstrated with the success of Afirma, will allow us to establish molecul
cytology solutions in a range of diseases.

y Product pipeline with multiple high-value solutions. We believe we are well-positioned to introduce multiple new products in the near- and mediun
term. In the second quarter of 2014, we plan to introduce the Afirma Malignant GEC, our first product line extension for Afirma, to guide surgic
strategy for the treatment of medullary thyroid cancer and other rare and metastatic forms of thyroid cancer. We plan to commercialize our first produ
for interstitial lung disease in 2016 and believe this product will serve as the foundational application to expand our molecular cytology platform to tt
treatment of lung disease.

Our Solution

We are pioneering the field of molecular cytology by developing molecular diagnostics that yield clinically actionable genomic information from cytolog
samples. Molecular cytology combines the screening benefits of a minimally invasive cytology sample with genomic information to inform disease diagnosis
treatment decisions pre-operatively. We focus on diseases in which a large number of patients undergo invasive and costly diagnostic procedures that could be avoide
with a more accurate diagnosis from a cytology sample taken prior to surgery. Positioning our test as an alternative to an invasive procedure allows us to efficient
validate the accuracy of our diagnostic test by comparing our test results to those obtained using the more invasive approach. Armed with clinical data that suppor
the use of molecular cytology in lieu of a more invasive or costly procedure, we believe we are well-positioned to support clinical studies that demonstrate how o
products change the standard of care, improve patient outcomes and reduce costs.

In contrast to molecular diagnostics developed for surgical tissue, we have developed the expertise to solve many of the technical challenges associated wi
generating analytically valid and clinically relevant genomic information from smaller, heterogeneous cytology samples. To this end, we use a whole-genomn
approach for gene selection and proprietary machine-learning algorithms with statistical methods to identify the genomic signature that achieves the desire
performance.




Table of Contents

Afirma

Our Strategy

is our first commercial solution based on our molecular cytology platform. We drive physician adoption and retention by marketing Afirma as tl

centerpiece of a comprehensive solution for improved disease diagnosis, which allows our offering to seamlessly integrate into a physician's practice workflow. W
offer Afirma to physicians as a turnkey solution that combines cytopathology for every patient with our molecular diagnostic test when cytopathology yielc
ambiguous results. Our solution includes a complete patient report that guides decision making. By integrating disparate diagnostic procedures into one comprehensiy
offering, we can simplify and improve the diagnostic process for physicians and their patients while optimizing utilization of our molecular diagnostics to maximi:
clinical benefits and cost savings. We intend to duplicate this model with solutions we develop for other diseases.

Our capabilities in managed care and claims adjudication are essential to our success in obtaining positive coverage decisions and reimbursement. Our integrate
team combines expertise in advocating for positive coverage decisions with specific insights into what tactical steps will maximize reimbursement from each payer. £
a result, we have developed detailed knowledge of the intricacies of specific payer practices and requirements, which informs our strategy across disease selectio
clinical study design, marketing and sales.

Advantages of Afirma FNA Analysis for Stakeholders

Benefits for patients. With the GEC, approximately half of the patients with indeterminate cytology results may avoid unnecessary, invasive diagnost
surgery. Patients who obtain an Afirma benign result avoid the potential for surgery-related complications, the effects of life-long hormone replaceme
therapy and the associated costs. We estimate that approximately 115,000 FNAs performed in the United States in 2011 yielded an indeterminate resu

Benefits for physicians. Afirma enables every physician, regardless of practice setting, to offer his or her patients access to advanced technology for t}
diagnosis and management of thyroid nodules. Afirma does not introduce any new steps into the physician's patient-care routine and often simplifi
their workflow. In addition, our cytopathology provider, Thyroid Cytology Partners, is a specialized practice focused solely on performing thyro
FNAs and meets high-quality standards with short turnaround times.

Benefits for payers. Payers differentiate themselves by offering their insured the most advanced care available in medicine. However, payers are als
under increased pressure to contain rising healthcare costs. Afirma allows payers to provide advanced care at a cost lower than the current standard
care. The first peer-reviewed economic impact study, published in the Journal of Clinical Endocrinology and Metabolism, concluded that routine use «
the GEC in the United States would prevent tens of thousands of surgeries each year. Based on our estimate of the average cost of surgery of $15,000
well as clinical utility studies, we believe full adoption of Afirma would result in over $500 million in direct cost savings to the healthcare system ov:
five years.

Our goal is to resolve diagnostic ambiguity pre-operatively, allowing patients to avoid unnecessary procedures and generating significant cost savings for tl
healthcare system.

Our strategy includes the following key elements:

Accelerate the growth of Afirma by expanding our base of prescribing physicians and achieving broader reimbursement.
Market our novel molecular diagnostic tests as the centerpiece of a comprehensive patient-care solution.

Drive cost and capital efficiencies by offering turnkey solutions to physicians in specialty markets.
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Unless the context indicates otherwise, as used in this prospectus, the terms "Veracyte," "Company," "we,
Afirma are our trademarks. This prospectus also contains trademarks and trade names that are the property of their respective owners. We do not intend our use
display of other companies' trade names, trademarks or service marks to imply relationships with, or endorsements or sponsorship of us by, these other companies.

Broaden our addressable market in endocrinology by leveraging our thyroid expertise to introduce new products.

Capitalize on our demonstrated core competencies to expand molecular cytology to additional diseases.

Risks Associated with Our Business

Our business is subject to numerous risks and uncertainties, including those identified in "Risk Factors" immediately following this prospectus summary. Yc
should read these risks before you invest in our common stock. We may be unable, for many reasons, including those that are beyond our control, to implement o
business strategy. In particular, risks associated with our business include:

We are an early-stage company with a history of losses, and we expect to incur net losses for the foreseeable future and may never achieve or susta
profitability.

Our financial results depend solely on sales of Afirma, and we will need to generate sufficient revenue from this and other diagnostic solutions to gro
our business.

We depend on Medicare, Aetna and UnitedHealthcare for a significant portion of our revenue and if one or more significant payers stop providir
reimbursement or decrease the amount of reimbursement for our tests, our revenue could decline.

If payers do not provide reimbursement, rescind or modify their reimbursement policies or delay payments for our tests, or if we are unable -
successfully negotiate reimbursement contracts, our commercial success could be compromised.

We may experience limits on our revenue if physicians decide not to order Afirma.
The success of our relationship with Genzyme to co-promote Afirma may have a significant effect on our business.
Because we do not recognize a significant portion of our revenue on an accrual basis, our quarterly operating results are likely to fluctuate.

We rely on sole suppliers for some of the reagents, equipment, chips and other materials used in Afirma, and we may not be able to find replacemen
or transition to alternative suppliers.

We depend on a specialized cytopathology practice to perform the cytopathology component of Afirma, and our ability to perform our diagnost
solution would be harmed if we were required to secure a replacement.

If we are unable to support demand for Afirma or any of our future products or solutions, our business could suffer.

If the FDA were to begin regulating our tests, we could incur substantial costs and delays associated with trying to obtain premarket clearance ¢
approval.

Corporate Information

We were incorporated in Delaware as Calderome, Inc. in August 2006. Calderome operated as an incubator until early 2008. We changed our name -
Veracyte, Inc. in March 2008. Our principal executive offices are located at 7000 Shoreline Court, Suite 250, South San Francisco, California 94080 and our telephor
number is (650) 243-6300. Our website address is www.veracyte.com. We do not incorporate the information on, or accessible through, our website into th
prospectus, and you should not consider any information on, or accessible through, our website as part of this prospectus.

us" and "our" refer to Veracyte, Inc. Veracyte ar
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Common stock offered by us
Common stock to be outstanding after this offering

Over-allotment option

Use of proceeds

Risk factors

Proposed NASDAQ Global Market symbol

converted basis, and excludes:

per share;

THE OFFERING
shares
shares ( shares if the underwriters exercise their over-allotment option in full)

We have granted to the underwriters the option, exercisable for 30 days from the date of this prospectu
to purchase up to additional shares of common stock.

We intend to use the net proceeds received by us from this offering for working capital and general
corporate purposes, including continued investments in research and development and in the growth o
our business. In addition, we may use a portion of the net proceeds from this offering for acquisitions
complementary businesses, technologies or other assets. However, we do not have agreements for any
material acquisitions at this time. See "Use of Proceeds".

See "Risk Factors" beginning on page 10 and the other information included in this prospectus for a
discussion of factors you should consider carefully before deciding to invest in our common stock.

VCYT

The number of shares of common stock that will be outstanding after this offering is based on 63,704,170 shares outstanding as of June 30, 2013, on an a

9,681,245 shares of common stock issuable upon the exercise of options outstanding as of June 30, 2013, at a weighted average exercise price of $0.7

. 99,206 shares of common stock issuable upon the exercise of warrants to purchase Series C preferred stock, which will become exercisable for shart
of common stock upon conversion of our Series C preferred stock into common stock immediately prior to the completion of this offering, with «
exercise price of $1.89 per share; and

. 574,821 shares of common stock reserved for future issuance under our 2008 Stock Plan and shares of common stock, subject to increat
on an annual basis, reserved for future issuance under our 2013 Stock Incentive Plan, which will become effective in connection with this offering.

Unless otherwise indicated, all information in this prospectus assumes:

that our restated certificate of incorporation, which we will file in connection with the completion of this offering, is in effect;
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N the conversion of all outstanding shares of our convertible preferred stock into an aggregate of 59,989,268 shares of common stock immediately prir
to the completion of this offering; and

. no exercise by the underwriters of their over-allotment option to purchase up to additional shares of common stock from us.
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SUMMARY FINANCIAL DATA

The following summary financial data should be read together with our financial statements and related notes, "Selected Financial Data" and "Management
Discussion and Analysis of Financial Condition and Results of Operations" appearing elsewhere in this prospectus. The summary statements of operations data for tt
years ended December 31, 2011 and 2012 and the six months ended June 30, 2012 and 2013, and the balance sheet data as of June 30, 2013 have been derived fro
our audited financial statements and unaudited interim condensed financial statements included elsewhere in this prospectus. Historical results are not necessari
indicative of the results that may be expected in the future and results of interim periods are not necessarily indicative of the results for the entire year.

Six Months Ended
Year Ended December 31, June 30,
2011 2012 2012 2013
(In thousands, except share and per share data)
(Unaudited)
Statements of Operations Data:
Revenue $ 2,645 $ 11,628 $ 3,947 $ 9,452
Operating expenses:
Cost of revenue(P) 2,925 7,584 3,000 6,004
Research and development™®) 6,680 6,608 3,158 3,912
Selling and marketing®) 2,934 8,447 3,045 5,318
General and administrative(") 5,372 7,918 3,618 5,528
Total operating expenses(!) 17,911 30,557 12,821 20,762
Loss from operations (15,266) (18,929) (8,874) (11,310)
Interest income 2 2 — —
Interest expense — — — 5)
Other income (expense), net 819 278 — (2,070)
Net loss $ (14,445) $ (18,649) $ (8,874) $  (13,385)
Net loss per common share, basic and diluted $ (6.23) $ (717) $ (3.48) $ 4.12)
Shares used in computing net loss per common share, basic and
diluted 2,320,252 2,601,352 2,553,287 3,250,863
Other Operating Data:
Fine needle aspirations (FNAs) received 6,402 25,890 9,535 23,181
1) Includes stock-based compensation as follows:
Six Months
Year Ended Ended
December 31, June 30,
2011 2012 2012 2013
(In thousands)
(Unaudited)
Cost of revenue $ 32 3 26 $ 16 $ 13
Research and development 130 131 48 103
Selling and marketing 77 111 52 76
General and administrative 227 407 174 297
Total stock-based compensation $ 466 $ 675 $ 290 $ 489
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As of June 30, 2013

Pro Forma
Actual Pro Forma As Adjusted
(In thousands)
(Unaudited)

Balance Sheet Data:
Cash and cash equivalents $ 20,683
Working capital 14,049
Total assets 27,159
Convertible preferred stock 79,025
Accumulated deficit (73,455)
Total stockholders' (deficit) equity (70,788)

The preceding table presents a summary of our unaudited balance sheet data as of June 30, 2013:

on an actual basis;

on a pro forma basis to give effect to the conversion of all outstanding shares of our convertible preferred stock into common stock immediately pric
to the completion of this offering; and

on a pro forma as adjusted basis to give further effect to the receipt of the estimated net proceeds from the sale of shares of commc
stock in this offering at a price of $ per share, the midpoint of the price range set forth on the cover page of this prospectus, and aft
deducting the estimated underwriting discounts and commissions and estimated expenses payable by us.

A $1.00 increase (decrease) in the assumed initial public offering price of $ per share, the midpoint of the price range set forth on the cover page of th
prospectus, would increase (decrease) each of cash and cash equivalents, working capital, total assets and total stockholders' equity (deficit) by $ millio
assuming that the number of shares offered as set forth on the cover page of this prospectus remains the same, and after deducting the estimated underwriting discoun
and commissions and estimated expenses payable by us. Each increase (decrease) of 1.0 million shares in the number of shares of common stock offered by us wou
increase (decrease) each of cash and cash equivalents, working capital, total assets and total stockholders' equity (deficit) by approximately $ millio
assuming a price of $ per share, the midpoint of the price range set forth on the cover page of this prospectus, and after deducting the estimated underwritir
discounts and commissions and estimated expenses payable by us. The pro forma as adjusted information discussed above is illustrative only and will be adjuste
based on the actual public offering price and other terms of this offering determined at pricing.
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RISK FACTORS

Investing in our common stock involves a high degree of risk. You should consider carefully the risks and uncertainties described below, together with all of the
other information in this prospectus, including our financial statements and related notes included elsewhere in this prospectus, before making an investment decision.
If any of the following risks is realized, our business, financial condition, results of operations and prospects could be materially and adversely affected. In that event,
the trading price of our common stock could decline and you could lose part or all of your investment.

Risks Related to Our Business
We are an early-stage company with a history of losses, and we expect to incur net losses for the foreseeable future and may never achieve or sustain profitability.

We have incurred net losses since our inception. For the years ended December 31, 2011 and 2012 and for the six months ended June 30, 2013, we had a net loss
of $14.4 million, $18.6 million and $13.4 million, respectively, and we expect to incur additional losses this year and in future years. As of June 30, 2013, we had an
accumulated deficit of $73.5 million. To date, we have generated only limited revenue, and we may never achieve revenue sufficient to offset our expenses. Over the
next several years, we expect to continue to devote substantially all of our resources to increase adoption of, and reimbursement for, Afirma and to develop future
diagnostic solutions. We may never achieve or sustain profitability, and our failure to achieve and sustain profitability in the future could cause the market price of our
common stock to decline.

Our financial results depend solely on sales of Afirma, and we will need to generate sufficient revenue from this and other diagnostic solutions to grow our
business.

All of our historical revenue has been derived from the sale of Afirma, which we commercially launched in January 2011. For the foreseeable future, we expect to
derive substantially all of our revenue from sales of Afirma. We are in various stages of research and development for other diagnostic solutions that we may offer, but
there can be no assurance that we will be able to identify other diseases that can be effectively addressed with our molecular cytology platform or, if we are able to
identify such diseases, whether or when we will be able to successfully commercialize these solutions. If we are unable to increase sales of Afirma, expand
reimbursement for Afirma, or successfully develop and commercialize other solutions, our revenue and our ability to achieve and sustain profitability would be
impaired, and the market price of our common stock could decline.

We depend on Medicare, Aetna and UnitedHealthcare for a significant portion of our revenue and if one or more significant payers stop providing reimbursement
or decrease the amount of reimbursement for our tests, our revenue could decline.

Reimbursement on behalf of patients covered by Medicare accounted for 34% and 35% of our revenue for the year ended December 31, 2012 and for the six
months ended June 30, 2013, respectively. UnitedHealthcare accounted for 12% and 14% of our revenue for the year ended December 31, 2012 and for the six months
ended June 30, 2013, respectively. Aetna accounted for 13% and 7% of our revenue for the year ended December 31, 2012 and for the six months ended June 30,
2013, respectively. Effective January 2012, Palmetto GBA, the regional Medicare administrative contractor, or MAC, that handled claims processing for Medicare
services with jurisdiction at that time, issued coverage and payment determinations on the GEC. On a five-year rotational basis, Medicare requests bids for its regional
MAC services. In mid-September 2013, Noridian Administrative Services is scheduled to succeed Palmetto as the MAC for our region. The change in the MAC
processing Medicare claims for the GEC could result in a change in the coverage or reimbursement rates for the GEC, or the loss of coverage. The transition to
Noridian could also result in delays in payments made to us on behalf of Medicare patients.
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We do not have a contracted rate of reimbursement with Aetna, Humana or UnitedHealthcare. Payers may suspend or discontinue reimbursement at any time,
may require or increase co-payments from patients, or may reduce the reimbursement rates paid to us. Any such actions could have a negative effect on our revenue.

If payers do not provide reimbursement, rescind or modify their reimbursement policies or delay payments for our tests, or if we are unable to successfully
negotiate reimbursement contracts, our commercial success could be compromised.

Physicians may not order our tests unless payers reimburse a substantial portion of the test price. There is significant uncertainty concerning third-party
reimbursement of any test incorporating new technology, including the GEC. Reimbursement by a payer may depend on a number of factors, including a payer's
determination that tests such as the GEC are:

. not experimental or investigational;

appropriate for the specific patient;

. cost-effective;
. supported by peer-reviewed publications; and
° included in clinical practice guidelines.

Since each payer makes its own decision as to whether to establish a policy or enter into a contract to reimburse our test, seeking these approvals is a time-
consuming and costly process.

We do not have a contracted rate of reimbursement with most payers. Without a contracted rate for reimbursement, our claims are often denied upon submission,
and we must appeal the claims. The appeals process is time consuming and expensive, and may not result in payment. In cases where there is not a contracted rate for
reimbursement, there is typically a greater co-insurance or co-payment requirement which may result in further delay or decreased likelihood of collection.

We expect to continue to focus substantial resources on increasing adoption of and coverage and reimbursement for Afirma. We believe it may take several years
to achieve coverage and contracted reimbursement with a majority of third-party payers. However, we cannot predict whether, under what circumstances, or at what
payment levels payers will reimburse for our test. If we fail to establish broad adoption of and reimbursement for our products, or if we are unable to maintain existing
reimbursement from payers, our ability to generate revenue could be harmed and our future prospects and our business could suffer.

We may experience limits on our revenue if physicians decide not to order Afirma.

