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IMPORTANT NOTE REGARDING FORWARD-LOOKING STATEMENTS

This Quarterly Report on Form 10-Q, or Quarterly Report, contains forward-looking statements within the meaning of Section 274 of the Securities Act of
1933, as amended, and Section 21E of the Securities Exchange Act of 1934, as amended. All statements included or incorporated by reference in this
Quarterly Report other than statements of historical fact, are forward-looking statements. You can identify these and other forward-looking statements by the
use of words such as “may,” “will,” “could,” “anticipate,” “expect,” “intend,” “believe,” “continue” or the negative of such terms, or other comparable
terminology. Forward-looking statements also include the assumptions underlying or relating to such statements.

» e » G

Our actual results could differ materially from those anticipated in these forward-looking statements as a result of various factors, including those set forth in
our other filings with the Securities and Exchange Commission, or the SEC. Moreover, we operate in an evolving environment. New risk factors and
uncertainties emerge from time to time and it is not possible for us to predict all risk factors and uncertainties, nor can we assess the impact of all factors on
our business or the extent to which any factor, or combination of factors, may cause actual results to differ materially from those contained in any forward-
looking statements. Readers are cautioned not to place undue reliance on forward-looking statements. The forward-looking statements speak only as of the
date on which they are made, and we undertake no obligation to update such statements to reflect events that occur or circumstances that exist after the date
on which they are made except as required by law. Readers should, however, review the factors and risks we describe in the reports we file from time to time
with the SEC. In addition, statements that “we believe” and similar statements reflect our beliefs and opinions on the relevant subject. These statements are
based upon information available to us as of the date the statement is made, and while we believe such information forms a reasonable basis for such
statements, such information may be limited or incomplete, and our statements should not be read to indicate that we have conducted an exhaustive inquiry
into, or review of, all potentially available relevant information. These statements are inherently uncertain, and you are cautioned not to unduly rely upon
these statements.



PART I. FINANCIAL INFORMATION

Item 1. Financial Statements

Biocept, Inc.

Condensed Balance Sheets

December 31, September 30,
2018 2019
(unaudited)

Current assets:

Cash $ 3423373 $§ 6,539,444

Accounts receivable, net 1,574,325 2,861,659

Inventories, net 587,222 687,186

Prepaid expenses and other current assets 425,961 497,121

Total current assets 6,010,881 10,585,410

Fixed assets, net 2,739,422 1,325,255

Lease right-of-use assets — 2,610,249
Total assets $ 8,750,303 $ 14,520,914
Current liabilities:

Accounts payable $ 2,039,718 $ 1,834,020

Accrued liabilities 1,928,393 1,846,984

Supplier financings — 132,924

Current portion of equipment financings 641,536 —

Current portion of lease liabilities — 1,969,285

Total current liabilities 4,609,647 5,783,213

Non-current portion of equipment financings 985,015 —

Non-current portion of lease liabilities — 1,032,243

Non-current portion of deferred rent 113,122 —
Total liabilities 5,707,784 6,815,456
Commitments and contingencies (see Note 11)
Shareholders’ equity:

Preferred stock, $0.0001 par value, 5,000,000

authorized; 4,417 shares issued and outstanding at

December 31, 2018; and 2,133 shares issued and - -

outstanding at September 30, 2019.

Common stock, $0.0001 par value, 150,000,000

authorized; 4,629,174 issued and outstanding at

December 31, 2018; 23,018,235 issued and outstanding

at September 30, 2019. 463 2,302

Additional paid-in capital 223,499,634 247,685,038

Accumulated deficit (220,457,578)  (239,981,882)
Total shareholders’ equity 3,042,519 7,705,458
Total liabilities and shareholders’ equity $ 8,750,303 $ 14,520,914

The accompanying notes are an integral part of these unaudited condensed financial statements.
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Biocept, Inc.

Condensed Statements of Operations and Comprehensive Loss

(Unaudited)

For the three months ended September

For the nine months ended September

30, 30,
2018 2019 2018 2019

Net revenues $ 761,591 $§ 1,529,262 $ 2,390,772 $ 3,744,824
Costs and expenses:

Cost of revenues 2,481,916 2,832,735 7,616,473 8,105,422

Research and development expenses 1,089,746 1,163,546 3,179,612 3,535,116

General and administrative expenses 1,793,720 1,700,380 5,441,354 5,058,525

Sales and marketing expenses 1,404,192 1,462,335 4,473,908 4,451,628
Total costs and expenses 6,769,574 7,158,996 20,711,347 21,150,691
Loss from operations (6,007,983) (5,629,734) (18,320,575) (17,405,867)
Other income/ (expense):

Interest expense (63,764) (62,028) (230,677) (187,575)

Warrant inducement and other income (expenses) 23,963 — (6,037) (1,831,116)
Total other income/ (expense): (39,801) (62,028) (236,714) (2,018,691)

Loss before income taxes (6,047,784) (5,691,762) (18,557,289) (19,424,558)

Income tax expense — — (739) —
Net loss and comprehensive loss $§ (6,047,784) $ (5,691,762) $ (18,558,028) $ (19,424,558)

Deemed dividend related to warrants down round provision (636,370) — (636,370) (99,743)

Net loss attributable to common shareholders $ (6,684,154) $ (5,691,762) $ (19,194,398) $ (19,524,301)
Weighted-average shares outstanding used in computing net
loss per share attributable to common shareholders:

Basic 2,767,440 23,018,235 2,322,749 17,807,298

Diluted 2,759,614 23,018,235 2,320,111 17,807,298
Net loss per common share:

Basic $ 242) $ (0.25) $ (8.26) $ (1.10)

Diluted $ 242) $ (0.25) $ 827) $ (1.10)

The accompanying notes are an integral part of these unaudited condensed financial statements.



Balance at December 31, 2017
Stock-based compensation expense
Shares and warrants issued for January
2018 financing transaction, net of
issuance costs

Adjustment for presentation after reverse
stock split

Net loss

Balance at March 31, 2018

Stock-based compensation expense
Shares issued for restricted stock units
Net loss

Balance at June 30, 2018

Stock-based compensation expense
Shares issued upon conversion of
preferred stock

Preferred shares and warrants issued for
August 2018 rights offering, net of
issuance costs

Shares and warrant issued for September
2018 registered direct offering, net of
issuance costs

Deemed dividends related to warrants
downround provision

Common stock reclassification

Net loss

Balance at September 30, 2018

Biocept, Inc.