If we are unable to create or maintain demand for Afirma in sufficient volume, we may not become profitable. To generate demand, we will need to continue to
educate physicians about the benefits and cost-effectiveness of Afirma through published papers, presentations at scientific conferences and one-on-one education by
our sales force. In addition, our ability to obtain and maintain adequate reimbursement from third-party payers will be critical to generating revenue.

Several existing guidelines and historical practices in the United States regarding indeterminate thyroid nodule FNA results recommend a full or partial surgical
thyroidectomy in most cases. Accordingly, physicians may be reluctant to order a diagnostic solution that may suggest surgery is unnecessary where several current
guidelines and historical practice have typically led to such procedures. Moreover, our diagnostic services are performed at our clinical reference laboratory rather than
by a pathologist in a local laboratory, so pathologists may be reluctant to support our services. In addition, guidelines for the diagnosis and treatment of thyroid
nodules may subsequently be revised to recommend another type of
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treatment protocol, and these changes may result in medical practitioners deciding not to use Afirma. These facts may make physicians reluctant to convert to using
Afirma, which could limit our ability to generate revenue and our ability to achieve profitability. To the extent international markets have existing practices and
standards of care that are different than those in the United States, we may face challenges with the adoption of Afirma outside the United States.

The success of our relationship with Genzyme to co-promote Afirma may have a significant effect on our business.

We sell Afirma in the United States through our internal sales team and through our co-promotion agreement with Genzyme Corporation. We are also working
with Genzyme to begin selling Afirma in certain countries outside of the United States. Under the agreement, we are required to pay Genzyme a co-promotion fee that
is equal to a percentage of our cash receipts from Afirma. The percentage is currently 40% and will decrease to 32% in March 2014 and thereafter. Our agreement with
Genzyme expires in 2027 and either party may terminate the agreement at any time without cause and with six months prior notice. If we were to terminate the
agreement without cause prior to January 2014, we would be required to repay 50% of the $10.0 million fee we received from Genzyme. Such percentage would be
reduced to 40% of such fee if we were to terminate the agreement between January 2014 and January 2015, and 30% of such fee if we were to terminate the agreement
between January 2015 and January 2016. We have also granted Genzyme a right of first offer to co-promote any future thyroid cancer product that we commercialize.
If Genzyme does not commit the necessary resources to market and sell Afirma to the level of our expectations, or if they terminate the agreement, we may not realize
the benefits of this relationship, and our ability to generate revenue in the future may be harmed. If our agreement with Genzyme were terminated, we would have to
hire additional sales personnel to support the growth of Afirma and any other thyroid product we agree to co-promote with Genzyme. Any such termination may also
delay our entry into international markets.

Because we do not recognize a significant portion of our revenue on an accrual basis, our quarterly operating results are likely to fluctuate.

We currently recognize the majority of our revenue upon the earlier of receipt of third-party payer notification of payment or when cash is received. We have little
visibility as to when we will receive payment for our diagnostic test, and we must appeal negative payment decisions, which delays collections. These factors will
likely result in fluctuations in our quarterly revenue. As a result, comparing our operating results on a period-to-period basis may not be meaningful. You should not
rely on our past results as an indication of our future performance. In addition, these fluctuations in revenue may make it difficult for us, research analysts and
investors to accurately forecast our revenue and operating results. If our revenue or operating results fall below expectations, the price of our common stock would
likely decline.

We rely on sole suppliers for some of the reagents, equipment, chips and other materials used in Afirma, and we may not be able to find replacements or transition
to alternative suppliers.

We rely on sole suppliers, such as NuGEN Technologies, Inc. and Affymetrix, Inc., for critical supply of reagents, equipment, chips and other materials that we
use to perform the GEC. All of these items are unique to these suppliers. While we have developed alternate sourcing strategies for these materials, we cannot be
certain whether these strategies will be effective or the alternative sources will be available when we need them. If these suppliers can no longer provide us with the
reagents, equipment, chips, and other materials used in processing the GEC, if the materials do not meet our quality specifications, or if we cannot obtain acceptable
substitute materials, an interruption in test processing could occur. Any such interruption may significantly affect our future revenue and harm our customer relations
and reputation. In addition, in order to mitigate these risks, we may need to maintain inventories of these supplies at higher levels than would be the case if multiple
sources of supply were available.
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We depend on a specialized cytopathology practice to perform the cytopathology component of Afirma, and our ability to perform our diagnostic solution would be
harmed if we were required to secure a replacement.

We rely on Thyroid Cytology Partners, P.A., or TCP, with whom we have entered into an agreement to provide cytopathology professional diagnoses on thyroid
FNA samples at a fixed price per test. We have also agreed to allow TCP to co-locate in a portion of our facilities in Austin, Texas. Our agreement with TCP is
effective until December 2015 and thereafter automatically renews every year unless either party provides notice of intent not to renew.

If TCP were not able to support our current test volume or future increases in test volume or to provide the quality of services we require, or if we are unable to
agree on commercial terms and our relationship with TCP were to terminate, our business would be harmed until we are able to secure the services of another
cytopathology provider. There can be no assurance that we would be successful in finding a replacement that would be able to conduct cytopathology diagnoses at the
same volume or with the same high-quality results as TCP. Locating another suitable cytopathology provider could be time consuming and would result in delays in
processing tests until a replacement was fully integrated with our test processing operations.

If we are unable to support demand for Afirma or any of our future products or solutions, our business could suffer.

As demand for Afirma or any of our future products or solutions grows, we will need to continue to scale our testing capacity and processing technology, expand
customer service, billing and systems processes and enhance our internal quality assurance program. We will also need additional certified laboratory scientists and
other scientific and technical personnel to process higher volumes of our tests. We cannot assure you that any increases in scale, related improvements and quality
assurance will be successfully implemented or that appropriate personnel will be available. Failure to implement necessary procedures, transition to new processes or
hire the necessary personnel could result in higher costs of processing tests or inability to meet demand. There can be no assurance that we will be able to perform our
testing on a timely basis at a level consistent with demand, or that our efforts to scale our operations will not negatively affect the quality of test results. If we
encounter difficulty meeting market demand or quality standards, our reputation could be harmed and our future prospects and our business could suffer.

If the FDA were to begin regulating our tests, we could incur substantial costs and delays associated with trying to obtain premarket clearance or approval.

Clinical laboratory tests like Afirma are regulated under the Clinical Laboratory Improvement Amendments of 1988, or CLIA, as well as by applicable state laws.
Most laboratory developed tests, or LDTs, are not currently subject to FDA regulation, although reagents, instruments, software or components provided by third
parties and used to perform LDTs may be subject to regulation. We believe that Afirma is an LDT. As a result, we believe Afirma should not be subject to regulation in
accordance with the FDA's current policy of exercising enforcement discretion regarding LDTs.

From time to time, the FDA has indicated that it was revisiting its current policy of enforcement discretion and planned to issue guidance that, when finalized,
would adopt a risk-based framework that would increase FDA oversight of LDTs. In July 2010, the FDA convened a public meeting to discuss such a risk-based
framework. Legislative proposals addressing oversight of LDTs were introduced in the previous two Congresses and we expect that new legislative proposals will be
introduced from time to time. We cannot provide any assurance that FDA regulation, including premarket review, will not be required in the future for our tests,
whether through additional guidance issued by the FDA, new enforcement policies adopted by the FDA or new legislation enacted by Congress. It is possible that
legislation will be enacted into law or guidance could be issued by the FDA which may result in increased regulatory burdens for us to continue to offer our tests or to
develop and introduce new tests. We cannot predict the timing or content of future legislation enacted or guidance issued regarding LDTs, or how it will affect our
business.
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In June 2011, the FDA issued draft guidance regarding "Commercially Distributed In Vitro Diagnostic Products Labeled for Research Use Only or Investigational
Use Only". To date, the FDA has not issued final research-use only guidance. We cannot predict the ultimate timing or form of any such guidance or regulation and or
the potential effect on Afirma, our tests in development or the materials used to perform our tests. While we qualify all materials used in our tests according to CLIA
regulations, we cannot be certain that the FDA would not promulgate rules or issue guidance documents that could affect our ability to purchase materials necessary
for the performance of our tests. Should any of the reagents, instruments, software or components obtained by us from suppliers and used in conducting our tests be
affected by future regulatory actions, our business could be adversely affected by those actions, including increasing the cost of testing or delaying, limiting or
prohibiting the purchase of reagents, instruments, software or components necessary to perform testing.

If FDA premarket review or approval is required for Afirma or any of our future tests we may develop, or we decide to voluntarily pursue FDA review or
approval, we may be forced to stop selling our tests or we may be allowed to keep selling our tests while we work to obtain FDA approval. Our business would be
negatively affected until such review is completed and clearance to market or approval is obtained. The regulatory approval process may involve, among other things,
successfully completing additional clinical studies and submitting premarket notification or filing a premarket approval application with the FDA. If premarket review
is required by the FDA or if we decide to voluntarily pursue FDA premarket review of our tests, there can be no assurance that Afirma or any tests we may develop in
the future will be cleared or approved on a timely basis, if at all, nor can there be assurance that labeling claims will be consistent with our current claims or adequate
to support continued adoption of and reimbursement for our tests. If our tests are allowed to remain on the market but there is uncertainty in the marketplace about our
tests, if they are labeled investigational by the FDA, or if labeling claims the FDA allows us to make are limited, orders may decline and reimbursement may be
adversely affected. Ongoing compliance with FDA regulations would increase the cost of conducting our business, and subject us to heightened regulation by the FDA
and penalties for failure to comply with these requirements.

We may be unable to manage our future growth effectively, which could make it difficult to execute our business strategy.

In addition to the need to scale our testing capacity, future growth will impose significant added responsibilities on management, including the need to identify,
recruit, train and integrate additional employees. In addition, rapid and significant growth may place strain on our administrative and operational infrastructure. Our
ability to manage our business and growth will require us to continue to improve our operational, financial and management controls, reporting systems and
procedures. We have only recently installed a new, internally developed data warehouse, which is critical to our ability to track our diagnostic services and patient
reports delivered to physicians, as well as to support our financial reporting systems. The time and resources required to optimize these systems is uncertain, and
failure to complete optimization in a timely and efficient manner could adversely affect our operations. If we are unable to manage our growth effectively, it may be
difficult for us to execute our business strategy and our business could be harmed.

Billing for our diagnostic solution is complex, and we must dedicate substantial time and resources to the billing process to be paid for our tests.

Billing for clinical laboratory testing services is complex, time consuming and expensive. Depending on the billing arrangement and applicable law, we bill
various payers, including Medicare, insurance companies and patients, all of which have different billing requirements. We generally bill third-party payers for our
diagnostic solution and pursue reimbursement on a case-by-case basis where pricing contracts are not in place. To the extent laws or contracts require us to bill patient

co-payments or co-insurance, we must also comply with these requirements. We may also face increased risk in our
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collection efforts, including potential write-offs of doubtful accounts and long collection cycles, which could adversely affect our business, results of operations and
financial condition.

Several factors make the billing process complex, including:

. differences between the list price for Afirma and the reimbursement rates of payers;

* compliance with complex federal and state regulations related to billing Medicare;

. disputes among payers as to which party is responsible for payment;

. differences in coverage among payers and the effect of patient co-payments or co-insurance;

differences in information and billing requirements among payers;
. incorrect or missing billing information; and
. the resources required to manage the billing and claims appeals process.

Additionally, our billing activities require us to implement compliance procedures and oversight, train and monitor our employees, challenge coverage and
payment denials, assist patients in appealing claims, and undertake internal audits to evaluate compliance with applicable laws and regulations as well as internal
compliance policies and procedures. Payers also conduct external audits to evaluate payments, which add further complexity to the billing process. These billing
complexities, and the related uncertainty in obtaining payment for our diagnostic solution, could negatively affect our revenue and cash flow, our ability to achieve
profitability, and the consistency and comparability of our results of operations.

We rely on a third party to transmit claims to payers, and any delay in transmitting claims could have an adverse effect on our revenue.

While we manage the overall processing of claims, we rely on a third-party provider to transmit the actual claims to payers based on the specific payer billing
format. We have previously experienced delays in claims processing when our third-party provider made changes to its invoicing system, and again when it did not
submit claims to payers within the timeframe we require. If claims for Afirma are not submitted to payers on a timely basis, or if we are required to switch to a
different provider to handle claim submissions, we may experience delays in our ability to process these claims and receipt of payments from payers, which would
have an adverse effect on our revenue and our business.

International expansion of our business exposes us to business, regulatory, political, operational, financial and economic risks associated with doing business
outside of the United States.

Our business strategy includes international expansion, primarily through our co-promotion agreement with Genzyme, and may include establishing and
maintaining physician outreach and education capabilities outside of the United States and expanding our relationships with international payers. Doing business
internationally involves a number of risks, including:

* multiple, conflicting and changing laws and regulations such as tax laws, privacy laws, export and import restrictions, employment laws, regulatory
requirements and other governmental approvals, permits and licenses;

. failure by us to obtain regulatory approvals where required for the use of our solution in various countries;
. complexities associated with managing multiple payer reimbursement regimes, government payers or patient self-pay systems;
* logistics and regulations associated with shipping tissue samples, including infrastructure conditions and transportation delays;
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. limits on our ability to penetrate international markets if we are not able to process tests locally;

° financial risks, such as longer payment cycles, difficulty collecting accounts receivable, the effect of local and regional financial crises on demand and
payment for our solution and exposure to foreign currency exchange rate fluctuations;

. natural disasters, political and economic instability, including wars, terrorism, and political unrest, outbreak of disease, boycotts, curtailment of trade
and other business restrictions; and

. regulatory and compliance risks that relate to maintaining accurate information and control over activities that may fall within the purview of the
Foreign Corrupt Practices Act of 1977, its books and records provisions or its anti-bribery provisions.

Any of these factors could significantly harm our future international expansion and operations and, consequently, our revenue and results of operations.
If we are unable to compete successfully, we may be unable to increase or sustain our revenue or achieve profitability.

Our principal competition for Afirma comes from traditional methods used by physicians to diagnose thyroid cancer. Practice guidelines in the United States have
historically recommended that patients with indeterminate diagnoses from cytopathology results be considered for surgery to remove all or part of the thyroid to rule
out cancer. This practice has been the standard of care in the United States for many years, and we need to educate physicians about the benefits of Afirma to change
clinical practice.

We also face competition from commercial laboratories, such as Laboratory Corporation of America Holdings and Quest Diagnostics Incorporated, with strong
infrastructure to support the commercialization of diagnostic services. We face potential competition from companies such as Life Technologies Corporation, which is
currently expected to be acquired by Thermo Fisher Scientific Inc., and Illumina, Inc., both of which have recently announced their intention to enter the clinical
diagnostics market. Other potential competitors include companies that develop diagnostic products, such as Roche Diagnostics, a division of Roche Holding Ltd,
Siemens AG and Qiagen N.V. We also face competition from Asuragen Inc. and other companies that measure mutational markers such as BRAF and KRAS to
identify nodules that are malignant instead of benign. In the future, we may also face competition from companies developing new products or technologies.

In addition, competitors may develop their own versions of our solution in countries where we do not have patents or where our intellectual property rights are
not recognized and compete with us in those countries, including encouraging the use of their solution by physicians in other countries.

To compete successfully we must be able to demonstrate, among other things, that our diagnostic test results are accurate and cost effective, and we must secure a
meaningful level of reimbursement for our products.

Many of our potential competitors have widespread brand recognition and substantially greater financial, technical and research and development resources and
selling and marketing capabilities than we do. Others may develop products with prices lower than ours that could be viewed by physicians and payers as functionally
equivalent to our solution, or offer solutions at prices designed to promote market penetration, which could force us to lower the list price of our solution and affect our
ability to achieve profitability. If we are unable to change clinical practice in a meaningful way or compete successfully against current and future competitors, we may
be unable to increase market acceptance and sales of our products, which could prevent us from increasing our revenue or achieving profitability and could cause the
market price of our common stock to decline.
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Developing new products involves a lengthy and complex process, and we may not be able to commercialize on a timely basis, or at all, other products we are
developing.

We have enhancements to our current Afirma offering and other diagnostic solutions under development that will require us to devote considerable resources to
research and development. There can be no assurance that we will be able to identify other diseases that can be effectively addressed with our molecular cytology
platform. In addition, if we identify such diseases, we may not be able to develop products with the diagnostic accuracy necessary to be clinically useful and
commercially successful. We are in the process of developing the Afirma Malignant GEC and a product for interstitial lung disease. These products may not be fully
developed and introduced as planned in 2014 and 2016, respectively. In the longer term, we may face challenges obtaining sufficient numbers of samples to validate a
genomic signature for a molecular diagnostic product. In order to develop and commercialize diagnostic products, we need to:

. expend significant funds to conduct substantial research and development;
° conduct analytical and clinical studies;

. scale our laboratory processes to accommodate new tests; and

. build the commercial infrastructure to market and sell new products.

Our product development process involves a high degree of risk and may take several years. Our product development efforts may fail for many reasons,
including:

* failure to identify a genomic signature in biomarker discovery;
. inability to secure sufficient numbers of samples to conduct analytical and clinical studies; or
. failure of clinical validation studies to support the effectiveness of the test.

Typically, few research and development projects result in commercial products, and success in early clinical studies often is not replicated in later studies. At any
point, we may abandon development of a product candidate or we may be required to expend considerable resources repeating clinical studies, which would adversely
affect the timing for generating potential revenue from a new product and our ability to invest in other products in our pipeline. If a clinical validation study fails to
demonstrate the prospectively defined endpoints of the study, we might choose to abandon the development of the product, which could harm our business. In
addition, competitors may develop and commercialize competing products or technologies faster than us or at a lower cost.

We may acquire businesses or assets, form joint ventures or make investments in other companies or technologies that could harm our operating results, dilute our
stockholders' ownership, increase our debt or cause us to incur significant expense.

As part of our business strategy, we may pursue acquisitions of complementary businesses or assets, as well as technology licensing arrangements. We also may
pursue strategic alliances that leverage our core technology and industry experience to expand our offerings or distribution, or make investments in other companies.
To date, we have not acquired other companies and have limited experience with respect to the formation of strategic alliances and joint ventures. If we make any
acquisitions, we may not be able to integrate these acquisitions successfully into our existing business, and we could assume unknown or contingent liabilities. Any
future acquisitions by us also could result in significant write-offs or the incurrence of debt and contingent liabilities, any of which could harm our operating results.
Integration of an acquired company or business also may require management resources that otherwise would be available for ongoing development of our existing
business. We may not identify or complete these transactions in a timely manner, on a cost-effective basis, or at all, and we may not realize the anticipated benefits of
any acquisition, technology license, strategic alliance, joint venture or investment.
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To finance any acquisitions or investments, we may choose to issue shares of our stock as consideration, which would dilute the ownership of our stockholders.
Once we become a public company, if the price of our common stock is low or volatile, we may not be able to acquire other companies for stock. Alternatively, it may
be necessary for us to raise additional funds for these activities through public or private financings. Additional funds may not be available on terms that are favorable
to us, or at all.