Condensed Statements of Shareholders’ Equity

(Unaudited)
Series A
Convertible
Common Stock Preferred Stock Additional Accumulated
Shares Amount Shares Amount Paid-in Capital Deficit Total

1,181,179 $ 118 — $ — $196,545,523 $(195,249,607) $ 1,296,034
— — — — 225,263 — 225,263
1,095,153 110 — — 13,342,711 — 13,342,821
— 6,576 — — (6,576) — —

— — — — — (6,357,143)  (6,357,143)
2,276,332 $§ 6,804 — 3 — $210,106,921 $(201,606,750) $ 8,506,975
— — — — 173,694 — 173,694
5,834 19 — — (19) — —

— — — — — (6,153,101)  (6,153,101)
2,282,166 $ 6,823 — 3 — $210,280,596 $(207,759,851) $ 2,527,568
— — — — 113,072 — 113,072
1,012,622 101 (4,582) — (101) — —
— — 11,587 1 10,097,877 — 10,097,878
642,438 64 — — 2,247,610 — 2,247,674
— — — — 636,370 (636,370) —
—  (6,594) — — 6,594 — —

— — — — — (6,047,784)  (6,047,784)
3,937,226 $ 394 7,005 $ 1 $223,382,018 $(214,444,005) $ 8,938,408

The accompanying notes are an integral part of these unaudited condensed financial statements.



Balance at December 31, 2018
Stock-based compensation expense
Shares issued upon exercise of common
stock warrants

Deemed dividends related to warrants
downround provision

Shares issued for January 2019
financing transaction, net of issuance
costs

Shares and warrants issued for February
2019 financing transaction, net of
issuance costs

Shares issued for January 2019
financing transaction overallotment, net
of issuance costs

Shares and warrants issued for March
2019 financing transaction, net of
issuance costs

Shares issued upon conversion of
preferred stock

Net loss

Balance at March 31, 2019

Stock-based compensation expense
Shares issued upon exercise of common
stock warrants

Shares issued upon conversion of
preferred stock

Warrant inducement expense

Net loss

Balance at June 30, 2019
Stock-based compensation expense
Net loss

Balance at September 30, 2019

Biocept, Inc.

Condensed Statements of Shareholders’ Equity

(Unaudited)
Series A
Convertible
Common Stock Preferred Stock Additional Accumulated
Shares Amount Shares Amount Paid-in Capital Deficit Total
4,629,174 $ 463 4417 $ — $223,499,634 $(220,457,578) $ 3,042,519
— — — 102,459 — 102,459
5,985 1 — — 4,747 — 4,748
— — — 99,743 (99,743) —
990,000 99 — — 2,032,212 — 2,032,311
6,250,000 625 — — 6,602,110 — 6,602,735
538,867 54 — — 592,252 — 592,306
5,950,000 595 — — 7,553,198 — 17,553,793
503,438 50 (2,278) — (50) — —
— — — — — (5,916,787)  (5,916,787)
18,867,464 § 1,887 2,139 $ — $240,486,305 $(226,474,108) $14,014,084
— — — 224,641 — 224,641
4,149,445 415 — — 4,845,307 — 4,845,722
1,326 — (©6) — — — —
— — — 1,831,116 — 1,831,116
— — — — — (7.816,012)  (7,816,012)
23,018,235 $§ 2,302 2,133 $ —  $247,387,369 $(234,290,120) $13,099,551
— — — 297,669 — 297,669
— — — — — (5,691,762)  (5,691,762)
23,018,235 § 2,302 2,133 $ — $247,685,038 $(239,981,882) $ 7,705,458

The accompanying notes are an integral part of these unaudited condensed financial statements.
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Biocept, Inc.

Condensed Statements of Cash Flows

(Unaudited)
For the nine mont;os ended September
2018 ’ 2019
Cash Flows from Operating Activities
Net loss $ (18,558,028) § (19,424,558)
Adjustments to reconcile net loss to net cash used in operating activities:
Depreciation and amortization 580,366 691,191
Amortization of right-of-use assets — (113,419)
Inventory reserve (92,488) 20,277
Stock-based compensation 512,029 624,769
Warrant inducement expense — 1,831,116
No.n-.cgsh interest expense related to credit facility and other financing 29,425 -
activities ?
Increase/(decrease) in cash resulting from changes in:
Accounts receivable, net (283,028) (1,287,334)
Inventory 9,692 (120,241)
Prepaid expenses and other current assets 277,720 322,299
Accounts payable 413,562 (198,400)
Accrued liabilities 497,119 76,932
Accrued interest (241,034) —
Deferred rent (82,329) —
Net cash used in operating activities (16,936,994) (17,577,368)
Cash Flows from Investing Activities:
Purchases of fixed assets (145,253) (297,877)
Net cash used in investing activities (145,253) (297,877)
Cash Flows from Financing Activities:
Net proceeds from issuance of common stock and warrants 25,688,205 16,779,772
Proceeds from exercise of common stock warrants — 2,513,172
Proceeds from warrant exercise inducement, net — 2,337,298
Payments on finance leases (160,111) (378,389)
Payments on supplier and other third-party financings (438,290) (260,537)
Payments on credit facility (1,197,968) —
Net cash provided by financing activities 23,891,836 20,991,316
Net increase in Cash 6,809,589 3,116,071
Cash at Beginning of Period 2,146,611 3,423,373
Cash at End of Period $ 8,956,200 $ 6,539,444

Supplemental Disclosures of Cash Flow Information:
Cash paid during the period for:
Interest

&

379,587 $ 187,574
Income taxes $ 739 $ -

Non-cash Investing and Financing Activities:

During the nine months ended September 30, 2018 and 2019, Biocept, Inc., or the Company, financed insurance premiums of approximately $488,000 and
$393,000, respectively, through third-party financings. During the nine months ended September 30, 2019, the Company cancelled insurance premiums
previously financed through third-parties with an aggregate remaining principal balance outstanding of approximately $31,000, and replaced them with
insurance premiums financed through third parties totaling approximately $80,000.
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Fixed assets purchased totaling approximately $270,000 and $583,000 during the nine months ended September 30, 2018 and 2019, respectively, were
recorded as finance lease obligations and were excluded from cash purchases in the Company’s statements of cash flows (see Note 7).

The amount of unpaid fixed assets excluded from cash purchases in the Company’s statements of cash flows increased from approximately $31,000 at
December 31, 2017 to approximately $55,000 at September 30, 2018. The amount of unpaid fixed assets excluded from cash purchases in the Company’s

statements of cash flows increased from approximately $25,000 at December 31, 2018 to approximately $67,000 at September 30, 2019.