If we are unable to develop products to keep pace with rapid technological, medical and scientific change, our operating results and competitive position could be
harmed.

In recent years, there have been numerous advances in technologies relating to diagnostics, particularly diagnostics that are based on genomic information. These
advances require us to continuously develop our technology and work to develop new solutions to keep pace with evolving standards of care. Our solutions could
become obsolete unless we continually innovate and expand our product offerings to include new clinical applications. If we are unable to develop new products or to
demonstrate the applicability of our products for other diseases, our sales could decline and our competitive position could be harmed.

If we fail to comply with federal, state and foreign laboratory licensing requirements, we could lose the ability to perform our tests or experience disruptions to our
business.

We are subject to CLIA, a federal law that regulates clinical laboratories that perform testing on specimens derived from humans for the purpose of providing
information for the diagnosis, prevention or treatment of disease. CLIA regulations mandate specific standards in the areas of personnel qualifications, administration,
and participation in proficiency testing, patient test management and quality assurance. CLIA certification is also required in order for us to be eligible to bill state and
federal healthcare programs, as well as many private third-party payers, for Afirma. To renew these certifications, we are subject to survey and inspection every two
years. Moreover, CLIA inspectors may make random inspections of our clinical reference laboratories.

We are also required to maintain state licenses to conduct testing in our laboratories. California law establishes standards for day-to-day operation of our clinical
reference laboratory in South San Francisco, including the training and skills required of personnel and quality control matters. In addition, our clinical reference
laboratories are required to be licensed on a test-specific basis by New York State. New York law also mandates proficiency testing for laboratories licensed under
New York state law, regardless of whether such laboratories are located in New York. We have obtained a license from New York for our South San Francisco
laboratory and have applied for a license for our Austin laboratory. If New York State does not license our Texas laboratory, we would not be able to prepare samples
for cytopathology on FNAs from patients in New York in that laboratory. Moreover, several other states require that we hold licenses to test samples from patients in
those states. Other states may have similar requirements or may adopt similar requirements in the future.

If we were to lose our CLIA certificate or state license for our South San Francisco laboratory, whether as a result of revocation, suspension or limitation, we
would no longer be able to perform the GEC, which would eliminate our primary source of revenue and harm our business. If we were to lose our CLIA certificate for
our Austin laboratory, we would need to move the receipt and storage of FNAs, as well as the slide preparation for cytopathology, to South San Francisco, which could
result in a delay in processing tests during that transition and increased costs. If we were to lose our license issued by New York or by other states where we are
required to hold licenses, we would not be able to test specimens from those states.

Finally, we may be subject to regulation in foreign jurisdictions as we pursue offering Afirma internationally. Other limitations, such as prohibitions on the import
of tissue necessary for us to perform our tests or restrictions on the export of tissue imposed by countries outside of the United States or the import of tissue into the

United States, may limit our ability to offer Afirma internationally in the future.
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Changes in healthcare policy, including legislation reforming the U.S. healthcare system, may have a material adverse effect on our financial condition and
operations.

The Patient Protection and Affordable Care Act, as amended by the Health Care and Education Affordability Reconciliation Act, collectively, the PPACA,
enacted in March 2010, makes changes that are expected to significantly affect the pharmaceutical and medical device industries and clinical laboratories. Beginning
in 2013, each medical device manufacturer must pay a sales tax in an amount equal to 2.3% of the price for which such manufacturer sells its medical devices that are
listed with the FDA. The FDA has asserted that clinical laboratory tests such as Afirma are medical devices. However, consistent with the FDA's policy of exercising
enforcement discretion for LDTs, Afirma is not currently listed as a medical device with the FDA. We cannot assure you that the tax will not be extended to services
such as ours in the future if Afirma were to be regulated as a device. The PPACA also mandates a reduction in payments for clinical laboratory services paid under the
Medicare Clinical Laboratory Fee Schedule, or CLFS, of 1.75% for the years 2011 through 2015 and a productivity adjustment to the CLFS which would affect our
cytopathology billings.

Other significant measures contained in the PPACA include, for example, coordination and promotion of research on comparative clinical effectiveness of
different technologies and procedures, initiatives to revise Medicare payment methodologies, such as bundling of payments across the continuum of care by providers
and physicians, and initiatives to promote quality indicators in payment methodologies. The PPACA also includes significant new fraud and abuse measures, including
required disclosures of financial arrangements with physician customers, lower thresholds for violations and increasing potential penalties for such violations. In
addition, the PPACA establishes an Independent Payment Advisory Board, or IPAB, to reduce the per capita rate of growth in Medicare spending. The IPAB has broad
discretion to propose policies to reduce expenditures, which may have a negative effect on payment rates for services. The IPAB proposals may affect payments for
clinical laboratory services beginning in 2016 and for hospital services beginning in 2020. We are monitoring the effect of the PPACA to determine the trends and
changes that may be necessitated by the legislation, any of which may potentially affect our business.

In addition to the PPACA, the effect of which on our business cannot presently be fully quantified, various healthcare reform proposals have also emerged from
federal and state governments. For example, in February 2012, Congress passed the Middle Class Tax Relief and Job Creation Act of 2012, which in part reduced the
potential future cost-based increases to the Medicare CLFS by 2%. Overall the expected total fee cut to the CLFS for 2013 is 2.95% not considering a further reduction
of 2% anticipated from implementation of the automatic expense reductions (sequester) under the Budget Control Act of 2011, which went into effect for dates of
service on or after April 1, 2013. Reductions resulting from the Congressional sequester are applied to total claims payment made; however, they do not currently
result in a rebasing of the negotiated or established Medicare or Medicaid reimbursement rates.

State legislation on reimbursement applies to Medicaid reimbursement and Managed Medicaid reimbursement rates within that state. Some states have passed or
proposed legislation that would revise reimbursement methodology for clinical laboratory payment rates under those Medicaid programs. Recent changes to
reimbursement methodologies have not changed the payment rate for Afirma; however, we cannot predict whether future healthcare initiatives will be implemented at
the federal or state level or in countries outside of the United States in which we may do business, or the effect any future legislation or regulation will have on us. The
taxes imposed by the new federal legislation, cost reduction measures and the expansion in the role of the U.S. government in the healthcare industry may result in
decreased revenue, lower reimbursement by payers for our tests or reduced medical procedure volumes, all of which may adversely affect our business, financial
condition and results of operations. In addition, sales of our tests outside the United States will subject our business to foreign regulatory requirements and cost-
reduction measures, which may also change over time.
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Ongoing calls for deficit reduction at the Federal government level and reforms to programs such as the Medicare program to pay for such reductions may affect
the pharmaceutical, medical device and clinical laboratory industries. In particular, recommendations by the Simpson-Bowles Commission called for the combination
of Medicare Part A (hospital insurance) and Part B (physician and ancillary service insurance) into a single co-insurance and co-payment structure. Currently, clinical
laboratory services are excluded from the Medicare Part B co-insurance and co-payment as preventative services. Combining Parts A and B may require clinical
laboratories to collect co-payments from patients which may increase our costs and reduce the amount ultimately collected.

Complying with numerous statutes and regulations pertaining to our business is an expensive and time-consuming process, and any failure to comply could result
in substantial penalties.

We are subject to other regulation by both the federal government and the states in which we conduct our business, including:

. Medicare billing and payment regulations applicable to clinical laboratories;

* the Federal anti-kickback law and state anti-kickback prohibitions;

. the Federal physician self-referral prohibition, commonly known as the Stark Law, and state equivalents;
. the Federal Health Insurance Portability and Accountability Act of 1996;

. the Medicare civil money penalty and exclusion requirements;

. the Federal False Claims Act civil and criminal penalties and state equivalents; and

. the Foreign Corrupt Practices Act of 1977, which applies to our international activities.

We have adopted policies and procedures designed to comply with these laws and regulations. In the ordinary course of our business, we conduct internal reviews
of our compliance with these laws. Our compliance is also subject to governmental review. The growth of our business and sales organization and our expansion
outside of the United States may increase the potential of violating these laws or our internal policies and procedures. The risk of our being found in violation of these
or other laws and regulations is further increased by the fact that many have not been fully interpreted by the regulatory authorities or the courts, and their provisions
are open to a variety of interpretations. Any action brought against us for violation of these or other laws or regulations, even if we successfully defend against it,
could cause us to incur significant legal expenses and divert our management's attention from the operation of our business. If our operations are found to be in
violation of any of these laws and regulations, we may be subject to any applicable penalty associated with the violation, including civil and criminal penalties,
damages and fines, we could be required to refund payments received by us, and we could be required to curtail or cease our operations. Any of the foregoing
consequences could seriously harm our business and our financial results.

If we are sued for product liability or errors and omissions liability, we could face substantial liabilities that exceed our resources.

The marketing, sale and use of Afirma could lead to product liability claims if someone were to allege that the GEC failed to perform as it was designed. We may
also be subject to liability for errors in the results we provide to physicians or for a misunderstanding of, or inappropriate reliance upon, the information we provide.
Our GEC is performed on FNA samples that are diagnosed as indeterminate by standard cytopathology review. We report results as benign or suspicious to the
prescribing physician. Under certain circumstances, we might report a result as benign that later proves to have been malignant. This could be the result of the
physician having poor nodule sampling in collecting the FNA, performing the FNA on a different nodule than the one that is malignant or failure of the GEC to
perform as intended. We may also be subject to similar types of claims related to products we may develop in the
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future. A product liability or errors and omissions liability claim could result in substantial damages and be costly and time consuming for us to defend. Although we
maintain product liability and errors and omissions insurance, we cannot assure you that our insurance would fully protect us from the financial impact of defending
against these types of claims or any judgments, fines or settlement costs arising out of any such claims. Any product liability or errors and omissions liability claim
brought against us, with or without merit, could increase our insurance rates or prevent us from securing insurance coverage in the future. Additionally, any product
liability lawsuit could cause injury to our reputation or cause us to suspend sales of our products and solutions. The occurrence of any of these events could have an
adverse effect on our business and results of operations.

The loss of members of our senior management team or our inability to attract and retain key personnel could adversely affect our business.

Our success depends largely on the skills, experience and performance of key members of our executive management team and others in key management
positions. The efforts of each of these persons together will be critical to us as we continue to develop our technologies and test processes and focus on our growth. If
we were to lose one or more of these key employees, we may experience difficulties in competing effectively, developing our technologies and implementing our
business strategy.

In addition, our research and development programs and commercial laboratory operations depend on our ability to attract and retain highly skilled scientists,
including licensed clinical laboratory scientists and biostatisticians. We may not be able to attract or retain qualified scientists and technicians in the future due to the
intense competition for qualified personnel among life science businesses, particularly in the San Francisco Bay Area. Because it is expected that there will be a
shortage of clinical laboratory scientists in coming years, it may become more difficult to hire sufficient numbers of qualified personnel. We also face competition
from universities and public and private research institutions in recruiting and retaining highly qualified scientific personnel. Additionally, our success depends on our
ability to attract and retain qualified salespeople. We may have difficulties locating, recruiting or retaining qualified salespeople, which could cause a delay or decline
in the rate of adoption of our solution. If we are not able to attract and retain the necessary personnel to accomplish our business objectives, we may experience
constraints that could adversely affect our ability to support our research and development, clinical laboratory and sales efforts. All of our employees are at-will, which
means that either we or the employee may terminate their employment at any time. We do not carry key man insurance for any of our employees.

If our laboratory in South San Francisco becomes inoperable due to an earthquake or either of our laboratories becomes inoperable for any other reason, we will
be unable to perform our testing services and our business will be harmed.

We perform all of the GEC testing at our laboratory in South San Francisco, California. Our laboratory in Austin, Texas accepts and stores substantially all FNA
samples pending transfer to our California laboratory for GEC processing. The equipment we use to perform the GEC would be costly to replace and could require
substantial lead time to replace and qualify for use. Either of our facilities may be harmed or rendered inoperable by natural or man-made disasters, including
earthquakes, flooding and power outages, which may render it difficult or impossible for us to perform our testing services for some period of time or to receive and
store samples. The inability to perform GEC testing or the backlog of GEC tests that could develop if our California facility is inoperable for even a short period of
time may result in the loss of customers or harm our reputation, and we may be unable to regain those customers in the future. Although we maintain insurance for
damage to our property and the disruption of our business, this insurance may not be sufficient to cover all of our potential losses and may not continue to be available
to us on acceptable terms, if at all.
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If we cannot enter into new clinical study collaborations, our product development and subsequent commercialization could be delayed.

In the past, we have entered into clinical study collaborations, and our success in the future depends in part on our ability to enter into additional collaborations
with highly regarded institutions. This can be difficult due to internal and external constraints placed on these organizations. Some organizations may limit the number
of collaborations they have with any one company so as to not be perceived as biased or conflicted. Organizations may also have insufficient administrative and related
infrastructure to enable collaborations with many companies at once, which can extend the time it takes to develop, negotiate and implement a collaboration.
Additionally, organizations often insist on retaining the rights to publish the clinical data resulting from the collaboration. The publication of clinical data in peer-
reviewed journals is a crucial step in commercializing and obtaining reimbursement for a diagnostic solution such as Afirma, and our inability to control when and if
results are published may delay or limit our ability to derive sufficient revenue from any solution.

If we use hazardous materials in a manner that causes contamination or injury, we could be liable for resulting damages.

We are subject to federal, state and local laws, rules and regulations governing the use, discharge, storage, handling and disposal of biological material, chemicals
and waste. We cannot eliminate the risk of accidental contamination or injury to employees or third parties from the use, storage, handling or disposal of these
materials. In the event of contamination or injury, we could be held liable for any resulting damages, remediation costs and any related penalties or fines, and any
liability could exceed our resources or any applicable insurance coverage we may have. The cost of compliance with these laws and regulations may become
significant, and our failure to comply may result in substantial fines or other consequences, and either could negatively affect our operating results.

Security breaches, loss of data and other disruptions to us or our third-party service providers could compromise sensitive information related to our business or
prevent us from accessing critical information and expose us to liability, which could adversely affect our business and our reputation.

In the ordinary course of our business, we and our third-party service providers collect and store sensitive data, including legally protected health information,
personally identifiable information about our patients, credit card information, intellectual property, and our proprietary business and financial information. We
manage and maintain our applications and data utilizing a combination of on-site systems, managed data center systems and cloud-based data center systems. We face
a number of risks relative to our protection of, and our service providers' protection of, this critical information, including loss of access, inappropriate disclosure and
inappropriate access, as well as risks associated with our ability to identify and audit such events.

The secure processing, storage, maintenance and transmission of this critical information is vital to our operations and business strategy, and we devote significant
resources to protecting such information. Although we take measures to protect sensitive information from unauthorized access or disclosure, our information
technology and infrastructure may be vulnerable to attacks by hackers or viruses or otherwise breached due to employee error, malfeasance or other activities. While
we have not experienced any such attack or breach, if such event would occur and cause interruptions in our operations, our networks would be compromised and the
information we store on those networks could be accessed by unauthorized parties, publicly disclosed, lost or stolen. Any such access, disclosure or other loss of
information could result in legal claims or proceedings, liability under laws that protect the privacy of personal information, such as the Health Insurance Portability
and Accountability Act of 1996, and regulatory penalties. Unauthorized access, loss or dissemination could also disrupt our operations, including our ability to process
tests, provide test results, bill payers or patients, process claims and appeals, provide customer assistance services, conduct research and development activities,
collect, process and prepare company
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financial information, provide information about our solution and other patient and physician education and outreach efforts through our website, manage the
administrative aspects of our business and damage our reputation, any of which could adversely affect our business.

In addition, the interpretation and application of consumer, health-related and data protection laws in the United States, Europe and elsewhere are often uncertain,
contradictory and in flux. It is possible that these laws may be interpreted and applied in a manner that is inconsistent with our practices. If so, this could result in
government-imposed fines or orders requiring that we change our practices, which could adversely affect our business. Complying with these various laws could cause
us to incur substantial costs or require us to change our business practices, systems and compliance procedures in a manner adverse to our business.

If we cannot license rights to use technologies on reasonable terms, we may not be able to commercialize new products in the future.

In the future, we may license third-party technology to develop or commercialize new products. In return for the use of a third party's technology, we may agree
to pay the licensor royalties based on sales of our solutions. Royalties are a component of cost of services and affect the margins on our solutions. We may also need to
negotiate licenses to patents and patent applications after introducing a commercial product. Our business may suffer if we are unable to enter into the necessary
licenses on acceptable terms, or at all, if any necessary licenses are subsequently terminated, if the licensors fail to abide by the terms of the license or fail to prevent
infringement by third parties, or if the licensed patents or other rights are found to be invalid or unenforceable.

If we are unable to protect our intellectual property effectively, our business would be harmed.

We rely on patent protection as well as trademark, copyright, trade secret and other intellectual property rights protection and contractual restrictions to protect
our proprietary technologies, all of which provide limited protection and may not adequately protect our rights or permit us to gain or keep any competitive advantage.
If we fail to protect our intellectual property, third parties may be able to compete more effectively against us and we may incur substantial litigation costs in our
attempts to recover or restrict use of our intellectual property.

We apply for patents covering our products and technologies and uses thereof, as we deem appropriate, however we may fail to apply for patents on important
products and technologies in a timely fashion or at all, or we may fail to apply for patents in potentially relevant jurisdictions. As of June 30, 2013, we had six pending
United States non-provisional patent applications and one allowed patent application. It is possible that none of our pending patent applications will result in issued
patents in a timely fashion or at all, and even if patents are granted, they may not provide a basis for intellectual property protection of commercially viable products,
may not provide us with any competitive advantages, or may be challenged and invalidated by third parties. It is possible that others will design around our current or
future patented technologies. We may not be successful in defending any challenges made against our patents or patent applications. Any successful third-party
challenge to our patents could result in the unenforceability or invalidity of such patents and increased competition to our business. The outcome of patent litigation
can be uncertain and any attempt by us to enforce our patent rights against others may not be successful, or, if successful, may take substantial time and result in
substantial cost, and may divert our efforts and attention from other aspects of our business.

The patent positions of life sciences companies can be highly uncertain and involve complex legal and factual questions for which important legal principles
remain unresolved. No consistent policy regarding the breadth of claims allowed in such companies' patents has emerged to date in the United States or elsewhere.
Courts frequently render opinions in the biotechnology field that may affect the patentability of certain inventions or discoveries, including opinions that may affect the
patentability of methods for analyzing or comparing DNA.
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In particular, the patent positions of companies engaged in the development and commercialization of genomic diagnostic tests, like Afirma, are particularly
uncertain. Various courts, including the U.S. Supreme Court, have recently rendered decisions that affect the scope of patentability of certain inventions or discoveries
relating to certain diagnostic tests and related methods. These decisions state, among other things, that patent claims that recite laws of nature (for example, the
relationship between blood levels of certain metabolites and the likelihood that a dosage of a specific drug will be ineffective or cause harm) are not themselves
patentable. What constitutes a law of nature is uncertain, and it is possible that certain aspects of genetic diagnostics tests would be considered natural laws.
Accordingly, the evolving case law in the United States may adversely affect our ability to obtain patents and may facilitate third-party challenges to any owned and
licensed patents. The laws of some foreign countries do not protect intellectual property rights to the same extent as the laws of the United States, and we may
encounter difficulties protecting and defending such rights in foreign jurisdictions. The legal systems of many other countries do not favor the enforcement of patents
and other intellectual property protection, particularly those relating to biotechnology, which could make it difficult for us to stop the infringement of our patents in
such countries. Proceedings to enforce our patent rights in foreign jurisdictions could result in substantial cost and divert our efforts and attention from other aspects of
our business.

Changes in either the patent laws or in interpretations of patent laws in the United States or other countries may diminish the value of our intellectual property.
We cannot predict the breadth of claims that may be allowed or enforced in our patents or in third-party patents. We may not develop additional proprietary products,
methods and technologies that are patentable.

In addition to pursuing patents on our technology, we take steps to protect our intellectual property and proprietary technology by entering into agreements,
including confidentiality agreements, non-disclosure agreements and intellectual property assignment agreements, with our employees, consultants, academic
institutions, corporate partners and, when needed, our advisors. Such agreements may not be enforceable or may not provide meaningful protection for our trade
secrets or other proprietary information in the event of unauthorized use or disclosure or other breaches of the agreements, and we may not be able to prevent such
unauthorized disclosure. If we are required to assert our rights against such party, it could result in significant cost and distraction.

Monitoring unauthorized disclosure is difficult, and we do not know whether the steps we have taken to prevent such disclosure are, or will be, adequate. If we
were to enforce a claim that a third party had illegally obtained and was using our trade secrets, it would be expensive and time consuming, and the outcome would be
unpredictable. In addition, courts outside the United States may be less willing to protect trade secrets.

We may also be subject to claims that our employees have inadvertently or otherwise used or disclosed trade secrets or other proprietary information of their
former employers, or to claims that we have improperly used or obtained such trade secrets. Litigation may be necessary to defend against these claims. If we fail in
defending such claims, in addition to paying monetary damages, we may lose valuable intellectual property rights and face increased competition to our business. A
loss of key research personnel work product could hamper or prevent our ability to commercialize potential products, which could harm our business. Even if we are
successful in defending against these claims, litigation could result in substantial costs and be a distraction to management.

Further, competitors could attempt to replicate some or all of the competitive advantages we derive from our development efforts, willfully infringe our
intellectual property rights, design around our protected technology or develop their own competitive technologies that fall outside of our intellectual property rights.
Others may independently develop similar or alternative products and technologies or replicate any of our products and technologies. If our intellectual property does
not adequately protect us against competitors' products and methods, our competitive position could be adversely affected, as could our business.
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We have not yet registered certain of our trademarks, including Afirma, in all of our potential markets. If we apply to register these trademarks, our applications
may not be allowed for registration in a timely fashion or at all, and our registered trademarks may not be maintained or enforced. In addition, opposition or
cancellation proceedings may be filed against our trademark applications and registrations, and our trademarks may not survive such proceedings. If we do not secure
registrations for our trademarks, we may encounter more difficulty in enforcing them against third parties than we otherwise would.

To the extent our intellectual property offers inadequate protection, or is found to be invalid or unenforceable, we would be exposed to a greater risk of direct
competition. If our intellectual property does not provide adequate coverage of our competitors' products, our competitive position could be adversely affected, as
could our business. Both the patent application process and the process of managing patent disputes can be time consuming and expensive.

We may be involved in litigation related to intellectual property, which could be time-intensive and costly and may adversely affect our business, operating results
or financial condition.

We may receive notices of claims of direct or indirect infringement or misappropriation or misuse of other parties' proprietary rights from time to time. Some of
these claims may lead to litigation. We cannot assure you that we will prevail in such actions, or that other actions alleging misappropriation or misuse by us of third-
party trade secrets, infringement by us of third-party patents and trademarks or other rights, or the validity of our patents, trademarks or other rights, will not be
asserted or prosecuted against us.

We might not have been the first to make the inventions covered by each of our pending patent applications and we might not have been the first to file patent
applications for these inventions. To determine the priority of these inventions, we may have to participate in interference proceedings, derivation proceedings, or other
post-grant proceedings declared by the United States Patent and Trademark Office that could result in substantial cost to us. No assurance can be given that other
patent applications will not have priority over our patent applications. In addition, recent changes to the patent laws of the United States allow for various post-grant
opposition proceedings that have not been extensively tested, and their outcome is therefore uncertain. Furthermore, if third parties bring these proceedings against our
patents, we could experience significant costs and management distraction.

Litigation may be necessary for us to enforce our patent and proprietary rights or to determine the scope, coverage and validity of the proprietary rights of others.
The outcome of any litigation or other proceeding is inherently uncertain and might not be favorable to us, and we might not be able to obtain licenses to technology
that we require on acceptable terms or at all. Further, we could encounter delays in product introductions, or interruptions in product sales, as we develop alternative
methods or products. In addition, if we resort to legal proceedings to enforce our intellectual property rights or to determine the validity, scope and coverage of the
intellectual property or other proprietary rights of others, the proceedings could be burdensome and expensive, even if we were to prevail. Any litigation that may be
necessary in the future could result in substantial costs and diversion of resources and could have a material adverse effect on our business, operating results or
financial condition.

As we move into new markets and applications for our products, incumbent participants in such markets may assert their patents and other proprietary rights
against us as a means of slowing our entry into such markets or as a means to extract substantial license and royalty payments from us. Our competitors and others
may now and, in the future, have significantly larger and more mature patent portfolios than we currently have. In addition, future litigation may involve patent
holding companies or other adverse patent owners who have no relevant product revenue and against whom our own patents may provide little or no deterrence or
protection. Therefore, our commercial success may depend in part on our non-infringement of the patents or proprietary rights of third parties. Numerous significant
intellectual property issues have been litigated, and will likely continue to be litigated, between existing and

25




Table of Contents

new participants in our existing and targeted markets and competitors may assert that our products infringe their intellectual property rights as part of a business
strategy to impede our successful entry into or growth in those markets. Third parties may assert that we are employing their proprietary technology without
authorization. In addition, our competitors and others may have patents or may in the future obtain patents and claim that making, having made, using, selling, offering
to sell or importing our products infringes these patents. We could incur substantial costs and divert the attention of our management and technical personnel in
defending against any of these claims. Parties making claims against us may be able to obtain injunctive or other relief, which could block our ability to develop,
commercialize and sell products, and could result in the award of substantial damages against us. In the event of a successful claim of infringement against us, we may
be required to pay damages and ongoing royalties, and obtain one or more licenses from third parties, or be prohibited from selling certain products. We may not be
able to obtain these licenses on acceptable terms, if at all. We could incur substantial costs related to royalty payments for licenses obtained from third parties, which
could negatively affect our financial results. In addition, we could encounter delays in product introductions while we attempt to develop alternative methods or
products to avoid infringing third-party patents or proprietary rights. Defense of any lawsuit or failure to obtain any of these licenses could prevent us from
commercializing products, and the prohibition of sale of any of our products could materially affect our business and our ability to gain market acceptance for our
products.

Furthermore, because of the substantial amount of discovery required in connection with intellectual property litigation, there is a risk that some of our
confidential information could be compromised by disclosure during this type of litigation. In addition, during the course of this kind of litigation, there could be
public announcements of the results of hearings, motions or other interim proceedings or developments. If securities analysts or investors perceive these results to be
negative, it could have a substantial adverse effect on the price of our common stock.

In addition, our agreements with some of our customers, suppliers or other entities with whom we do business require us to defend or indemnify these parties to
the extent they become involved in infringement claims, including the types of claims described above. We could also voluntarily agree to defend or indemnify third
parties in instances where we are not obligated to do so if we determine it would be important to our business relationships. If we are required or agree to defend or
indemnify third parties in connection with any infringement claims, we could incur significant costs and expenses that could adversely affect our business, operating
results, or financial condition.

Our inability to raise additional capital on acceptable terms in the future may limit our ability to develop and commercialize new solutions and technologies and
expand our operations.

We expect capital expenditures and operating expenses to increase over the next several years as we expand our infrastructure, commercial operations and
research and development activities. We may seek to raise additional capital through equity offerings, debt financings, collaborations or licensing arrangements.
Additional funding may not be available to us on acceptable terms, or at all. If we raise funds by issuing equity securities, dilution to our stockholders could result.
Any equity securities issued also may provide for rights, preferences or privileges senior to those of holders of our common stock. The terms of debt securities issued
or borrowings could impose significant restrictions on our operations. The incurrence of additional indebtedness or the issuance of certain equity securities could result
in increased fixed payment obligations and could also result in restrictive covenants, such as limitations on our ability to incur additional debt or issue additional
equity, limitations on our ability to acquire or license intellectual property rights, and other operating restrictions that could adversely affect our ability to conduct our
business. In addition, the issuance of additional equity securities by us, or the possibility of such issuance, may cause the market price of our common stock to decline.
In the event that we enter into collaborations or licensing arrangements to raise capital, we may be required to accept unfavorable terms. These agreements may require
that we relinquish or license to a third party on unfavorable terms our rights to
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technologies or product candidates that we otherwise would seek to develop or commercialize ourselves, or reserve certain opportunities for future potential
arrangements when we might be able to achieve more favorable terms. If we are not able to secure additional funding when needed, we may have to delay, reduce the
scope of or eliminate one or more research and development programs or selling and marketing initiatives. In addition, we may have to work with a partner on one or
more of our products or market development programs, which could lower the economic value of those programs to our company.

Risks Related to Being a Public Company

We will incur increased costs and demands on management as a result of compliance with laws and regulations applicable to public companies, which could harm
our operating results.

As a public company, we will incur significant legal, accounting and other expenses that we did not incur as a private company, including costs associated with
public company reporting requirements. In addition, the Sarbanes-Oxley Act of 2002 and the Dodd-Frank Act of 2010, as well as rules implemented by the Securities
and Exchange Commission, or the SEC, and The NASDAQ Stock Market, impose a number of requirements on public companies, including with respect to corporate
governance practices. Our management and other personnel will need to devote a substantial amount of time to these compliance and disclosure obligations. Moreover,
these rules and regulations will increase our legal, accounting and financial compliance costs and will make some activities more time-consuming and costly. We also
expect that it will be more expensive for us to obtain director and officer liability insurance.

If we are unable to implement and maintain effective internal control over financial reporting, investors may lose confidence in the accuracy and completeness of
our reported financial information and the market price of our common stock may be negatively affected.

As a public company, we will be required to maintain internal control over financial reporting and to report any material weaknesses in such internal control.
Section 404 of the Sarbanes-Oxley Act of 2002 requires that we evaluate and determine the effectiveness of our internal control over financial reporting and, beginning
with our annual report for the year ending December 31, 2014, provide a management report on the internal control over financial reporting. If we have a material
weakness in our internal control over financial reporting, we may not detect errors on a timely basis and our financial statements may be materially misstated. We are
in the process of compiling the system and processing documentation necessary to perform the evaluation needed to comply with Section 404 of the Sarbanes-Oxley
Act. We may not be able to complete our evaluation, testing and any required remediation in a timely fashion. During the evaluation and testing process, if we identify
one or more material weaknesses in our internal control over financial reporting, our management will be unable to conclude that our internal control over financial
reporting is effective. Moreover, when we are no longer an emerging growth company, our independent registered public accounting firm will be required to issue an
attestation report on the effectiveness of our internal control over financial reporting. Even if our management concludes that our internal control over financial
reporting is effective, our independent registered public accounting firm may conclude that there are material weaknesses with respect to our internal controls or the
level at which our internal controls are documented, designed, implemented or reviewed.

If we are unable to conclude that our internal control over financial reporting is effective, or when we are no longer an emerging growth company, if our auditors
were to express an adverse opinion on the effectiveness of our internal control over financial reporting because we had one or more material weaknesses, investors
could lose confidence in the accuracy and completeness of our financial disclosures, which could cause the price of our common stock to decline. Internal control
deficiencies could also result in a restatement of our financial results in the future.
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We are an emerging growth company and may elect to comply with reduced public company reporting requirements applicable to emerging growth companies,
which could make our common stock less attractive to investors.

We are an emerging growth company, as defined under the Securities Act of 1933, or the Securities Act. We will remain an emerging growth company for up to
five years, although if our revenue exceeds $1 billion in any fiscal year before that time, we would cease to be an emerging growth company as of the end of that fiscal
year. In addition, if the market value of our common stock that is held by non-affiliates exceeds $700 million as of the last business day of our second fiscal quarter of
any fiscal year before the end of that five-year period, we would cease to be an emerging growth company as of December 31 of that year. As an emerging growth
company, we may choose to take advantage of exemptions from various reporting requirements applicable to certain other public companies, including not being
required to comply with the auditor attestation requirements of Section 404 of the Sarbanes-Oxley Act of 2002, reduced financial statement and financial-related
disclosures, reduced disclosure obligations regarding executive compensation in our periodic reports and proxy statements, and exemptions from the requirement of
holding a nonbinding advisory vote on executive compensation and obtaining stockholder approval of any golden parachute payments not previously approved by our
stockholders. We cannot predict whether investors will find our common stock less attractive if we choose to rely on any of these exemptions. If some investors find
our common stock less attractive as a result of any choices to reduce future disclosure we may make, there may be a less active trading market for our common stock
and our stock price may be more volatile.

Risks Related to this Offering and Our Common Stock
Our stock price may be volatile, and you may not be able to sell shares of our common stock at or above the price you paid.

Prior to this offering, there has been no public market for our common stock, and an active public market for our stock may not develop or be sustained after this
offering. We and the representatives of the underwriters will determine the initial public offering price of our common stock through negotiation. This price will not
necessarily reflect the price at which investors in the market will be willing to buy and sell our stock following this offering. In addition, the trading price of our
common stock following this offering is likely to be highly volatile and could be subject to wide fluctuations in response to various factors, some of which are beyond
our control. These factors include:

. actual or anticipated variations in our and our competitors' results of operations;

* announcements by us or our competitors of new products, commercial relationships or capital commitments;
. changes in reimbursement by current or potential payers;

. issuance of new securities analysts' reports or changed recommendations for our stock;

* periodic fluctuations in our revenue, due in part to the way in which we recognize revenue;

. actual or anticipated changes in regulatory oversight of our products;

. developments or disputes concerning our intellectual property or other proprietary rights;

* commencement of, or our involvement in, litigation;

. announced or completed acquisitions of businesses or technologies by us or our competitors;
. any major change in our management; and

* general economic conditions and slow or negative growth of our markets.
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In addition, the stock market in general, and the market for stock of life sciences companies in particular, has experienced extreme price and volume fluctuations
that have often been unrelated or disproportionate to the operating performance of those companies. Broad market and industry factors may seriously affect the market
price of our common stock, regardless of our actual operating performance. These fluctuations may be even more pronounced in the trading market for our stock
shortly following this offering. In addition, in the past, following periods of volatility in the overall market and the market price of a particular company's securities,
securities class action litigation has often been instituted against these companies. This litigation, if instituted against us, could result in substantial costs and a
diversion of our management's attention and resources.

If securities or industry analysts issue an adverse opinion regarding our stock or do not publish research or reports about our company, our stock price and
trading volume could decline.

The trading market for our common stock will depend in part on the research and reports that equity research analysts publish about us and our business. We do
not control these analysts or the content and opinions included in their reports. Securities analysts may elect not to provide research coverage of our company after the
completion of this offering, and such lack of research coverage may adversely affect the market price of our common stock. The price of our common stock could also
decline if one or more equity research analysts downgrade our common stock or if those analysts issue other unfavorable commentary or cease publishing reports
about us or our business. If one or more equity research analysts cease coverage of our company, we could lose visibility in the market, which in turn could cause our
stock price to decline.

Future sales of shares by existing stockholders could cause our stock price to decline.

If our existing stockholders sell, or indicate an intention to sell, substantial amounts of our common stock in the public market after the lock-up and other legal
restrictions on resale discussed in this prospectus lapse, the trading price of our common stock could decline. Based on shares outstanding as of , 2013, upon
completion of this offering, we will have outstanding a total of shares of common stock. Of these shares, only of the shares of common stock sold in
this offering will be freely tradable, without restriction, in the public market immediately after the offering. Each of our directors and officers and substantially all of
our other stockholders has entered into a lock-up agreement with the underwriters that restricts their ability to sell or transfer their shares. The lock-up agreements
pertaining to this offering will expire 180 days from the date of this prospectus. The underwriters, however, may, in their sole discretion, waive the contractual lock-up
prior to the expiration of the lock-up agreements. After the lock-up agreements expire, based on shares outstanding as of , 2013, up to an
additional shares of common stock will be eligible for sale in the public market, of which are held by directors, executive officers and other affiliates
and will be subject to volume limitations under Rule 144 under the Securities Act, and various vesting agreements. In addition, shares of common stock that are
subject to outstanding options as of , 2013 will become eligible for sale in the public market to the extent permitted by the provisions of various vesting
agreements, the lock-up agreements and Rules 144 and 701 under the Securities Act. We intend to file a registration statement on Form S-8 under the Securities Act
covering all of the shares of common stock subject to options outstanding and reserved for issuance under our stock plans. This registration statement will become
effective immediately upon filing, and shares covered by this registration statement will be eligible for sale in the public markets, subject to Rule 144 limitations
applicable to affiliates and any lock-up agreements described above. If these additional shares are sold, or if it is perceived that they will be sold, in the public market,
the trading price of our common stock could decline.