An offering of 1,095,153 shares of the Company’s common stock and warrants to purchase up to an aggregate of 1,095,153 shares of its common stock at a
combined offering price of $13.50 per unit occurred on January 30, 2018. All warrants sold in this offering have an exercise price of $1.20 per share, subject
to down round adjustment, are exercisable immediately and expire five years from the date of issuance. The estimated aggregate grant date fair value on a
relative fair value basis of approximately $9.7 million associated with these warrants was recorded as an offset to additional paid-in-capital (see Note 4).
Additionally, approximately $1.4 million of fees and costs directly associated with this offering were recorded as an offset to additional paid-in capital in
accordance with applicable accounting guidance.

A rights offering for the Company’s Series A Preferred Stock and warrants was completed on August 13, 2018. Pursuant to the rights offering the Company
sold 11,587 units consisting of an aggregate of 11,587 shares of Series A Preferred Stock and 2,549,140 warrants, with each warrant exercisable for one share
of common stock at an exercise price of $4.53 per share. The gross amount raised in the rights offering was $11.6 million. All warrants sold in this offering
have an exercise price of $4.53 per share, are exercisable immediately and expire five years from the date of issuance. The estimated aggregate grant date fair
value on a relative fair value basis of approximately $8.4 million associated with these warrants was recorded as an offset to additional paid-in-capital (see
Note 4). Additionally, approximately $1.4 million of fees and costs directly associated with this offering were recorded as an offset to additional paid-in
capital in accordance with applicable accounting guidance. During the three months ended September 30, 2018, 4,582 shares of Series A Preferred Stock
were converted into 1,012,622 shares of common stock.

An offering of 642,438 shares of the Company’s common stock and pre-funded warrants to purchase up to an aggregate of 120,000 shares of its common
stock occurred on September 20, 2018. The shares were sold at a purchase price of $3.285 per share and the pre-funded warrants were sold at a purchase price
of $3.275 per pre-funded warrant which represents the per share purchase price for the shares less the $0.01 per share exercise price for each such pre-funded
warrant. The aggregate gross proceeds from the offering were approximately $2.5 million. In addition, in a concurrent private placement, the Company issued
to purchasers a warrant to purchase one share of the Company’s common stock for each share and pre-funded warrant purchased for cash in the offering. All
warrants issued in this offering have an exercise price of $3.16 per share, are exercisable upon the six-month anniversary of issuance and expire five years
from such date. The estimated aggregate grant date fair value on a relative fair value basis of approximately $2.0 million associated with these warrants was
recorded as an offset to additional paid-in-capital (see Note 4). Additionally, approximately $0.3 million of fees and costs directly associated with this offering
were recorded as an offset to additional paid-in capital in accordance with applicable accounting guidance.

The issuance of warrants with an exercise price of $3.16 in the September 2018 financing transaction triggered the down round provision in the January 2018
warrants, resulting in recording a deemed dividend related to warrants down round provision in the amount of approximately $636,000 increasing the net loss
attributable to common shareholders.

On January 1, 2019, the Company adopted the accounting rules in ASC Topic 842, Leases (ASC 842), and as a result, recorded net lease right-of-use assets of
$1.9 million related to its operating lease, and recorded operating lease liabilities of $2.2 million. In addition, in accordance with the guidance, $1.4 million of
assets under capital leases previously classified in the property, plant, and equipment section of the balance sheet were reclassified to lease right-of-use assets.

On January 18, 2019, the Company completed an offering of 990,000 shares of the Company’s common stock. The shares were sold at a purchase price of
$2.25 per share and the net proceeds to the Company from this offering were approximately $2.0 million, after deducting expenses related to the offering
including dealer-manager fees and expenses.

On February 12, 2019, the Company received net cash proceeds of approximately $6.6 million as a result of the closing of a follow-on public offering of
6,250,000 shares of its common stock and warrants to purchase up to an aggregate of 6,250,000 shares of its common stock at a combined offering price of
$1.20 per unit. All warrants sold in this offering have an exercise price of $1.20 per share, are exercisable immediately and expire five years from the date of
issuance. In addition, the Company sold warrants to purchase up to an aggregate of 937,500 shares of the Company’s common stock in connection with the
partial exercise of the over-allotment option granted to the underwriters. Upon closing of the transaction, warrants to purchase 915,000 shares were issued
pursuant to the placement agents’ partial exercise of their overallotment.

Pursuant to the down round adjustment feature of the January 2018 warrants, the exercise price of these warrants was adjusted to the $1.20 offering price per
share in the February 2019 financing transaction and it resulted in recording a deemed dividend of $99,000.
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On March 19, 2019, the Company received net cash proceeds of approximately $7.5 million as a result of completing a registered direct offering of 5,950,000
shares at a negotiated purchase price of $1.37 per share. In addition, in a concurrent private placement, the Company issued to purchasers a warrant to
purchase one share of the Company’s common stock for each share purchased for cash in the offering. All warrants issued in this offering have an exercise
price of $1.25 per share, are exercisable immediately upon issuance and expire 5.5 years following the date of issuance.

In May 2019, investors exercised warrants for 4.1 million shares of common stock at exercise prices ranging from $1.20 to $1.25 per share resulting in net

cash proceeds to the Company totaling $4.8 million. Approximately 2.1 million shares of the warrants exercised was pursuant to a warrant inducement
transaction raising approximately $2.3 million of net proceeds of the total $4.8 million raised.

The accompanying notes are an integral part of these unaudited condensed financial statements.
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BIOCEPT, INC.
NOTES TO CONDENSED FINANCIAL STATEMENTS
(Unaudited)

1. The Company, Business Activities and Basis of Presentation
The Company and Business Activities

The Company was founded in California in May 1997 and effected a reincorporation to Delaware in July 2013. The Company is an early stage molecular
oncology diagnostics company that develops and commercializes proprietary circulating tumor cell, or CTC, and circulating tumor DNA, or ctDNA, assays
utilizing a standard blood sample, or liquid biopsy. The Company’s current and planned assays are intended to provide information to aid healthcare providers
to identify specific oncogenic alterations that may qualify a subset of cancer patients for targeted therapy at diagnosis, progression or for monitoring in order
to identify specific resistance mechanisms. Sometimes traditional procedures, such as surgical tissue biopsies, result in tumor tissue that is insufficient and/or
unable to provide the molecular subtype information necessary for clinical decisions. The Company’s assays, performed on blood, have the potential to
provide more contemporancous information on the characteristics of a patient’s disease when compared with tissue biopsy and radiographic imaging.
Additionally, commencing in October 2017, the Company’s pathology partnership program, branded as Empower TCT™, provides the unique ability for
pathologists to participate in the interpretation of liquid biopsy results and is available to pathology practices and hospital systems throughout the United
States. Further, sales to laboratory supply distributors of the Company’s proprietary blood collection tubes commenced in June 2018, which allow for the
intact transport of liquid biopsy samples for research use only, or RUO, from regions around the world.

The Company operates a clinical laboratory that is CLIA-certified (under the Clinical Laboratory Improvement Amendment of 1988) and CAP-accredited (by
the College of American Pathologists), and manufactures cell enrichment and extraction microfluidic channels, related equipment and certain reagents to
perform the Company’s diagnostic assays in a facility located in San Diego, California. CLIA certification and accreditation are required before any clinical
laboratory may perform testing on human specimens for the purpose of obtaining information for the diagnosis, prevention, treatment of disease, or
assessment of health. The assays the Company offers are classified as laboratory developed tests under the CLIA regulations.

Basis of Presentation

The accompanying unaudited condensed financial statements and notes are prepared in accordance with accounting principles generally accepted in the United
States of America, or GAAP, and on the basis that the Company will continue as a going concern (see Note 2). The accompanying unaudited condensed
financial statements and notes do not include any adjustments to reflect the possible future effects on the recoverability and classification of assets or the
amounts and classification of liabilities that may result from the possible inability of the Company to continue as a going concern.

On July 6, 2018, the Company’s stockholders approved, and the Company filed, an amendment to the Company’s Certificate of Amendment of Certificate of
Incorporation to effect a one-for-thirty reverse stock split of the Company’s outstanding common stock. As such, all references to share and per share amounts
in these unaudited condensed financial statements and accompanying notes have been retroactively restated to reflect the one-for-thirty reverse stock split,
except for the authorized number of shares of the Company’s common stock of 150,000,000 shares, which was not affected by the one-for-thirty reverse stock
split.

The unaudited condensed financial statements included in this Form 10-Q have been prepared in accordance with the U.S. Securities and Exchange
Commission, or SEC, instructions for Quarterly Reports on Form 10-Q. Accordingly, the condensed financial statements are unaudited and do not contain all
the information required by GAAP to be included in a full set of financial statements. The balance sheet at December 31, 2018 has been derived from the
audited financial statements at that date but does not include all of the information and footnotes required by GAAP for a complete set of financial statements.
The audited financial statements for the year ended December 31, 2018, filed with the U.S. Securities and Exchange Commission, or SEC, with our Annual
Report on Form 10-K on March 29, 2019 include a summary of our significant accounting policies and should be read in conjunction with this Form 10-Q. In
the opinion of management, all material adjustments necessary to present fairly the results of operations for such periods have been included in this Form 10-
Q. All such adjustments are of a normal recurring nature. The results of operations for interim periods are not necessarily indicative of the results of operations
for the entire year.

Certain prior period balances have been reclassified to conform to the current period presentation. Such reclassifications had no effect on net loss.

Revenue Recognition and Accounts Receivable

The Company's commercial revenues are generated from diagnostic services provided to patient’s physicians and billed to third-party insurance payers such as
managed care organizations, Medicare and Medicaid and patients for any deductibles, coinsurance or
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copayments that may be due. Commencing on January 1, 2018, the Company recognizes revenue in accordance with ASC 606, Revenue from Contracts with
Customers, or ASC 606, which requires that an entity recognize revenue when it transfers promised goods or services to customers in an amount that reflects
the consideration to which the entity expects to be entitled to in exchange for those goods or services. The Company adopted the provisions of ASC 606 using
the modified retrospective application method applied to all contracts, which did not impact amounts previously reported by the Company, nor did it require a
cumulative effect adjustment upon adoption, as the Company’s method of recognizing revenue under ASC 606 was analogous to the method utilized
immediately prior to adoption. Accordingly, there is no need for the Company to disclose the amount by which each financial statement line item was affected
as a result of applying the new standard and an explanation of significant changes.

Contracts

For its commercial revenues, while the Company markets directly to physicians, its customer is the patient. Patients do not enter into direct agreements with
the Company, however, a patient’s insurance coverage requirements would dictate whether or not any portion of the cost of the tests would be patient
responsibility. Accordingly, the Company establishes contracts with commercial insurers in accordance with customary business practices, as follows:

. Approval of a contract is established via the order and accession, which are submitted by the patient’s physician.
. The Company is obligated to perform its diagnostic services upon receipt of a sample from a physician, and the patient and/or applicable
payer are obligated to reimburse the Company for services rendered based on the patient’s insurance benefits.

. Payment terms are a function of a patient’s existing insurance benefits, including the impact of coverage decisions with CMS and applicable
reimbursement contracts established between the Company and payers, unless the patient is a self-pay patient, whereby the Company bills the
patient directly after the services are provided.

. Once the Company delivers a patient’s assay result to the ordering physician, the contract with a patient has commercial substance, as the
Company is legally able to collect payment and bill an insurer and/or patient, regardless of payer contract status or patient insurance benefit
status.

. Consideration associated with commercial revenues is considered variable and constrained until fully adjudicated, with net revenues recorded
to the extent that it is probable that a significant reversal will not occur.

The Company’s development services revenues are supported by contractual agreements and generated from assay development services provided to entities,
as well as certain other diagnostic services provided to physicians, and revenues are recognized upon delivery of the performance obligations in the contract.

Performance Obligations

A performance obligation is a promise in a contract to transfer a distinct good or service, or a bundle of goods or services, to the customer. For its commercial
and development services revenues, the Company’s contracts have a single performance obligation, which is satisfied upon rendering of services, which
culminates in the delivery of a patient’s assay result(s) to the ordering physician or entity. The duration of time between accession receipt and delivery of a
valid assay result to the ordering physician or entity is typically less than two weeks. Accordingly, the Company elected the practical expedient and therefore,
does not disclose the value of unsatisfied performance obligations.