29




Table of Contents
Insiders have substantial control over us and will be able to influence corporate matters.

As of , 2013, directors and executive officers and their affiliates beneficially owned, in the aggregate, % of our outstanding capital stock. As a result,
these stockholders will be able to exercise significant influence over all matters requiring stockholder approval, including the election of directors and approval of
significant corporate transactions, such as a merger or other sale of our company or its assets. This concentration of ownership could limit stockholders' ability to
influence corporate matters and may have the effect of delaying or preventing a third party from acquiring control over us.

Anti-takeover provisions in our charter documents and under Delaware law could discourage, delay or prevent a change in control and may affect the trading
price of our common stock.

Provisions in our restated certificate of incorporation and our amended and restated bylaws to become effective upon completion of this offering may have the
effect of delaying or preventing a change of control or changes in our management. Our restated certificate of incorporation and amended and restated bylaws include
provisions that:

. authorize our board of directors to issue, without further action by the stockholders, up to shares of undesignated preferred stock;

* require that any action to be taken by our stockholders be effected at a duly called annual or special meeting and not by written consent;

. specify that special meetings of our stockholders can be called only by our board of directors, our chairman of the board, or our chief executive officer;
. establish an advance notice procedure for stockholder approvals to be brought before an annual meeting of our stockholders, including proposed

nominations of persons for election to our board of directors;

* establish that our board of directors is divided into three classes, Class I, Class II and Class III, with each class serving staggered terms;
. provide that our directors may be removed only for cause;
. provide that vacancies on our board of directors may, except as otherwise required by law, be filled only by a majority of directors then in office, even

if less than a quorum;
* specify that no stockholder is permitted to cumulate votes at any election of directors; and
. require a super-majority of votes to amend certain of the above-mentioned provisions.

In addition, we are subject to the provisions of Section 203 of the Delaware General Corporation Law regulating corporate takeovers. Section 203 generally
prohibits us from engaging in a business combination with an interested stockholder subject to certain exceptions.

Our management will have broad discretion in the use of the net proceeds from this offering and may not use them effectively.

Our management will have broad discretion in the application of the net proceeds from this offering and could spend the proceeds in ways that do not improve our
results of operations or enhance the value of our common stock. Our failure to apply these funds effectively could have a material adverse effect on our business, delay
the development of new tests and cause the price of our common stock to decline.

Purchasers in this offering will experience immediate and substantial dilution in the book value of their investment.

The initial public offering price of our common stock is substantially higher than the net tangible book value per share of our common stock immediately after
this offering. Therefore, if you purchase our
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common stock in this offering, you will incur an immediate dilution of $ in net tangible book value per share from the price you paid, based on an assumed
initial public offering price of $ per share. In addition, new investors who purchase shares in this offering will contribute approximately % of the total
amount of equity capital raised by us through the date of this offering, but will only own approximately % of the outstanding equity capital. The exercise of
outstanding options and warrants will result in further dilution. For a detailed description of the dilution that you will experience immediately after this offering, see
"Dilution".

We have never paid dividends on our capital stock, and we do not anticipate paying dividends in the foreseeable future.

We have never paid dividends on any of our capital stock and currently intend to retain any future earnings to fund the growth of our business. In addition, our
loan and security agreement restricts our ability to pay cash dividends on our common stock and we may also enter into credit agreements or other borrowing
arrangements in the future that will restrict our ability to declare or pay cash dividends on our common stock. Any determination to pay dividends in the future will be
at the discretion of our board of directors and will depend on our financial condition, operating results, capital requirements, general business conditions and other
factors that our board of directors may deem relevant. As a result, capital appreciation, if any, of our common stock will be the sole source of gain for the foreseeable
future.
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INFORMATION REGARDING FORWARD-LOOKING STATEMENTS

This prospectus includes forward-looking statements. All statements other than statements of historical facts contained in this prospectus, including statements
regarding our future results of operations and financial position, strategy and plans, and our expectations for future operations, are forward-looking statements. The
words "believe," "may," "will," "estimate," "continue," "anticipate," "design," "intend," "expect" or the negative version of these words and similar expressions are
intended to identify forward-looking statements. We have based these forward-looking statements on our current expectations and projections about future events and
trends that we believe may affect our financial condition, results of operations, strategy, short- and long-term business operations and objectives, and financial needs.
These forward-looking statements are subject to a number of risks, uncertainties and assumptions, including those described in "Risk Factors". In light of these risks,
uncertainties and assumptions, the forward-looking events and circumstances discussed in this prospectus may not occur, and actual results could differ materially and
adversely from those anticipated or implied in the forward-looking statements. Given these uncertainties, you should not place undue reliance on these forward-
looking statements. Forward-looking statements include, but are not limited to, statements about:

"o non

. our ability to continue to increase adoption of and obtain reimbursement for Afirma;

° anticipated trends and challenges in our business and the competition that we face;

. the execution of our business plan and our growth strategy;

. our expectations regarding the size of and growth in potential markets;

° changes in laws or regulations applicable to our business, including potential regulation by the FDA;
. our strategic relationships, collaboration and co-promotion efforts;

. our ability to develop and commercialize new products and the timing of commercialization;
* the outcome or success of clinical studies;

. our liquidity and working capital requirements;

. our expectations regarding future revenue and expenses; and

* our expectations regarding the use of proceeds from this offering.

Although we believe that the expectations reflected in the forward-looking statements are reasonable, we cannot guarantee future results, level of activity,
performance or achievements. In addition, neither we nor any other person assumes responsibility for the accuracy and completeness of any of these forward-looking
statements. Any forward-looking statement made by us in this prospectus speaks only as of the date on which it is made. We disclaim any duty to update any of these
forward-looking statements after the date of this prospectus to confirm these statements to actual results or revised expectations.

You may rely only on the information contained in this prospectus. You should read this prospectus and the documents that we reference in this prospectus and
have filed with the Securities and Exchange Commission as exhibits to the registration statement of which this prospectus is a part completely and with the
understanding that our actual future results, levels of activity, performance and events and circumstances may be materially different from what we expect. We qualify
all of our forward-looking statements by these cautionary statements.

This prospectus also contains statistical data and estimates that we obtained from industry publications and reports. These publications typically indicate that they
have obtained their information from sources they believe to be reliable, but do not guarantee the accuracy and completeness of their information. Although we have

assessed the information in the publications and found it to be reasonable and believe the publications are reliable, we have not independently verified their data.
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USE OF PROCEEDS

We estimate that the net proceeds from the sale of shares of our common stock in this offering will be approximately $ , based on an assumed initial public
offering price of $ per share, the midpoint of the price range set forth on the cover page of this prospectus, and after deducting the estimated underwriting
discounts and commissions and estimated offering expenses payable by us. If the underwriters' over-allotment option to purchase additional shares from us is exercised
in full, we estimate that our net proceeds will be approximately $ . A $1.00 increase (decrease) in the assumed initial public offering price of $ per share,
the midpoint of the price range set forth on the cover page of this prospectus, would increase (decrease) the estimated net proceeds to us by $ million, assuming
that the number of shares offered by us as set forth on the cover page of this prospectus remains the same and after deducting the estimated underwriting discounts and
commissions and estimated offering expenses payable by us. We may also increase or decrease the number of shares we are offering. An increase (decrease) of
1.0 million shares in the number of shares offered by us would increase (decrease) the net proceeds to us by $ million, assuming a price of $ per share,
the midpoint of the price range set forth on the cover page of this prospectus, and after deducting the estimated underwriting discounts and commissions and estimated
offering expenses payable by us.

We currently intend to use the net proceeds received by us from this offering for working capital and general corporate purposes, including continued investments
in research and development and in the growth of our business. In addition, we may use a portion of the net proceeds received by us from this offering for acquisitions
of complementary businesses, technologies or other assets. We have no agreements with respect to any material acquisitions at this time, and we have not allocated
specific amounts of net proceeds for any of these purposes.

We cannot specify with certainty the particular amounts or uses for the net proceeds to be received by us from this offering. Accordingly, our management will
have broad discretion in using the net proceeds to be received by us from this offering.

Pending the use of proceeds from this offering as described above, we plan to invest the net proceeds in short- and intermediate-term, interest-bearing obligations,
investment-grade instruments, certificates of deposit or direct or guaranteed obligations of the U.S. government.

DIVIDEND POLICY

We have never declared or paid any cash dividend on our capital stock. We currently intend to retain any future earnings and do not expect to pay any dividends
in the foreseeable future. Our loan and security agreement restricts our ability to pay cash dividends on our common stock, and we may also enter into credit
agreements or other borrowing arrangements in the future that will further restrict our ability to declare or pay cash dividends on our common stock. Any
determination to pay dividends in the future will be at the discretion of our board of directors and will depend on our financial condition, operating results, capital
requirements, general business conditions and other factors that our board of directors may deem relevant.
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CAPITALIZATION
The following table sets forth our cash and cash equivalents and capitalization as of June 30, 2013, as follows:

. on an actual basis;

on a pro forma basis to give effect to the conversion of all outstanding shares of our convertible preferred stock into common stock immediately prior
to the completion of this offering; and

. on a pro forma as adjusted basis to give further effect to the receipt of the estimated net proceeds from the sale of shares of common stock in
this offering at a price of $ per share, the midpoint of the price range set forth on the cover page of this prospectus, and after deducting the
estimated underwriting discounts and commissions and estimated expenses payable by us.

You should read this table in conjunction with "Selected Financial Data" and "Management's Discussion and Analysis of Financial Condition and Results of
Operations" and our financial statements and related notes included elsewhere in this prospectus.

As of June 30, 2013
Pro Forma as

Actual Pro Forma Adjusted
(In thousands, except share and per share data)
(Unaudited)
Cash and cash equivalents $ 20683 $ $
Long-term debt, net of discount 4,826
Preferred stock warrant liability 175

Convertible preferred stock, par value $0.001 per share: 60,187,700 shares authorized,

59,989,268 issued and outstanding, actual; no shares authorized, issued or

outstanding, pro forma and pro forma as adjusted 79,025
Stockholders' (deficit) equity:

Common stock, par value $0.001 per share: 77,000,000 shares authorized, 3,714,902

shares issued and outstanding, actual; shares authorized, 63,704,170
shares issued and outstanding, pro forma; shares issued and outstanding,
pro forma as adjusted 4
Additional paid-in capital 2,663
Accumulated deficit (73,455)
Total stockholders' (deficit) equity (70,788)
Total capitalization $ 13,238 $ $
A $1.00 increase (decrease) in the assumed initial public offering price of $ per share, the midpoint of the price range set forth on the cover page of this
prospectus, would increase (decrease) each of cash and cash equivalents, additional paid-in capital, total capitalization and total stockholders' (deficit) equity by
$ million, assuming that the number of shares offered by us, as set forth on the cover page of this prospectus, remains the same, and after deducting the

estimated underwriting discounts and commissions and estimated offering expenses payable by us. Each increase (decrease) of 1.0 million shares in the number of
shares offered by us would increase (decrease) cash and cash equivalents, additional paid-in capital, total capitalization and total stockholders' (deficit) equity by
approximately $ million, assuming an initial public offering price of $ per share, the midpoint of the price range set forth on the cover page of this
prospectus, and after deducting the estimated underwriting
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discounts and commissions and estimated offering expenses payable by us. The pro forma as adjusted information discussed above is illustrative only and will be
adjusted based on the actual public offering price and other terms of this offering determined at pricing.

If the underwriters' over-allotment option were exercised in full, pro forma as adjusted cash and cash equivalents, common stock, additional paid-in capital, total
stockholders' deficit and shares issued and outstanding as of June 30, 2013 would be $ ,$ ,$ ,$ and , respectively.

The number of shares of common stock in the table above excludes:

9,681,245 shares of common stock issuable upon the exercise of options outstanding as of June 30, 2013, at a weighted average exercise price of $0.70
per share;

99,206 shares of common stock issuable upon the exercise of warrants to purchase Series C preferred stock, which will become exercisable for shares
of common stock upon conversion of our Series C preferred stock into common stock immediately prior to the completion of this offering, with an
exercise price of $1.89 per share; and

. 574,821 shares of common stock reserved for future issuance under our 2008 Stock Plan and shares of common stock, subject to increase on an
annual basis, reserved for future issuance under our 2013 Stock Incentive Plan, which will become effective in connection with this offering.
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DILUTION

If you invest in our common stock in this offering, your ownership interest will be diluted to the extent of the difference between the initial public offering price
per share of our common stock and the pro forma as adjusted net tangible book value per share of our common stock immediately after this offering.

Net tangible book value per share is determined by dividing our total tangible assets less our total liabilities by the number of shares of common stock
outstanding. Our historical net tangible book value (deficit) as of June 30, 2013, was $ ,or$ per share of common stock. Our pro forma net
tangible book value (deficit) as of June 30, 2013, was $ ,or$ per share of common stock, based on the total number of shares of our common
stock outstanding as of June 30, 2013, after giving effect to the conversion of all outstanding shares of our convertible preferred stock into common stock.

After giving effect to the sale of shares of common stock in this offering at an assumed initial public offering price of $ per share, the midpoint of the
price range set forth on the cover page of this prospectus, and after deducting the estimated underwriting discounts and commissions and estimated offering expenses
payable by us, our pro forma as adjusted net tangible book value as of June 30, 2013 would have been $ ,or$ per share. This represents an
immediate increase in pro forma net tangible book value of $ per share to existing stockholders and an immediate dilution in net tangible book value of
$ per share to purchasers of common stock in this offering, as illustrated in the following table:

Assumed initial public offering price per share $
Pro forma net tangible book value (deficit) per share as of June 30, 2013 $
Increase in pro forma net tangible book value (deficit) per share attributable to new
investors

Pro forma as adjusted net tangible book value (deficit) per share after this offering

Dilution per share to investors participating in this offering $
Each $1.00 increase (decrease) in the assumed public offering price of $ per share, the midpoint of the price range set forth on the cover page of this
prospectus, would increase (decrease) our pro forma as adjusted net tangible book value by approximately $ million, or approximately $ per share,
and the dilution per share to investors in this offering by approximately $ per share, assuming that the number of shares offered by us, as set forth on the

cover page of this prospectus, remains the same and after deducting the estimated underwriting discounts and commissions and estimated offering expenses payable by
us. We may also increase or decrease the number of shares we are offering. An increase (decrease) of 1.0 million shares in the number of shares offered by us would
(decrease) our pro forma as adjusted net tangible book value by approximately $ million, or approximately $ per share, and the pro forma dilution
per share to investors in this offering by approximately $ per share, assuming an initial public offering price of $ per share, the midpoint of the price
range set forth on the cover page of this prospectus, and after deducting the estimated underwriting discounts and commissions and estimated offering expenses
payable by us. The pro forma as adjusted information discussed above is illustrative only and will be adjusted based on the actual public offering price and other terms
of this offering determined at pricing.

If the underwriters' over-allotment option to purchase additional shares is exercised in full, the pro forma as adjusted net tangible book value per share after this
offering would be $ per share, the increase in pro forma as adjusted net tangible book value per share to existing stockholders would be $ per share

and the dilution to new investors purchasing shares in this offering would be $ per share.
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The following table presents, on a pro forma as adjusted basis as of June 30, 2013, the differences between existing stockholders and purchasers of shares in this
offering with respect to the number of shares purchased from us, the total consideration paid or to be paid and the average price paid per share assuming with respect
to the purchasers of shares in this offering an initial public offering price of $ per share, the midpoint of the price range on the cover of this prospectus before
deducting estimated underwriting discounts and commissions and estimated expenses payable by us:

Total Shares Total Consideration Average
Price
Number Percent Amount Percent per Share
Existing stockholders before this offering %$ %$
Investors participating in this offering
Total 100% $ 100%

Each $1.00 increase (decrease) in the assumed initial public offering price of $ per share, the midpoint of the price range set forth on the cover page of
this prospectus, would increase (decrease) the total consideration paid to us by new investors and total consideration paid to us by all stockholders by
$ million, assuming that the number of shares offered by us, as set forth on the cover page of this prospectus, remains the same, and after deducting the
estimated underwriting discounts and commissions and estimated offering expenses payable by us. An increase (decrease) of 1.0 million shares in the number of shares
offered by us would increase (decrease) the total consideration paid to us by new investors and total consideration paid to us by all stockholders by $ million,
assuming an initial public offering price of $ per share, the midpoint of the price range set forth on the cover page of this prospectus, and after deducting the
estimated underwriting discounts and commissions and estimated offering expenses payable by us.

If the underwriters' over-allotment option to purchase additional shares is exercised in full, existing stockholders would own % and new investors would
own % of the total number of shares of our common stock outstanding immediately after this offering.

The calculations above are based on shares outstanding as of June 30, 2013 after giving effect to the conversion of all outstanding shares of convertible
preferred stock into common stock and exclude:

. 9,681,245 shares of common stock issuable upon the exercise of options outstanding as of June 30, 2013, at a weighted average exercise price of $0.70
per share;
° 99,206 shares of common stock issuable upon the exercise of warrants to purchase Series C preferred stock, which will become exercisable for shares

of common stock upon conversion of our Series C preferred stock into common stock immediately prior to the completion of this offering, with an
exercise price of $1.89 per share; and

. 574,821 shares of common stock reserved for future issuance under our 2008 Stock Plan and shares of common stock, subject to increase on
an annual basis, reserved for future issuance under our 2013 Stock Incentive Plan, which will become effective in connection with this offering.

To the extent that any outstanding options or warrants are exercised or new options are issued under our incentive plans, there will be further dilution to investors
participating in this offering.
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SELECTED FINANCIAL DATA

We derived the selected statements of operations data for the years ended December 31, 2011 and 2012 and the selected balance sheets data as of December 31,
2011 and 2012 from our audited financial statements included elsewhere in this prospectus. We derived the selected statements of operations data for the six months
ended June 30, 2012 and 2013 and the selected balance sheets data as of June 30, 2013 from our unaudited interim condensed financial statements and related notes
included elsewhere in this prospectus. Our unaudited interim condensed financial statements were prepared on the same basis as our audited financial statements and
include, in our opinion, all adjustments, consisting of normal recurring adjustments that we consider necessary for a fair presentation of the financial information set
forth in those financial statements. Historical results are not necessarily indicative of the results that may be expected in the future. You should read the selected
financial data together with "Management's Discussion and Analysis of Financial Condition and Results of Operations" and our financial statements, related notes and
other financial information included elsewhere in this prospectus. The selected financial data is qualified in its entirety by the financial statements and related notes
included elsewhere in this prospectus.