Transaction Price

The transaction price is the amount of consideration that the Company expects to collect in exchange for transferring promised goods or services to a
customer, excluding amounts collected on behalf of third parties, such as sales taxes. The consideration expected from a contract with a customer may include
fixed amounts, variable amounts, or both. The Company’s gross commercial revenues billed, and corresponding gross accounts receivable, are subject to
estimated deductions for such allowances and reserves to arrive at reported net revenues, which relate to differences between amounts billed and
corresponding amounts estimated to be subsequently collected, and is deemed to be variable although the variability is not explicitly stated in any contract.
Rather, the implied variability is due to several factors, such as the payment history or lack thereof for third-party payers, reimbursement rate changes for
contracted and non-contracted payers, any patient co-payments, deductibles or compliance incentives, the existence of secondary payers and claim
denials. The Company estimates the amount of variable consideration using the most likely amount approach to estimating variable consideration for third-
party payers, including direct patient bills, whereby the estimated reimbursement for services are established by payment histories on CPT codes for each
payer, or similar payer types. When no payment history is available, the value of the account is estimated at Medicare rates, with additional other payer-
specific reserves taken as appropriate. Collection periods for billings on commercial revenues range from less than 30 days to several months, depending on
the contracted or non-contracted nature of the payer, among other variables. The estimates of amounts that will ultimately be realized from commercial
diagnostic services for non-contracted payers require significant judgment by management.

The Company limits the amount of variable consideration included in the transaction price to the unconstrained portion of such consideration. Revenue is
recognized up to the amount of variable consideration that is not subject to a significant reversal until
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additional information is obtained or the uncertainty associated with the additional payments or refunds is subsequently resolved. Differences between original
estimates and subsequent revisions, including final settlements, represent changes in the estimate of variable consideration and are included in the period in
which such revisions are made. The Company monitors its estimates of transaction price to depict conditions that exist at each reporting date. If the Company
subsequently determines that it will collect more consideration than it originally estimated for a contract with a customer, it will account for the change as an
increase in the estimate of the transaction price in the period identified as an increase to revenue. Similarly, if the Company subsequently determines that the
amount it expects to collect from a customer is less than it originally estimated, it will generally account for the change as a decrease in the estimate of the
transaction price as a decrease to revenue, provided that such downward adjustment does not result in a significant reversal of cumulative revenue recognized.
Revenue recognized from changes in transaction prices was not significant during the three and nine months ended September 30, 2018 and 2019.

Allocate Transaction Price

For the Company’s commercial revenues, the entire transaction price is allocated to the single performance obligation contained in a contract with a customer.
For the Company’s development services revenues, the contracted transaction price is allocated to each single performance obligation contained in a contract
with a customer as performed.

Point-in-time Recognition

The Company’s single performance obligation is satisfied at a point in time, and that point in time is defined as the date a patient’s successful assay result is
delivered to the patient’s ordering physician or entity. The Company considers this date to be the time at which the patient obtains control of the promised
diagnostic assay service.

Contract Balances

The timing of revenue recognition, billings and cash collections results in accounts receivable recorded in the Company’s condensed balance
sheets. Generally, billing occurs subsequent to delivery of a patient’s test result to the ordering physician or entity, resulting in an account receivable.

Practical Expedients

The Company does not adjust the transaction price for the effects of a significant financing component, as at contract inception, the Company expects the
collection cycle to be one year or less.

The Company expenses sales commissions when incurred because the amortization period is one year or less, which are recorded within sales and marketing
expenses.

The Company incurs certain other costs that are incurred regardless of whether a contract is obtained. Such costs are primarily related to legal services and
patient communications. These costs are expensed as incurred and recorded within general and administrative expenses.

Disaggregation of Revenue and Concentration of Risk

The composition of the Company’s net revenues recognized during the three and nine months ended September 30, 2018 and 2019, disaggregated by source
and nature, are as follows:

For the three months ended September 30, For the nine months ended September 30,
2018 2019 2018 2019
Net revenues from contracted payers* $ 325,097 $ 476,101 § 1,019,857 $ 1,447,421
Net revenues from non-contracted payers 373,018 956,140 1,201,869 2,080,018
Development services revenues 63,476 37,981 159,606 125,169
Kits and Blood Collection Tubes (BCT) — 59,040 9,440 92,216
Total net revenues $ 761,591  $ 1,529,262  $ 2,390,772  $ 3,744,824

*Includes Medicare and Medicare Advantage, as reimbursement amounts are fixed.



For the three months ended September 30, For the nine months ended September 30,

2018 2019 2018 2019
Net commercial revenues recognized upon delivery $ 698,115 $ 1,432,241 $ 2,221,726 $ 3,527,439
Development services revenues recognized upon delivery 63,476 37,981 159,606 125,169
Kits and Blood Collection Tubes (BCT) — 59,040 9,440 92,216
Total net revenues $ 761,591 $ 1,529,262  $ 2,390,772  $ 3,744,824

Concentrations of credit risk with respect to revenues are primarily limited to geographies to which the Company provides a significant volume of its services,
and to specific third-party payers of the Company’s services such as Medicare, insurance companies, and other third-party payers. The Company’s client base
consists of many geographically dispersed clients diversified across various customer types.

The Company's third-party payers that represent more than 10% of total net revenues in any period presented, as well as their related net revenue amount as a
percentage of total net revenues, during the three and nine months ended September 30, 2018 and 2019 were as follows:

For the three months ended September 30, For the nine months ended September 30,
2018 2019 2018 2019
Medicare and Medicare Advantage 40% 32% 39% 40%
Blue Cross Blue Shield 9% 25% 14% 20%
United Healthcare 6% 8% 15% 9%

The Company's third-party payers that represent more than 10% of total net accounts receivable, and their related net accounts receivable balance as a
percentage of total net accounts receivable, at December 31, 2018 and September 30, 2019 were as follows:

December 31, 2018 September 30, 2019
Blue Cross Blue Shield 22% 25%
Medicare and Medicare Advantage 17% 17%
United Healthcare 15% 13%

Recent Accounting Pronouncements

In February 2016, the FASB issued authoritative guidance, which changes several aspects of the accounting for leases, including the requirement that all leases
with durations greater than twelve months be recognized on the balance sheet. The guidance is effective for annual and interim reporting periods in fiscal
years beginning after December 15, 2018. Effective January 1, 2019, the Company adopted the guidance and elected the optional transition method to account
for the impact of the adoption with a cumulative-effect adjustment in the period of adoption and did not restate prior periods. The Company also elected the
practical expedient package as permitted under the transition guidance. As of January 1, 2019, the Company recorded a right-of-use asset and liability upon
adoption of the guidance (See Note 7).

In August 2017, the FASB issued authoritative guidance that expands and refines hedge accounting for both nonfinancial and financial risk components and
align the recognition and presentation of the effects of the hedging instrument and the hedged item in the financial statements. This guidance is effective for
fiscal years beginning after December 15, 2018, and interim periods within those fiscal years. Early application is permitted. The Company adopted this
guidance for the fiscal year beginning on January 1, 2019 and determined that the adoption of this guidance does not have a material impact on its financial
statements or disclosures because the Company does not currently hold any financial instruments accounted for as a hedging activity.

In February 2018, the FASB issued authoritative guidance allowing a reclassification from accumulated other comprehensive income to retained earnings for
stranded tax effects resulting from a tax bill, “H.R.1, An Act to Provide for Reconciliation Pursuant to Titles II and V of the Concurrent Resolution on the
Budget for Fiscal Year 2018,” or the Tax Cuts and Jobs Act, enacted on December 22, 2017. These amendments eliminate the stranded tax effects resulting
from the Tax Cuts and Jobs Act. However, because these amendments only relate to the reclassification of the income tax effects of the Tax Cuts and Jobs Act,
the underlying guidance that requires that the effect of a change in tax laws or rates be included in income from continuing operations is not affected. This
guidance also requires certain disclosures about stranded tax effects. This guidance is effective for fiscal years beginning after December 15, 2018, and interim
periods within those fiscal years. Early adoption is permitted. The Company adopted this guidance for the fiscal year beginning on January 1, 2019 which did
not have a material impact on its financial statements or disclosures because the Company does not currently maintain any stranded tax effects in accumulated
other comprehensive income.
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In June 2018, the FASB issued authoritative guidance simplifying the accounting for nonemployee stock-based compensation and largely aligning such
compensation with the accounting requirements for employee stock-based awards. For public companies, this guidance is effective for fiscal years beginning
after December 15, 2018, including interim periods within that fiscal year. The Company adopted this guidance for the fiscal year beginning on January 1,
2019 and determined that the adoption of this guidance does not have a material impact on its financial statements or disclosures.

In November 2018, the FASB issued authoritative guidance clarifying the interaction between Collaborative Arrangements (Topic 808) and Revenue from
Contracts with Customers (Topic 606) to address diversity in practice related to how companies account for collaborative arrangements. For public companies,
this guidance is effective for fiscal years beginning after December 15, 2019, including interim periods within that fiscal year. Early adoption is permitted, but
no earlier than an entity’s adoption date of Revenue from Contracts with Customers (Topic 606). The Company currently intends to adopt this guidance upon
the effective date and does not anticipate that the adoption of this guidance will have a material impact on its financial statements or disclosures.

2. Liquidity and Going Concern Uncertainty

As of September 30, 2019, cash totaled $6.5 million and the Company had an accumulated deficit of $240.0 million. For the year ended December 31, 2018
and the nine months ended September 30, 2019, the Company incurred net losses of $24.6 million and $19.4 million. At September 30, 2019, the Company
had aggregate net interest-bearing indebtedness of $1.9 million, of which $909,000 was due within one year, in addition to $3.0 million of other non-interest-
bearing current liabilities. Additionally, in February 2016, the Company signed a firm, non-cancelable, and unconditional commitment in an aggregate
amount of $1,062,500 with a vendor to purchase certain inventory items, payable in minimum quarterly amounts of $62,500 through May 2020, under which
$154,000 remained outstanding at September 30, 2019 (see Note 11). These factors raise substantial doubt about the Company’s ability to continue as a going
concern for the one-year period following the date that these financial statements were issued. The accompanying financial statements and notes have been
prepared assuming that the Company will continue as a going concern. The accompanying financial statements and notes do not include any adjustments to
reflect the possible future effects on the recoverability and classification of assets or the amounts and classification of liabilities that may result from the
possible inability of the Company to continue as a going concern.

While the Company is currently in the commercialization stage of operations, the Company has not yet achieved profitability and anticipates that it will
continue to incur net losses for the foreseeable future. Historically, the Company’s principal sources of cash have included proceeds from the issuance of
common and preferred stock, proceeds from the exercise of warrants to purchase common stock, proceeds from the issuance of debt, and revenues from
laboratory services. The Company’s principal uses of cash have included cash used in operations, payments relating to purchases of property and equipment
and repayments of borrowings. The Company expects that the principal uses of cash in the future will be for continuing operations, hiring of sales and
marketing personnel and increased sales and marketing activities, funding of research and development, capital expenditures, and general working capital
requirements. The Company expects that, as revenues grow, sales and marketing and research and development expenses will continue to grow, albeit at a
slower rate and, as a result, the Company will need to generate significant growth in net revenues to achieve and sustain income from operations.

On January 30, 2018, the Company received net cash proceeds of approximately $13.3 million from the closing of a follow-on public offering of 1,095,153
shares of its common stock and warrants to purchase up to an aggregate of 1,095,153 shares of its common stock at a combined offering price of $13.50 per
unit. Subsequent to the closing of this offering, no additional cash proceeds have been received from the exercise of warrants sold in this offering, with
approximately $1.3 million in gross warrant proceeds remaining outstanding and available to be exercised at $1.20 per share, which is subject to down round
adjustment, until their expiration in January 2023. Pursuant to the down round adjustment feature of the January 2018 warrants, the exercise price of these
warrants was adjusted to the $1.20 offering price per share in the February 2019 financing transaction.

In May 2018, the SEC declared effective a shelf registration statement filed by the Company, which expires in May 2021. The shelf registration statement
allows the Company to issue any combination of its common stock, preferred stock, debt securities and warrants from time to time for an aggregate initial
offering price of up to $50 million, subject to certain limitations for so long as its public float is less than $75 million.

On August 13, 2018, the Company completed a rights offering pursuant to an effective registration statement. Pursuant to the rights offering, the Company
sold an aggregate of 11,587 units consisting of an aggregate of 11,587 shares of Series A Preferred Stock convertible into 471,393 shares of its common stock
and 2,549,140 warrants, with each warrant exercisable for one share of its common stock at an exercise price of $4.53 per share, resulting in net proceeds to
the Company of approximately $10.1 million, after deducting expenses relating to the rights offering, including dealer-manager fees and expenses, and
excluding any proceeds received upon exercise of any warrants.