Six Months Ended
Year Ended December 31, June 30,
2011 2012 2012 2013
(In thousands, except share and per share data)
(Unaudited)

Statements of Operations Data:

Revenue $ 2645 $ 11,628 $ 3,947 $ 9,452
Operating expenses:
Cost of revenue(!) 2,925 7,584 3,000 6,004
Research and development™® 6,680 6,608 3,158 3,912
Selling and marketing(?) 2,934 8,447 3,045 5,318
General and administrative(!) 5,372 7,918 3,618 5,528
Total operating expenses(!) 17,911 30,557 12,821 20,762
Loss from operations (15,266) (18,929) (8,874) (11,310)
Interest income 2 2 — —
Interest expense — — — 5)
Other income (expense), net 819 278 — (2,070)
Net loss $ (14,445) $ (18,649) $ (8,874) $ (13,385)
Net loss per common share, basic and diluted $ (6.23) $ 717) $ (3.48) $ (4.12)

Shares used in computing net loss per common share, basic and diluted 2,320,252 2,601,352 2,553,287 3,250,863

Other Operating Data:
FNAs received 6,402 25,890 9,535 23,181

(€8] Includes employee stock-based compensation as follows:

Six Months
Year Ended Ended
December 31, June 30,
2011 2012 2012 2013
(In thousands)
(Unaudited)
Cost of revenue $ 32 $ 26 $ 16 $ 13
Research and development 130 131 48 103
Selling and marketing 77 111 52 76
General and administrative 227 407 174 297
Total stock-based compensation $ 466 $ 675 $ 290 $ 489

As of December 31, As of June 30,
2011 2012 2013
(In thousands)
(Unaudited)

Balance Sheets Data:
Cash and cash equivalents $ 7,566 $ 14,002 $ 20,683
Working capital 6,707 7,390 14,049
Total assets 10,451 19,067 27,159
Convertible preferred stock 49,296 63,372 79,025
Accumulated deficit (41,420) (60,069) (73,455)
Total stockholders' (deficit) equity (40,766) (58,471) (70,788)
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

The following discussion and analysis of our financial condition and results of operations should be read in conjunction with our financial statements and related
notes included elsewhere in this prospectus. This discussion contains forward-looking statements that involve risks and uncertainties. Our actual results could differ
materially from those discussed below. Factors that could cause or contribute to such differences include, but are not limited to, those identified below and those
discussed in "Risk Factors" included elsewhere in this prospectus.

Overview

We are a diagnostics company pioneering the field of molecular cytology to improve patient outcomes and lower healthcare costs. We specifically target diseases
that often require invasive procedures for an accurate diagnosis — diseases where many healthy patients undergo costly interventions that ultimately prove unnecessary.
We improve the accuracy of diagnosis at an earlier stage of patient care by deriving clinically actionable genomic information from cytology samples collected in an
outpatient setting. Our first commercial solution, the Afirma Thyroid FNA Analysis, includes as its centerpiece our Gene Expression Classifier, which we refer to as
the GEC. The GEC helps physicians reduce the number of unnecessary surgeries by employing a proprietary 142-gene signature to preoperatively determine whether
thyroid nodules previously classified by cytopathology as indeterminate can be reclassified as benign. We have demonstrated the clinical utility and cost effectiveness
of the GEC in studies published in peer-reviewed journals and established the clinical validity of the GEC in a study published in The New England Journal of
Medicine in 2012. Since we commercially launched Afirma in January 2011, we have processed over 50,000 fine needle aspiration, or FNA, samples for evaluation
using Afirma and performed more than 10,000 GECs to resolve indeterminate cytopathology results.

We market and sell our solution with a sales force consisting of our own sales professionals and members of the Genzyme endocrinology sales team. In January
2012, we entered into a co-promotion agreement with Genzyme for the co-exclusive right to promote and market Afirma in the United States and in 40 countries
pursuant to which we received a $10.0 million fee from Genzyme. Under the agreement, we are required to pay Genzyme a co-promotion fee that is equal to a
percentage of our cash receipts from Afirma.

As of August 2013, the list price for the GEC is $4,275. We invoice for routine cytopathology at a standard price of $490. We obtained Medicare coverage for the
GEC effective in January 2012 which provides reimbursement at an agreed upon rate. In addition, we received positive coverage decisions for the GEC from
UnitedHealthcare in March 2013, Aetna in June 2013 and Humana in July 2013, and have also received positive coverage decisions from a number of other smaller
payers. Collectively, these payers represent more than 100 million covered lives. Reimbursement rates vary by payer.

Our revenue increased from $2.6 million in 2011 to $11.6 million in 2012. Our revenue increased from $3.9 million for the six months ended June 30, 2012 to
$9.5 million for six months ended June 30, 2013. We incurred a net loss of $14.4 million and $18.6 million for the years ended December 31, 2011 and 2012,
respectively, and $13.4 million for the six months ended June 30, 2013. As of June 30, 2013, we had an accumulated deficit of $73.5 million.
Financial Overview

Revenue

We generate revenue from the sale of our Afirma solution. We generally invoice third-party payers upon delivery of a patient report to the prescribing physician.
As such, we take the assignment of benefits and the risk of collection from the third-party payer and individual patients.
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For tests performed where an agreed upon reimbursement rate and a predictable history of collections exists, such as in the case of Medicare, we recognize
revenue upon delivery of a patient report to the prescribing physician. In all other situations, as we do not have sufficient history of collection and are not able to
determine a predictable pattern of payment, we recognize revenue upon the earlier of receipt of third-party payer notification of payment or when cash is received. Our
ability to increase our revenue will depend on our ability to penetrate the market, obtain contracted reimbursement from additional third-party payers and increase our
collection rate for tests performed.

Cost of Revenue

The components of our cost of revenue are materials and service costs, including stock-based compensation expense, direct labor costs, equipment and
infrastructure expenses associated with testing samples, shipping charges to transport samples, and allocated overhead including rent, information technology,
equipment depreciation and utilities. Costs associated with performing tests are recorded as the test is processed regardless of whether and when revenue is recognized
with respect to that test. As a result, our cost of revenue as a percentage of revenue may vary significantly from period to period because we do not recognize all
revenue in the period in which the associated costs are incurred. We expect cost of revenue in absolute dollars to increase as the number of tests we perform increases.
However, we expect that the cost per test will decrease over time due to the efficiencies we may gain as test volume increases and from automation and other cost
reductions.

Research and Development

Research and development expenses include costs incurred to develop our technology, collect clinical samples and conduct clinical studies to develop and support
our products. These costs consist of personnel costs, including stock-based compensation expense, prototype materials, laboratory supplies, consulting costs, costs
associated with setting up and conducting clinical studies at domestic and international sites and allocated overhead including rent, information technology, equipment
depreciation and utilities. We expense all research and development costs in the periods in which they are incurred. We expect our research and development expenses
will increase in absolute dollars in future periods as we continue to invest in research and development activities related to developing additional products.

Selling and Marketing

Selling and marketing expenses consist of personnel costs, including stock-based compensation expense, direct marketing expenses, consulting costs, and
allocated overhead including rent, information technology, equipment depreciation and utilities. In addition, up-front co-promotion fees paid to Genzyme, net of
amortization, are included in selling and marketing expenses. We expect our selling and marketing expenses to increase in future periods primarily driven by the co-
promotion fees to Genzyme, the hiring of additional internal sales personnel and marketing and education expenses to drive market penetration and reimbursement.

General and Administrative

General and administrative expenses include executive, finance and accounting, human resources, billing and client services, and quality and regulatory functions.
These expenses include personnel costs, including stock-based compensation expense, audit and legal expenses, consulting costs, and allocated overhead, including
rent, information technology, equipment depreciation and utilities. We expect to incur additional expenses as a result of operating as a public company, including
expenses related to compliance with the rules and regulations of the Securities and Exchange Commission and The NASDAQ Stock Market, additional insurance
expenses, investor relations activities and other administrative and professional services. We also expect our general and administration expenses will increase in
absolute dollars as we expand our billing and client services functions.

40




Table of Contents
Interest Income
Interest income is from interest on our cash equivalents.
Interest Expense
Interest expense is attributable to our borrowings under the loan agreement entered into in June 2013.
Other Income (Expense), Net

Other income (expense), net is related primarily to the change in value of the preferred stock liability associated with our obligation to issue additional shares of
Series B and Series C convertible preferred stock. In June 2010, we entered into a tranched Series B convertible preferred stock purchase agreement. In November
2012, we entered into a tranched Series C convertible preferred stock purchase agreement. In connection with the initial closing of each of these agreements, we
agreed to issue to the purchasers, and the purchasers agreed to purchase, additional shares of the Series B and Series C convertible preferred stock within a specified
timeframe. We determined that the liability to issue additional Series B and Series C convertible preferred stock at a future date was a freestanding instrument that
should be accounted for as a liability. Accordingly, we recorded a liability related to this instrument at the time of each initial close in June 2010 and November 2012
and remeasure the liabilities at each reporting period with the corresponding gain or loss from the adjustment recorded as other income (expense), net. The Series B
liability expired in July 2011. The Series C liability expired in June 2013.

In addition, other income (expense), net in 2011 includes $0.1 million we received from Genzyme in exchange for exclusive rights to negotiate a co-promotion
agreement.

Critical Accounting Polices and Estimates

Our management's discussion and analysis of our financial condition and results of operations is based on our financial statements, which have been prepared in
accordance with United States generally accepted accounting principles, or U.S. GAAP. The preparation of these financial statements requires us to make estimates
and assumptions that affect the reported amounts of assets and liabilities and the disclosure of contingent assets and liabilities at the date of the financial statements, as
well as the reported revenue generated and expenses incurred during the reporting periods. Our estimates are based on our historical experience and on various other
factors that we believe are reasonable under the circumstances, the results of which form the basis for making judgments about the carrying value of assets and
liabilities that are not readily apparent from other sources. Actual results may differ from these estimates under different assumptions or conditions and any such
differences may be material. We believe that the accounting policies discussed below are critical to understanding our historical and future performance, as these
policies relate to the more significant areas involving management's judgments and estimates.

Revenue Recognition

Our revenue is generated from the sale of Afirma, a diagnostic solution for the assessment of thyroid nodules. We generally bill third-party payers upon delivery
of a patient report to the prescribing physician. As such, we take assignment of benefits and risk of collections from the third-party payer and individual patients.

Revenue is recognized when persuasive evidence of an arrangement exists; delivery has occurred or services have been rendered; the fee is fixed or determinable;
and collectability is reasonably assured. The assessment of the fixed or determinable nature of the fees charged for testing performed and the collectability of those
fees require significant judgment by management. When evaluating these criteria, we consider whether we have sufficient history to reliably estimate a payer's
payment pattern. We review the

41




Table of Contents

number of tests paid against the number of tests billed and the payer's outstanding balance for unpaid tests to determine whether payments are being made at a
consistently high percentage of tests billed and at appropriate amounts given the amount billed by us. To date, except for third-party payers with contracted
reimbursement coverage, we have not been able to demonstrate a predictable pattern of collectability from third-party payers. Some patients have out-of-pocket costs
for amounts not covered by their insurance carrier and we may bill the patient directly for these amounts in the form of co-payments and co-insurance in accordance
with their insurance carrier and health plans. Some payers may not cover our test as ordered by the physician under their reimbursement policies. In such situations, we
pursue reimbursement from the patients on a case-by-case basis. To date, we have not been able to demonstrate a predictable pattern of collectability directly from
patients. In the absence of contracted reimbursement and/or a predictable pattern of collectability at consistent payment amounts, we believe that all the revenue
recognition criteria are met upon the earlier of receipt of third-party payer notification of payment or when cash is received and accordingly, we recognize revenue at
that time.

We use judgment in our assessment of whether the fee is fixed or determinable and whether collectability is reasonably assured in determining when to recognize
revenue in the future as we continue to gain payment experience with third-party payers and patients.

Allowance for Doubtful Accounts

We accrue an allowance for doubtful accounts against our accounts receivable based on estimates consistent with historical payment experience. Our allowance
for doubtful accounts is evaluated on a regular basis and adjusted when trends or significant events indicate that a change in estimate is appropriate. Historically, the
amounts of uncollectible accounts receivable that have been written off have been consistent with management's expectations. Accounts receivable are written off
against the allowance when the appeals process is exhausted or when there is other substantive evidence that the account will not be paid.

If the financial conditions of our customers were to deteriorate, resulting in an impairment of their ability to make payments, additional allowances may be
required.

Derivative Liability

We account for derivative financial instruments as either equity or liabilities based upon the characteristics and provisions of each instrument. We recorded the
preferred stock liability incurred in connection with our Series B and Series C convertible preferred stock and the preferred stock warrant liability related to the
issuance of a warrant for Series C convertible preferred stock, each as a derivative financial instrument liability at their fair value on the date of issuance, and we
remeasure them on each subsequent balance sheet date. The changes in fair value are recognized as a gain or loss from the adjustment to other income (expense), net in
the statements of operations and comprehensive loss. We estimate the fair value of this liability using option-pricing models that include assumptions for future
financings, expected volatility, expected life, yield and risk-free interest rate.

Deferred Tax Assets

We file U.S. federal income tax returns and tax returns in California, Texas and other states. To date, we have not been audited by the Internal Revenue Service or
any state income tax authority.

As of December 31, 2012, our gross deferred tax assets were $24.9 million. The deferred tax assets were primarily comprised of federal and state tax net
operating loss and tax credit carryforwards. Utilization of the net operating loss and tax credit carryforwards may be subject to annual limitation due to historical or
future ownership percentage change rules provided by the Internal Revenue Code of 1986, and similar state provisions. The annual limitation may result in the
expiration of certain net operating loss and tax credit carryforwards before their utilization.
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We are required to reduce our deferred tax assets by a valuation allowance if it is more likely than not that some or all of our deferred tax assets will not be
realized. We must use judgment in assessing the potential need for a valuation allowance, which requires an evaluation of both negative and positive evidence. The
weight given to the potential effect of negative and positive evidence should be commensurate with the extent to which it can be objectively verified. In determining
the need for and amount of our valuation allowance, if any, we assess the likelihood that we will be able to recover our deferred tax assets using historical levels of
income, estimates of future income and tax planning strategies. As a result of historical cumulative losses and, based on all available evidence, we believe it is more
likely than not that our recorded net deferred tax assets will not be realized. Accordingly, we recorded a valuation allowance against all of our net deferred tax assets at
December 31, 2012. We will continue to maintain a full valuation allowance on our deferred tax assets until there is sufficient evidence to support the reversal of all or
some portion of this allowance.

Stock-based Compensation

We recognize compensation costs related to stock options granted to employees based on the estimated fair value of the awards on the date of grant, net of
estimated forfeitures. We estimate the grant date fair value, and the resulting stock-based compensation expense, using the Black-Scholes option-pricing model. The
grant date fair value of stock-based awards is expensed on a straight-line basis over the vesting period of the respective award. Performance-based awards vest and are
expensed over the performance period when the related performance goal is probable of being achieved.

We account for stock-based compensation arrangements with non-employees using a fair value approach. The fair value of these options is measured using the
Black-Scholes option-pricing model reflecting the same assumptions as applied to employee options in each of the reported periods, other than the expected life, which
is assumed to be the remaining contractual life of the option. The compensation costs of these arrangements are subject to remeasurement over the vesting terms as
earned.

We recorded stock-based compensation expense of $0.5 million, $0.7 million and $0.5 million for the years ended December 31, 2011, and 2012, and the six
months ended June 30, 2013, respectively. We expect to continue to grant stock options and other equity-based awards in the future, and to the extent that we do, our
stock-based compensation expense recognized in future periods will likely increase.

The Black-Scholes option-pricing model requires the use of highly subjective and complex assumptions, which determine the fair value of stock-based awards.
Our assumptions are as follows:

. Expected term. The expected term represents the period that the stock-based awards are expected to be outstanding. Our historical share option
exercise experience does not provide a reasonable basis upon which to estimate an expected term because of a lack of sufficient data. Therefore we
estimate the expected term by using the simplified method provided by the SEC. The simplified method calculates the expected term as the average of
the time-to-vesting and the contractual life of the options.

Expected volatility. As our common stock has never been publicly traded, the expected volatility is derived from the average historical volatilities of
publicly traded companies within our industry that we consider to be comparable to our business over a period approximately equal to the expected
term.

. Risk-free interest rate. The risk-free interest rate is based on the U.S. Treasury yield in effect at the time of grant for zero coupon U.S. Treasury notes
with maturities approximately equal to the expected term.

. Expected dividend. The expected dividend is assumed to be zero as we have never paid dividends and have no current plans to pay any dividends on
our common stock.
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In addition to the assumptions used in the Black-Scholes option-pricing model, we also estimate a forfeiture rate to calculate the stock-based compensation for
our equity awards. We will continue to use judgment in evaluating the expected volatility, expected terms and forfeiture rates utilized for our stock-based
compensation calculations on a prospective basis.

Significant factors, assumptions and methodologies used in determining the estimated fair value of our common stock

We are also required to estimate the fair value of the common stock underlying our stock-based awards when performing the fair value calculations using the
Black-Scholes option-pricing model. Our board of directors, with the assistance of management, determined the fair value of our common stock on each grant date.
Option grants are based on the estimated fair value of our common stock on the date of grant, which is determined by taking into account several factors, including the
following:

. important developments in our operations, in particular coverage policies or contracts with third-party payers;
* valuations performed by an independent third party;
. the prices at which we sold our convertible preferred stock and the rights, preferences, and privileges of the convertible preferred stock relative to those

of our common stock, including the liquidation preferences of the convertible preferred stock;

. our actual operating results and financial performance;

* conditions in our industry and the economy in general;

. stock price performance of comparable public companies;

. the estimated likelihood of achieving a liquidity event, such as an IPO or an acquisition of our company, given prevailing market conditions; and
* the illiquidity of the common stock underlying stock options.

In determining the estimated fair value of our common stock, our board of directors, with the assistance of management, used the market approach to estimate the
enterprise value of our company in accordance with the American Institute of Certified Public Accountants Accounting and Valuation Guide, Valuation of Privately-
Held Company Equity Securities Issued as Compensation. The market approach, comprised of the Guideline Publicly Traded Company and the M&A Transaction
methodologies, estimates the value of a company by comparing it to a peer group of similar publicly traded companies. When selecting the peer group to be used for
the market multiple approaches, we focused on companies within the molecular diagnostics industry. The criteria we used to select comparable companies included the
stage of development of their product candidates, their position in the industry and their overall risk profile. The peer group in the Guideline Publicly Traded Company
was reviewed at each valuation date to assess whether to add or remove companies to maintain the relevance of the peer group; our peer group's composition has
changed over time based upon this continuing evaluation. In connection with our November 2012 contemporaneous valuation, we removed two of the peer group
companies we deemed no longer comparable to us, either as they were acquired or their business model was no longer similar to ours, and replaced them with two
other companies that we believe are comparable to us. Based on these considerations, we believe that our peer group of comparable companies has been a
representative group for purposes of performing valuations.

Once a group of comparable publicly traded companies is selected, market multiples are calculated using each company's stock price and other financial data.
Typically, a company's value is estimated by applying selected market multiples of selected peer group companies to a company's forecasted financial results. We used

revenue multiples in the Guideline Publicly Traded Company methodology and in the
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M&A Transaction methodology. As part of the Guideline Public Company methodology used in the January 2012, April 2013 and June 2013 valuations, we took into
consideration the revenue multiples and enterprise value of select companies that had completed IPOs in the molecular diagnostic industry in the prior twelve months.
For the November 2012, April 2013 and June 2013 valuations, we also used the OPM Backsolve method, a form of the market approach to valuation, which derives
the implied equity value for a company from a recent transaction involving the company's own securities.

The initial estimated enterprise value was then allocated to the common stock using the Option Pricing Method, the Probability Weighted Expected Return
Method or the Hybrid Method.

The Option Pricing Method, or OPM, treats the enterprise as a call option, to be distributed among the common and convertible preferred security classes, with
exercise prices based on the liquidation preference of the convertible preferred stock. Therefore, by extension, the common stock has value only if the funds available
for distribution to the stockholders exceed the value of the liquidation preference at the time of a liquidity event such as a merger, sale or IPO, assuming the enterprise
has funds available to make a liquidation preference meaningful and collectible by the stockholders. The common stock is modeled to be a call option with a claim on
the enterprise at an exercise price equal to the remaining value immediately after the convertible preferred stock is liquidated. The OPM uses the Black-Scholes
option-pricing model to price the call option. The OPM is appropriate to use when the range of possible future outcomes is so difficult to predict that forecasting
discrete exit events would be highly speculative.

The Probability Weighted Expected Return Method, or PWERM, is a scenario-based analysis that estimates the value per share based on the probability-weighted
present value of expected future investment returns, considering each of the possible outcomes available to us, as well as the rights of each share class. PWERM
estimates the common stock value to our stockholders under possible future scenarios which includes various IPO outcomes and liquidation. The value per share under
each scenario is then probability weighted and the resulting weighted values per share are summed to determine the fair value per share of our common stock. In the
liquidation scenario, the value per share is allocated taking into account the liquidation preferences and participation rights of our convertible preferred stock
consistent with the method outlined in the American Institute of Certified Public Accountants Practice Guide, Valuation of Privately-Held Company Equity Securities
Issued as Compensation. In the IPO scenarios, it is assumed that all outstanding shares of our convertible preferred stock will convert into common stock. Over time,
as we achieve certain company-related milestones, the probability of each scenario is evaluated and adjusted accordingly.

The Hybrid Method employs the concepts of the PWERM and OPM in a single framework. The PWERM estimates the future equity value under a range of IPO
exits, and allocates the same in each scenario according to the subject company's capital structure, probability-weighting each exit and discounting the value to a
present value equivalent using a risk-adjusted discount rate. The Option Pricing Model frames the scenario where the Company remains private, and is modeled over a
weighted average term to exit using a financing round or external comparable benchmarks as the basis for fair market value determination.

In determining the estimated fair value of our common stock, our board of directors also considers the fact that our common stock is not freely tradable in the
public market. The estimated fair value of our common stock at each grant date reflects a non-marketability discount partially based on the anticipated likelihood and

timing of a future liquidity event.
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Common stock valuations

Information regarding our stock option grants to our employees and non-employees, along with the estimated fair value per share of the underlying common
stock, for stock options granted since January 1, 2012 is summarized as follows:

Number Exercise Estimated

of Common Shares Price per Fair Value

Underlying Options Common per Share of
Grant Date Granted Share C Stock
March 10, 2012 1,814,628 $ 0.67 $ 0.67
April 11, 2012 924,000 0.67 0.67
June 6, 2012 450,000 0.67 0.67
July 25, 2012 270,000 0.67 0.67
December 6, 2012 269,167 1.00 1.00
February 5, 2013 1,709,007 1.00 1.00
June 20, 2013 801,625 1.51 1.98

The intrinsic value of all outstanding options as of June 30, 2013 was $ million based on the mid-point of the estimated price range set forth on the cover
of this prospectus, of which approximately $ million related to vested options and approximately $ million related to unvested options.

The estimated fair value per share of the common stock in the table above represents the determination by our board of directors of the estimated fair value of our
common stock as of the date of the grant, taking into consideration various objective and subjective factors, including the conclusions, if applicable, of the most recent
valuation of our common stock, as discussed below.

March 2012. We granted options to purchase 1,814,628 shares of our common stock on March 10, 2012. Our board of directors set an exercise price of $0.67
per share. We had obtained a contemporaneous independent valuation of our common stock as of January 19, 2012. The valuation was prepared on a minority, non-
marketable interest basis. We used the Guideline Publicly Traded Company methodology to determine an enterprise value. The valuation used a non-marketability
discount of 35% and a discount rate of 20% based on our risk-adjusted cost of capital. Our considerations of the form, timing and probability of a particular future
liquidity event or outcome were based on the business outlook as of January 19, 2012. We estimated a 30% probability of an initial public offering with a high
valuation, a 30% probability of an initial public offering with a low valuation, and a 40% probability of liquidation. The estimated time to a liquidity event assumed a
timeline of either an TPO of 2.5 years or dissolution in 0.7 years. We allocated the enterprise value using the PWERM and these three scenarios. This valuation
indicated a fair value of $0.67 per share for our common stock as of January 19, 2012. In the judgment of our board of directors, there were no internal or external
developments that would indicate that the fair value of our common stock would have increased from January 19, 2012. Accordingly, the board of directors determined
that the estimated fair value of our common stock at March 10, 2012 as $0.67 per share.

April to July 2012. We granted options to purchase 924,000, 450,000 and 270,000 shares of our common stock on April 11, 2012, June 6, 2012, and July 25,
2012. Our board of directors set an exercise price of $0.67 per share. Although our revenues increased as compared to the same period in the prior year, we had only
been generating revenues since January 2011. During this time we had not obtained coverage from any new third-party payers, and continued to recognize the majority
of our revenues upon the earlier of receipt of third-party payer notification of payment or when cash is received due to the absence of contracted reimbursement or a
predictable pattern and history of collectability in connection with our billings. In the judgment of our board of directors, there were no internal or external
developments that would indicate that the fair value of our common stock would have increased from January 19, 2012. Accordingly, the board of directors determined
that the estimated fair value of our common stock at April 11, 2012, June 6, 2012, and July 25, 2012 was $0.67 per share.
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December 2012. We granted options to purchase 269,167 shares of our common stock on December 6, 2012. Our board of directors set an exercise price of
$1.00 per share. We had obtained a contemporaneous independent valuation of our common stock as of November 1, 2012. The valuation was prepared on a minority,
non-marketable interest basis. In November 2012, we issued 7,936,508 shares of Series C convertible preferred stock at a purchase price of $1.89 per share, resulting
in gross proceeds to us of $15.0 million. The preferred stock has rights, preferences, and privileges that are significantly different from those of our common stock,
including liquidation preferences. For purposes of the November 1, 2012 valuation, we determined that the OPM was the most appropriate valuation methodology to
estimate the fair value of our common stock given the uncertainty of determining various exit scenarios and due to the recently completed financing. We utilized the
OPM Backsolve method to estimate the equity value based on the November 2012 Series C preferred stock financing, at a price of $1.89 per share, which we believed
to be the most indicative of our value as of November 1, 2012. The estimated time to a liquidity event assumed a timeline of either an IPO or dissolution of two years.
The valuation used a non-marketability discount of 20%. This valuation indicated a fair value of $1.00 per share for our common stock as of November 1, 2012.

In the judgment of our board of directors, there were no internal or external developments that would indicate that the fair value of our common stock would have
increased from November 1, 2012. Accordingly, the board of directors determined that the estimated fair value of our common stock at December 6, 2012 was $1.00
per share.

February 2013. 'We granted options to purchase 1,709,007 shares of our common stock on February 5, 2013. Our board of directors set an exercise price of
$1.00 per share. In the judgment of our board of directors, there were no internal or external developments that would indicate that the fair value of our common stock
would have increased from December 6, 2012. Accordingly, the board of directors determined that the estimated fair value of our common stock at February 5, 2013
was $1.00 per share.

April 2013. We obtained a contemporaneous independent valuation of our common stock as of April 30, 2013. Our considerations of the form, timing and
probability of a particular future liquidity event or outcome were based on the business outlook at the time of the valuation. We estimated a 50% probability of an IPO
and a 50% probability that we would continue as a private company. Accordingly, we used a hybrid method of the OPM and the PWERM in allocating the equity
value, weighting the fair values estimated under these methods equally. The hybrid methodology was applied to reflect the uncertainties associated with growth-stage
companies, especially in the medical diagnostics sector. Many medical diagnostic companies seeking an IPO in the past 12 months had to either offer their shares at a
substantial discount to the proposed offering range or withdrew their filings. This supports the application of the hybrid model as of April 30, 2013.

For the IPO scenario, we determined the equity value using the Guideline Public Company methodology. The valuation used a discount rate of 20% based on our
risk-adjusted cost of capital. The common stock value based on the PWERM method incorporates probability estimates for a potential future IPO in six months with
low, mid, and high valuation scenarios at 30%, 60%, and 10% probability, respectively.

For the stay private scenario, we determined the equity value utilizing the Backsolve method based on the second closing of the Series C preferred stock
financing, with a purchase price of $1.89 per share, which closed in June 2013 and resulted in gross proceeds to us of $13.0 million. The preferred stock has rights,
preferences, and privileges that are significantly different from those of our common stock, including the liquidation preferences of the convertible preferred stock. We
allocated the equity value to the various classes of securities using the OPM.

We applied equal weighting to the results under the OPM and the PWERM methodologies to arrive at a pre-discounted value and then applied a non-marketability
discount of 20% which resulted in an
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estimated common stock value of $1.51 per share on a non-marketable, minority interest basis as of April 30, 2013.

June 2013. 'We granted options to purchase 801,625 shares of our common stock on June 20, 2013. Our board of directors set an exercise price of $1.51 per
share for these options based in part on a contemporaneous third-party valuation prepared as of April 30, 2013. Subsequent to the granting of these options, we
obtained a third-party valuation as of June 30, 2013 which determined a fair value of our common stock of $1.98 per share on that date.

Our considerations of the form, timing and probability of a particular future liquidity event or outcome were based on the business outlook at the time of the
June 30, 2013 valuation. We estimated a 70% probability of an TPO and a 30% probability that we would continue as a private company. Accordingly, we continued to
use a hybrid method of the OPM and the PWERM in allocating the equity value, weighting the fair values estimated under these methods based on our estimates of the
probability of each scenario.

For the IPO scenario, we determined the equity value using the Guideline Public Company methodology and applied a non-marketability discount of 10%. The
common stock value based on the PWERM method incorporates probability estimates for a potential future IPO in six months with low, mid, and high valuation
scenarios at 25%, 60%, and 15% probability, respectively.

For the stay private scenario, we determined the equity value utilizing the Backsolve method based on our outstanding equity securities as of June 30, 2013. The
preferred stock has rights, preferences, and privileges that are significantly different from those of our common stock, including the liquidation preferences of the
convertible preferred stock. We allocated the equity value to the various classes of securities using the OPM and applied a non-marketability discount of 20%.

We applied a 30% and 70% weighting to the values determined under the OPM and the PWERM methodologies, respectively, which resulted in an estimated
common stock value of $1.98 per share on a non-marketable, minority interest basis as of June 30, 2013.

The increase from the April 2013 valuation to the June 2013 valuation primarily resulted from an increase in the enterprise value as a result of continued growth
in our business, including increases in FNA volume, obtaining a coverage decision from Aetna, the successful completion of our financings and an increase in the
PWERM weighting from 50% to 70%, reflecting a higher probability of an IPO liquidity event. As noted above, the board granted stock options in June 2013 with an
exercise price of $1.51 per share based in part on the fair value of our common stock determined in the April 30, 2013 valuation. However, for financial reporting
purposes, we reassessed the fair value of the underlying common stock on the June 20, 2013 grant date and determined that the fair value should be based on the
June 30, 2013 valuation. This valuation indicated a fair value of our common stock of $1.98 per share and accordingly, for financial reporting purposes, we have
recorded stock-based compensation expense based on the reassessed fair value.

Factors Affecting Our Performance
The number of FNAs we receive and test

The growth in our business is tied to the number of FNAs we receive. Generally 5%-10% of the FNA samples we receive have insufficient cellular material from
which to render a cytopathology diagnosis. We do not bill for these tests. For results that are benign or suspicious/malignant, we bill for the cytopathology portion of
the test. If the sample is indeterminate, we perform the GEC. Historically, approximately 14%-17% of samples we have received for cytopathology have been
diagnosed as indeterminate. We also perform GEC testing on a small number of samples referred by physicians where prior cytopathology testing has resulted in an
indeterminate result. Of the FNA samples sent for GEC testing, approximately 5%-10% have insufficient RNA from which to render a finding. We issue a patient
report classifying the
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sample as GEC Benign, GEC Suspicious or GEC No Result. We bill for the GEC Benign and GEC Suspicious results only. At this time, we also issue the
cytopathology report for the indeterminate samples, and bill for the cytopathology portion of the test. We incur costs of collecting and shipping the FNAs and a portion
of the costs of performing tests where we cannot ultimately issue a patient report. Because we cannot bill for all samples received, the number of FNAs received does
not directly correlate to the total number of patient reports issued and thus potential revenue generated.

Continued adoption of and reimbursement for Afirma

As of August 2013, the list price for the GEC is $4,275. To date only a portion of payers have reimbursed us at full list price. Revenue growth depends on our
ability to achieve broader reimbursement at increased levels from third-party payers and to expand our base of prescribing physicians. To drive increased adoption of
Afirma, we plan to increase our marketing efforts and to selectively increase our internal sales force in high-volume geographies domestically and to leverage our
relationship with Genzyme to accelerate Afirma growth both in the United States and internationally. Because many payers consider the GEC experimental and
investigational, we may not receive payment on many tests and payments may not be at acceptable levels compared to what we have billed. We expect our revenue
growth will increase as more payers make a positive coverage decision, which should enhance our collections. If we are unable to expand the base of prescribing
physicians at an acceptable rate, or if we are not able to execute our strategy for increasing reimbursement, we may not be able to effectively increase our revenue.

How we recognize revenue

A significant portion of our revenue is recognized when cash is received. Medicare is the only payer with agreed upon reimbursement rates and a predictable
history of collections, which allows us to recognize the related revenue on an accrual basis. Until we achieve a predictable pattern of collections and a consistent
payment amount from a larger number of payers, we will recognize a large portion of our revenue upon the earlier of notification of payment or when cash is received.
Additionally, as we commercialize new products, we will need to achieve a predictable pattern of collections and a consistent payment amount for each payer for each
new product offering prior to being able to recognize the related revenue on an accrual basis. Because the timing and amount of cash payments received from payers is
difficult to predict, we expect that our revenue will fluctuate significantly in any given quarter. In addition, even if we begin to accrue larger amounts of revenue
related to Afirma, when we introduce new products we do not expect we will be able to recognize revenue from new products on an accrual basis for some period of
time. This may result in continued fluctuations in our revenue.

Impact of Genzyme co-promotion agreement

The $10.0 million fee we received from Genzyme under our co-promotion agreement is being amortized over a four-year period beginning in 2012, and is
recorded as a reduction of selling and marketing expenses. Under the agreement, we pay a significant portion of our cash receipts to Genzyme for co-promoting
Afirma, and such amounts are recorded in selling and marketing expense. The co-promotion agreement requires that we pay a certain percentage of our cash receipts to
Genzyme, which percentage decreases over time. As of January 2013, the percentage is 40%, and it decreases to 32% in March 2014 and thereafter. As our cash
collections grow, both from volume growth as well as from increased reimbursement rates and collections for Afirma, the total amount we pay to Genzyme will
increase in absolute dollars although the percentage of revenue we are required to pay Genzyme decreases over time. We believe our relationship with Genzyme will
accelerate sales of Afirma. As a result, our selling and marketing expense may be higher than what we would have incurred if we alone were marketing and promoting
Afirma.

We also may receive up to an additional $3.0 million from Genzyme, consisting of $0.6 million for each of up to five countries outside of the United States in
which we obtain regulatory authorization to
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market Afirma and achieve a specified level of reimbursement. Genzyme has also agreed to spend $0.5 million to support clinical development expenses required for
entry into the international markets covered by our agreement. This obligation expires in July 2014.

Our agreement with Genzyme expires in 2027 and either party may terminate the agreement at any time without cause and with six months' prior notice. If we
terminate the agreement without cause prior to January 2014, we will be required to repay 50% of the $10.0 million fee we received. The percentage decreases to 40%
of such fee if we were to terminate the agreement between January 2014 and January 2015, and 30% of such fee if we were to terminate the agreement between
January 2015 and January 2016. Subsequent to January 2016, we are not required to repay any portion of the fee in the event we terminate the agreement without
cause.

Development of additional products

We rely on sales of Afirma to generate all of our revenue. Our product development pipeline includes the Afirma Malignant GEC, a test that we believe will serve
our current base of prescribing physicians. We also plan to pursue development of products for additional diseases to increase and diversify our revenue. For example,
we are pursuing a solution for interstitial lung disease, or ILD, that will offer an alternative to surgery by developing a genomic signature to classify samples collected
through less invasive bronchoscopy techniques. Accordingly, we expect to continue to invest heavily in research and development in order to expand the capabilities of
our solution and to develop additional products. Our success in developing new products will be important in our efforts to grow our business by expanding the
potential market for our products and diversifying our sources of revenue.

Timing of our research and development expenses

We deploy state-of-the-art and costly genomic technologies in our biomarker discovery experiments, and our spending on these technologies may vary
substantially from quarter to quarter. We also spend a significant amount to secure clinical samples that can be used in discovery and product development as well as
clinical validation studies. The timing of these research and development activities is difficult to predict, as is the timing of sample acquisitions. If a substantial number
of clinical samples are acquired in a given quarter or if a high-cost experiment is conducted in one quarter versus the next, the timing of these expenses can affect our
financial results. We conduct clinical studies to validate our new products as well as on-going clinical studies to further the published evidence to support our
commercialized test, Afirma. As these studies are initiated, start-up costs for each site can be significant and concentrated in a specific quarter. Spending on research
and development, for both experiments and studies, may vary significantly by quarter depending on the timing of these various expenses.