On September 20, 2018, the Company completed a registered offering of 642,438 shares of the Company’s common stock and pre-funded warrants to
purchase up to an aggregate of 120,000 shares of its common stock. The shares were sold at a purchase price of
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$3.285 per share and the pre-funded warrants were sold at a purchase price of $3.275 per pre-funded warrant which represents the per share purchase price for
the shares less the $0.01 per share exercise price for each such pre-funded warrant. The net proceeds to the Company from the offering were approximately
$2.2 million, after deducting expenses related to the offering including dealer-manager fees and expenses, and excluding any proceeds received upon exercise
of any warrants. In addition, in a concurrent private placement, the Company issued to purchasers in the concurrent registered offering a warrant to purchase
one share of the Company’s common stock for each share and pre-funded warrant purchased for cash in the offering. All warrants issued in this offering have
an exercise price of $3.16 per share, are exercisable upon the six-month anniversary of issuance and expire five years from such date.

On January 18, 2019, the Company completed a registered offering of 990,000 shares of the Company’s common stock. The shares were sold at a purchase
price of $2.25 per share and the net proceeds to the Company from this offering were approximately $2.0 million, after deducting expenses related to the
offering including dealer-manager fees and expenses.

On February 12, 2019, the Company received net cash proceeds of approximately $6.6 million from the closing of a follow-on public offering of 6,250,000
shares of its common stock and warrants to purchase up to an aggregate of 6,250,000 shares of its common stock at a combined offering price of $1.20 per
unit. In addition, the Company sold warrants to purchase up to an aggregate of 937,500 shares of the Company’s common stock in connection with the partial
exercise of the over-allotment option granted to the underwriters. Upon closing of the transaction, warrants to purchase 915,000 shares were issued pursuant to
the placement agents’ partial exercise of their overallotment. Subsequent to the closing of this offering, no additional cash proceeds have been received from
the exercise of warrants sold in this offering. On March 11, 2019, the underwriters exercised their overallotment option for 538,867 shares of the Company’s
common stock related to the February 12, 2019 follow-on offering, purchasing shares at $1.20 per share for net cash proceeds of approximately $592,000.

On March 19, 2019, the Company received net cash proceeds of approximately $7.5 million as a result of completing a registered direct offering of 5,950,000
shares at a negotiated purchase price of $1.37 per share.

In May 2019, the Company received net proceeds of approximately $2.3 million related to the May 2019 Warrant Exercise Inducement Offering as well as an
additional $2.5 million from other warrant exercises. The warrants exercised had exercise prices ranging from $1.20 to $1.25 per share and the total number
of shares of common stock issued upon exercises both in connection with the Warrant Exercise Inducement Offering and other warrant exercises was
approximately 4.2 million shares.

Management’s Plan to Continue as a Going Concern

In order to continue as a going concern, the Company will need, among other things, additional capital resources. Until the Company can generate significant
cash from operations, including assay revenues, management’s plans to obtain such resources for the Company include proceeds from offerings of the
Company’s equity securities or debt, cash received from the exercise of outstanding common stock warrants, or transactions involving product development,
technology licensing or collaboration. Management can provide no assurances that any sources of a sufficient amount of financing will be available to the
Company on favorable terms, if at all.

3. Sales of Equity Securities

On January 30, 2018, the Company received net cash proceeds of approximately $13.3 million from the closing of a follow-on public offering of 1,095,153
shares of its common stock and warrants to purchase up to an aggregate of 1,095,153 shares of its common stock at a combined offering price of $13.50 per
unit, with $1.4 million of costs directly associated with the offering recorded as an offset to additional paid-in capital under applicable accounting guidance.
The warrants sold in this offering have an exercise price of $1.20 per share, which is subject to down round adjustment, are exercisable immediately and
expire five years from the date of issuance. The aggregate estimated grant date fair value of $9.7 million was recorded as an offset to additional paid-in-
capital upon the closing of this offering (see Note 4).

In May 2018, the SEC declared effective a shelf registration statement filed by the Company, which expires in May 2021. The shelf registration statement
allows the Company to issue any combination of our common stock, preferred stock, debt securities and warrants from time to time for an aggregate initial
offering price of up to $50 million, subject to certain limitations for so long as our public float is less than $75 million.

On August 13, 2018, the Company completed a rights offering. Pursuant to the rights offering, the Company sold an aggregate of 11,587 units consisting of an
aggregate of 11,587 shares of Series A Preferred Stock and 2,549,140 warrants, with each warrant exercisable for one share of our common stock at an
exercise price of $4.53 per share, resulting in net proceeds to the Company of approximately $10.1 million, after deducting expenses relating to the rights
offering, including dealer-manager fees and expenses, and excluding any proceeds received upon exercise of any warrants. Each share of Series A Preferred
Stock will be convertible, at the Company’s option at any time on or after the first anniversary of the closing of the Rights Offering or at the option of the
holder at any time, into the number of shares of the Company’s common stock, par value $0.0001 per share determined by dividing the $1,000 stated value per
share of the Series A Preferred Stock by a conversion price of $4.53 per share. In addition, the conversion price per share is subject to adjustment for stock
dividends, distributions, subdivisions, combinations or reclassifications. Holders of Series A
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Preferred Stock shall be entitled to receive dividends (on an as-if-converted-to-common-stock basis) in the same form as dividends actually paid on shares of
the common stock when, as and if such dividends are paid on shares of common stock. The Series A Preferred Stock have no voting rights. Upon the
Company’s liquidation, dissolution or winding-up, whether voluntary or involuntary, holders of Series A Preferred Stock will be entitled to receive out of the
assets, whether capital or surplus, of the Company the same amount that a holder of common stock would receive if the Series A Preferred Stock were fully
converted (disregarding for such purpose any conversion limitations thereunder) to common stock, which amounts shall be paid pari passu with all holders of
common stock. The Company is not obligated to redeem or repurchase any shares of Series A Preferred Stock.

On September 20, 2018, the Company completed an offering of 642,438 shares of the Company’s common stock and pre-funded warrants to purchase up to an
aggregate of 120,000 shares of its common stock. The shares were sold at a purchase price of $3.285 per share and the pre-funded warrants were sold at a
purchase price of $3.275 per pre-funded warrant which represents the per share purchase price for the shares less the $0.01 per share exercise price for each
such pre-funded warrant. The net proceeds to the Company from this offering were approximately $2.2 million, after deducting expenses related to the
offering including dealer-manager fees and expenses, and excluding any proceeds received upon exercise of any warrants. In addition, in a concurrent private
placement, the Company issued to purchasers a warrant to purchase one share of the Company’s common stock for each share and pre-funded warrant
purchased for cash in the offering. All warrants issued in this offering have an exercise price of $3.16 per share, are exercisable upon the six-month
anniversary of issuance and expire five years from such date.