Seasonal fluctuations in FNA volume and collections

Our business is subject to fluctuations in FNA volume throughout the year as a result of physician practices being closed for holidays or endocrinology and
thyroid-related industry meetings which are widely attended by our prescribing physicians. Like other companies in our field, vacations by physicians and patients
tend to negatively affect our volumes more during the summer months and during the end of year holidays compared to other times of the year. Our reimbursed rates
and cash collections are also subject to seasonality. Medicare normally makes downward adjustments in its fee schedules at the beginning of the year which may
negatively affect our reimbursement. Additionally, patient deductibles generally reset at the beginning of each year which means that patients early in the year are
responsible for a greater portion of the cost of our tests, and we have lower collection rates from individuals than from Medicare and third-party payers. Later in the
year, particularly in the fourth quarter, we experience better payment results as third-party payers tend to clear pending claims toward year end. This trend historically
has increased our cash collections in the fourth quarter and decreased cash collections for the subsequent
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first quarter of the succeeding year. The effects of these seasonal fluctuations in prior periods may have been obscured by the growth of our business.
Results of Operations

Comparison of the Six Months Ended June 30, 2012 and 2013

Six Months Ended
June 30, Dollar %
2012 2013 Change Change
(In thousands)
(Unaudited)
Revenue $ 3947 $ 9452 $ 5,505 139%
Operating expenses:
Cost of revenue 3,000 6,004 3,004 100%
Research and development 3,158 3,912 754 24%
Selling and marketing 3,045 5,318 2,273 75%
General and administrative 3,618 5,528 1,910 53%
Total operating expenses 12,821 20,762 7,941 62%
Loss from operations (8,874) (11,310) (2,436) 27%
Interest expense — 5) 5) N/M
Other income (expense), net — (2,070) (2,070) N/M
Net loss $ (8,874) $ (13,385) $ (4,511) 51%

Revenue

Revenue increased $5.5 million, or 139%, for the six months ended June 30, 2013 compared to the same period in 2012 primarily due to a $3.8 million increase in
revenue from increased adoption of Afirma, resulting in increased collections, and a $1.7 million increase in revenue from Medicare.

Cost of revenue

Cost of revenue increased $3.0 million, or 100%, for the six months ended June 30, 2013 compared to the same period in 2012 primarily due to the increase in the
number of FNAs received for analysis from 9,535 for the six months ended June 30, 2012 to 23,181 in the same period in 2013.

Research and development

Research and development expenses increased $0.8 million, or 24%, for the six months ended June 30, 2013 compared to the same period in 2012. The increase
was primarily driven by a $0.5 million increase in costs to support our product pipeline and ongoing support for Afirma and a $0.4 million increase in personnel
expenses related to headcount increase.

Selling and marketing

Selling and marketing expenses increased $2.3 million, or 75%, for the six months ended June 30, 2013 compared to the same period in 2012. The increase was
primarily due to a $1.9 million increase in net expense recognized under our co-promotion agreement with Genzyme, which was entered into in January 2012. The net
expense of $1.9 million is comprised of the co-promotion fee to Genzyme offset in part by amortization of the deferred upfront fee paid to us by Genzyme. In addition,
there was an increase of $0.2 million in personnel expenses for additional sales representatives hired in the six months ended June 30, 2013 and a $0.2 million increase
in marketing and promotional materials.
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General and administrative

General and administrative expenses increased $1.9 million, or 53%, for the six months ended June 30, 2013 compared to the same period in 2012. The increase
is primarily related to a $1.0 million increase in personnel expenses resulting from an increase in headcount and employee severance, a $0.5 million increase in
professional fees and a $0.3 million increase in facility, equipment, and information technology expenses.

Other income (expense), net

Other income (expense), net, was ($2.1) million for the six months ended June 30, 2013 and is primarily related to the increase in value of the preferred stock
liability associated with our obligation to issue additional shares of Series C convertible preferred stock.

Comparison of the Years Ended December 31, 2011 and 2012

Year Ended
December 31, Dollar %
2011 2012 Change Change
(In thousands)
Revenue $ 2645 $ 11,628 $ 8,983 340%
Operating expenses:
Cost of revenue 2,925 7,584 4,659 159%
Research and development 6,680 6,608 (72) )%
Selling and marketing 2,934 8,447 5,513 188%
General and administrative 5,372 7,918 2,546 47%
Total operating expenses 17,911 30,557 12,646 71%
Loss from operations (15,266) (18,929) (3,663) 24%
Interest income 2 2 — —%
Other income (expense), net 819 278 (541) 66%
Net loss $ (14,445) $ (18,649) $ (4,204) 29%

Revenue

Revenue increased $9.0 million, or 340%, in 2012 compared to 2011 primarily due to a $6.4 million increase in revenue from increased Afirma adoption,
resulting in increased collections, and a $2.6 million increase in revenue from Medicare.

Cost of revenue

Cost of revenue increased $4.7 million, or 159%, in 2012 compared to 2011 primarily due to the increase in the number of FNAs received for analysis from 6,402
in 2011 to 25,890 in 2012.

Research and development

Research and development expenses were essentially flat in 2012 compared to 2011. Our research and development expenses in 2011 reflect the conclusion of
clinical studies and other research and development activities supporting the commercial launch of Afirma. In 2012, our research and development expenses shifted to
the development of our product pipeline as well as the continued support of Afirma.
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Selling and marketing

Selling and marketing expenses increased $5.5 million, or 188%, in 2012 compared to 2011. This increase was primarily due to $3.1 million in net expense
recognized under our co-promotion agreement with Genzyme, partially offset by amortization of the deferred fee. The remaining $2.4 million increase included a
$1.4 million increase in personnel expenses as we hired a vice president of sales and additional sales representatives in 2012, a $0.4 million increase in marketing and
promotional materials, a $0.3 million increase in allocated information technology, facilities and other costs and a $0.3 million increase in travel and meetings related
expenses.

General and administrative

The $2.5 million, or 47%, increase in general and administrative expenses for 2012 compared to 2011 was due to a $1.8 million increase in personnel expenses
primarily from increased headcount, higher bonus payments and higher stock-based compensation expense, a $0.3 million increase in professional fees and a
$0.3 million increase in occupancy and equipment expenses.

Other income (expense), net

Other income (expense), net was $0.8 million for the year ended December 31, 2011, and is primarily comprised of $0.7 million related to the decrease in value of
the preferred stock liability associated with our obligation to issue additional shares of Series B convertible preferred stock. In addition, $0.1 million represents a
payment made to us by Genzyme in connection with the right to negotiate an exclusive co-promotion arrangement. Other income (expense), net was $0.3 million for
the year ended December 31, 2012, which represents the decrease in value of the preferred stock liability associated with our obligation to issue additional shares of
Series C convertible preferred stock.

Quarterly Results of Operations Data

The following table sets forth our unaudited quarterly statements of operations data and other data for each of the six most recent quarters in the period ended
June 30, 2013. We have prepared the quarterly results of operations data on a consistent basis with the audited financial statements included elsewhere in this
prospectus. In the opinion of management, the quarterly results of operations data reflects all necessary adjustments, consisting only of normal recurring adjustments,

necessary for a fair statement of this data. The statements of operations data should be read in conjunction with the financial statements
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and related notes included elsewhere in this prospectus. The results of historical periods are not necessarily indicative of results for a full year or for any future period.

Three Months Ended,
Mar 31, June 30, Sept 30, Dec 31, Mar 31, June 30,
2012 2012 2012 2012 2013 2013
(In thousands)

Statements of Operations Data:

Revenue $ 1,468 $ 2479 $ 3224 $ 4457 $ 4384 $ 5,068
Operating expenses:
Cost of revenue 1,254 1,746 1,984 2,600 2,773 3,231
Research and development 1,481 1,677 1,729 1,721 2,010 1,902
Selling and marketing 1,215 1,830 2,347 3,055 2,703 2,615
General and administrative 1,766 1,852 2,103 2,197 2,791 2,737
Total operating expenses 5,716 7,105 8,163 9,573 10,277 10,485
Loss from operations (4,248) (4,626) (4,939) (5,116) (5,893) (5,417)
Interest income — — 1 1 — —
Interest expense — — — — — 5)
Other income (expense), net — — — 278 (1,002) (1,068)
Net loss $ (4,248) $ (4,626) $ (4,938) $ (4,837) $ (6,895 $ (6,490)
Other Operating Data:
FNAs received 3,925 5,610 7,052 9,303 10,757 12,424

Revenue increased quarter over quarter through December 31, 2012 due to increased collections which resulted from increased adoption of Afirma. In the quarter
ended March 31, 2013, the coding for the GEC changed to a miscellaneous code for certain diagnostic tests, including the GEC. This change resulted in longer
collection times as payers had to change their internal systems, and we had to appeal more claims under the new coding. While the number of FNAs received
continued to grow in the first quarter of 2013, revenue decreased from the quarter ended December 31, 2012 to the quarter ended March 31, 2013 due to several
factors, including: Medicare's downward adjustment to the cytopathology fee schedule, the effect of the implementation of the automatic expense reductions under the
Budget Control Act of 2011, the resetting of patient deductibles in the first quarter and third-party payers clearing pending claims before year end.

Operating expenses generally increased consistently with the growth of the business. Cost of revenue increases are directly related to the increasing volume of
tests received during the quarters in 2012. During the quarters ended March 31 and June 30, 2013, we experienced increased costs due to the implementation of
automation in our California laboratory that is expected to yield future cost efficiencies per test. We expect our cost of revenue to increase in a non-linear manner in
the next several quarters as our Austin, Texas laboratory becomes fully operational. Our expenditures in research and development were lower in the quarter ended
December 31, 2012 due to the timing of some large studies and experiments which were delayed and occurred in the quarter ended March 31, 2013. Our selling and
marketing expenses decreased from the fourth quarter of 2012 to the first quarter of 2013, primarily due to contractual rate reductions under our co-promotion
agreement with Genzyme which decreases take effect in the first quarter of each year. The continued decrease of our selling and marketing expenses from the quarter
ended March 31, 2013 to the quarter ended June 30, 2013 was primarily due to the reduction of direct marketing and consulting expenses. Our general and
administrative expenses increased from the quarter ended December 31, 2012 to the quarter ended March 31, 2013, primarily due to building out our Austin, Texas
laboratory. The quarter ended March 31, 2013 also included non-recurring severance costs. General and administrative expenses remained relatively flat in the quarter
ended June 30, 2013 due in part to the continued build out of the Austin facility, which began processing cytology samples in May, as well as

54




Table of Contents

increases in professional and other expenses related to the growth of our business. We expect our general and administrative expenses will increase in the future as we
continue to grow our business.

Liquidity and Capital Resources

Since inception, our operations have been financed primarily by net proceeds of $78.6 million from sales of our preferred stock and a $10.0 million payment from
our co-promotion agreement with Genzyme, and since June 2013, borrowings under our loan and security agreement. As of December 31, 2012 and June 30, 2013, we
had $14.0 million and $20.7 million of cash and cash equivalents, respectively.

In June 2013, we entered into a loan and security agreement with a financial institution. This agreement provides for term loans of up to an aggregate of
$10.0 million. On entering into the agreement, we drew down an initial $5.0 million term loan. We may request a second term loan of up to $5.0 million on or prior to
March 31, 2014. Loans drawn under the loan and security agreement will be used for working capital and general corporate purposes.

The initial term loan bears interest at a fixed rate equal to 6.06%. The second term loan, if drawn, will bear interest at a fixed rate equal to the greater of (a) 5.88%
or (b) the three-year U.S. Treasury note rate, plus 5.40%. We are required to repay any outstanding principal amounts of each loan in 30 equal monthly installments
beginning 18 months after the date of each borrowing. In each case, on the date of our final principal payment, we must also pay an end-of-term payment equal to
4.45% of the amount borrowed. We may, at our option, prepay the term loan borrowings by paying the lender a prepayment premium.

Our obligations under the loan and security agreement are secured by a security interest on substantially all of our assets, excluding our intellectual property and
certain other assets. The loan and security agreement contains customary conditions to borrowing, events of default, and covenants, including covenants limiting our
ability to dispose of assets, undergo a change in control, merge with or acquire other entities, incur debt, incur liens, pay dividends or other distributions to holders of
our capital stock, repurchase stock and make investments, in each case subject to certain exceptions. The loan and security agreement does not require that we comply
with any financial covenants.

In connection with the drawdown of the initial $5.0 million term loan under the loan and security agreement, we issued the lender a warrant to purchase 99,206
shares of our Series C preferred stock, which will become exercisable for the same number of shares of our common stock following completion of this offering. The
warrant will expire on the seventh anniversary of this offering. If we draw down the second term loan under the loan and security agreement, we will issue the lender a
second warrant with identical terms.

Our primary uses of cash are to fund our operations as we continue to grow our business. Cash used to fund operating expenses is impacted by the timing of when
we pay expenses, as reflected in the change in our outstanding accounts payable and accrued expenses.

We believe that our existing cash and cash equivalents as of June 30, 2013, together with amounts available under our loan and security agreement and the
estimated net proceeds from this offering, will be sufficient to meet our anticipated cash requirements for at least the next 12 months. Management may elect, however,
to finance operations by utilizing available borrowings under our loan and security agreement or selling equity securities. If additional funding is required or desired,
there can be no assurance that additional funds will be available to us on acceptable terms on a timely basis, if at all, or that we will generate sufficient cash from
operations to adequately fund our operating needs or achieve or sustain profitability. If we are unable to raise additional capital or generate sufficient cash from
operations to adequately fund our operations, we will need to curtail planned activities to reduce costs. Doing so will likely have an unfavorable effect on our ability to
execute on our business plan.
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The following table summarizes our cash flows for the periods indicated:

Year Ended Six Months Ended
December 31, June 30,
2011 2012 2012 2013
(In thousands)
(Unaudited)
Cash provided by (used in) operating activities $ (13,524) $ (7,167) $ 1,985 $ (10,623)
Cash used in investing activities (331) (1,462) (642) (891)
Cash provided by financing activities 18,646 15,065 66 18,195

Cash Flows from Operating Activities

Cash used in operating activities for the six months ended June 30, 2013 was $10.6 million. The net loss of $13.4 million reflects non-cash charges of
$2.1 million for the change in the value of the preferred stock liability, $1.3 million in amortization of the deferred fee received from Genzyme, $0.4 million of
depreciation and amortization, $0.5 million of stock-based and equity-based compensation and $0.1 million of bad debt expense. The increase in net operating assets
of $0.9 million was primarily due to a $1.7 million increase in accrued liabilities due to timing of payments and a $0.3 million decrease in supply inventory due to the
increase in volume of testing performed, offset by a $0.5 million increase in accounts receivable due to increased revenues from Medicare and a $0.6 million increase
in prepaid expenses and other assets primarily related to costs for our anticipated initial public offering.

Cash provided by operating activities for the six months ended June 30, 2012 was $2.0 million. The net loss of $8.9 million reflects non-cash charges of
$1.1 million in amortization of the deferred fee from Genzyme, $0.3 million of depreciation and amortization and $0.4 million of stock-based and equity-based
compensation. The increase in net operating assets of $11.1 million was primarily due to the $10.0 million we received from Genzyme. Accounts payable and accrued
liabilities increased $2.1 million due to the growth in our operations and the timing of our payments. Accounts receivable increased by $0.4 million due to the increase
in accrued revenue in 2012 as we had only begun to sell Afirma in 2011. In addition, there was a $0.4 million increase in supplies inventory related to increased test
volume.

Cash used in operating activities for the year ended December 31, 2012 was $7.2 million. The net loss of $18.6 million was offset by non-cash charges of
$0.9 million of stock-based and equity-based compensation, $0.7 million for depreciation and amortization, $0.3 million for the change in value of the preferred stock
liability and $0.2 million of bad debt expense. The increase in net operating assets of $12.3 million was primarily due to the $10.0 million deferred payment from
Genzyme, of which we amortized $2.4 million as of December 31, 2012. Accounts payable and accrued liabilities increased $3.9 million due to the growth in our
operations and the timing of our payments. Accounts receivable increased by $0.6 million due to the increase in accrued revenue in 2012 as we had only begun to sell
Afirma in 2011. In addition, there was an $0.8 million increase in supplies inventory related to increased test demand.

Cash used in operating activities for the year ended December 31, 2011 was $13.5 million. The net loss of $14.4 million was offset by non-cash charges of
$0.7 million of stock-based and equity-based compensation, $0.7 million for the change in value of the preferred stock liability, $0.6 million of depreciation and
amortization, $0.2 million of bad debt expense and a $0.2 million loss on the disposal of property and equipment. The decrease in net operating assets of $0.1 million
was primarily due to the increase in accounts receivable as 2011 was our first year with revenue, and an increase of $0.1 million in supplies inventory, offset by an
increase in accounts payable and accrued liabilities of $0.6 million due to the growth in our operations and the timing of payments.
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Cash Flows from Investing Activities

Cash used in investing activities is primarily related to the acquisition of property and equipment totaling $0.6 million and $0.9 million for the six months ended
June 30, 2012 and 2013, respectively. Purchases of property and equipment were primarily related to research and development and laboratory equipment.

Cash used in investing activities is related to the acquisition of property and equipment totaling $0.3 million and $1.5 million for the years ended December 31,
2011 and 2012, respectively, and the change in restricted cash balance totaling $55,000 and $0 for the years ended December 31, 2011 and 2012, respectively.
Purchases of property and equipment were primarily related to research and development and laboratory equipment.

Cash Flows from Financing Activities

Cash from financing activities for the six months ended June 30, 2013 primarily is from net proceeds of $4.9 million from the loan and security agreement we
entered into in June 2013 and net proceeds of $13.0 million from the sale of our convertible preferred stock.

Cash from financing activities for the six months ended June 30, 2012 consists of proceeds of $66,000 from the exercise of options to purchase common stock.

Cash from financing activities for the years ended December 31, 2011 and 2012 of $18.6 million and $15.1 million, respectively, were primarily due to the net
proceeds from the sale of our convertible preferred stock.

Contractual Obligations

The following table summarizes our contractual obligations as of December 31, 2012 (in thousands):

Payments Due by Period
Less Th