On January 18, 2019, the Company completed an offering of 990,000 shares of the Company’s common stock. The shares were sold at a purchase price of
$2.25 per share and the net proceeds to the Company from this offering were approximately $2.0 million, after deducting expenses related to the offering
including dealer-manager fees and expenses.

On February 12, 2019, the Company received net cash proceeds of approximately $6.6 million as a result of the closing of a follow-on public offering of
6,250,000 shares of its common stock and warrants to purchase up to an aggregate of 6,250,000 shares of its common stock at a combined offering price of
$1.20 per unit. All warrants sold in this offering have an exercise price of $1.20 per share, are exercisable immediately and expire five years from the date of
issuance. In addition, the Company sold warrants to purchase up to an aggregate of 937,500 shares of the Company’s common stock in connection with the
partial exercise of the over-allotment option granted to the underwriters. Upon closing of the transaction, warrants to purchase 915,000 shares were issued
pursuant to the placement agents’ partial exercise of their overallotment. Subsequent to the closing of this offering, no additional cash proceeds have been
received from the exercise of warrants sold in this offering. On March 11, 2019, the underwriters exercised their overallotment option for 538,867 shares of
the Company’s common stock related to the February 12, 2019 follow-on offering, purchasing shares at $1.20 per share for net cash proceeds of
approximately $592,000.

Pursuant to the down round adjustment feature of the January 2018 warrants, the exercise price of these warrants was adjusted to the $1.20 price per share
offering price in the February 2019 financing transaction.

On March 19, 2019, the Company received net cash proceeds of approximately $7.5 million as a result of completing a registered direct offering of 5,950,000
shares at a negotiated purchase price of $1.37 per share. In addition, in a concurrent private placement, the Company issued to purchasers a warrant to
purchase one share of the Company’s common stock for each share purchased for cash in the offering. All warrants issued in this offering have an exercise
price of $1.25 per share, are exercisable immediately upon issuance and expire 5.5 years following the date of issuance.

In May 2019, the Company received cash proceeds of approximately $2.5 million from the exercise of 2,086,479 February 2019 warrants at $1.20 per share.

On May 28, 2019, the Company entered into Warrant Exercise Agreements, or the Exercise Agreements, with certain of the holders of its existing warrants, or
the Exercising Holders. Pursuant to the Exercise Agreements, the Exercising Holders and the Company agreed that, subject to any applicable beneficial
ownership limitations, the Exercising Holders would cash exercise up to 20% of their Existing Warrants, or the Investor Warrants, into shares of common
stock underlying such Existing Warrants, or the Exercised Shares. In order to induce the Exercising Holders to cash exercise the Investor Warrants, the
Exercise Agreements provided for the issuance of new warrants, or the New Warrants, with such New Warrants to be issued in an amount equal to 75% of the
number of Exercised Shares underlying any Investor Warrants that was cash exercised by July 15, 2019. The New Warrants were exercisable upon issuance
and terminate on the date that is five-years and six-months following the initial exercise date. The New Warrants have an exercise price per share of $1.31. A
total of 2,062,966 Investor Warrants were exercised contemporaneously with the execution of the Exercise Agreements resulting in total proceeds to the
Company of $2.3 million, net of investment banking fees. The warrants issued in connection with the Exercise Agreement were considered inducement
warrants and are classified in equity. The fair value of the warrants issued was approximately $1.8 million (see valuation assumptions in Note 4). The fair
value of the inducement warrants of $1.8 million was expensed as warrant inducement expense in the accompanying consolidated statements of operations for
the nine months ended September 30, 2019.
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On July 15, 2019, the Company entered into amendments (the “Amendments”) to the Exercise Agreements. Pursuant to the Amendments, the period during
which the Exercising Holders may elect to exercise for cash the Existing Warrants in exchange for new warrants to purchase common stock to be issued in an
amount equal to 75% of the number of shares of common stock exercised under the Existing Warrants was extended from July 15, 2019 to July 31,
2019. There were no additional warrants exercised under the Amendments during the second or third quarter of 2019.

4. Fair Value Measurement

The estimated nonrecurring fair value measurements associated with fixed asset purchases recorded as right-of-use asset finance lease obligations totaling
approximately $583,000 during the nine months ended September 30, 2019 were calculated as the present value of the lease payments based on contractual
payment amounts and estimated market rates. Upon adoption of guidance in ASC Topic 842 Leases, the estimated fair value of the right-of-use operating
lease asset was recorded based on the present value of future lease payments based on contractual payment amounts and estimated market rates in effect.

Other Fair Value Measurements

As of the closing of the Company’s January 30, 2018 offering, the grant date fair value of the warrants issued to purchase up to 1,095,153 shares of common
stock were estimated to be approximately $8.82 per share, or a total of approximately $9.7 million, was recorded as an offset to additional paid-in-capital on a
relative fair value basis. The warrants sold in this offering currently have an exercise price of $1.20 per share, which is subject to down round adjustment, and
expire five years from the date of issuance. The fair value of the warrants was estimated using a Monte Carlo simulation valuation model using Geometric
Brownian Motion, incorporating anticipated future financing events, with the following assumptions:

Beginning stock price $ 10.17
Exercise price $ 15.00
Expected dividend yield 0.00%
Discount rate-bond equivalent yield 2.48%
Expected life (in years) 5.00
Expected volatility 99.00%

As of the closing of the Company’s August 13, 2018 rights offering, the grant date fair value of the warrants issued to purchase up to 2,549,140 shares of
common stock were estimated to be approximately $3.30 per share, or a total of approximately $8.4 million, was recorded as an offset to additional paid-in-
capital on a relative fair value basis. The warrants sold in this offering have an exercise price of $4.53 per share and expire five years from the date of
issuance. The fair value of the warrants was estimated using a Black-Scholes model, incorporating the following assumptions:

Beginning stock price $ 3.89
Exercise price $ 4.53
Expected dividend yield 0.00%
Discount rate-bond equivalent yield 2.75%
Expected life (in years) 5.00
Expected volatility 128.69%

As of the closing of the Company’s September 20, 2018 offering, the grant date fair value of the warrants issued to purchase up to 762,438 shares of common
stock were estimated to be approximately $2.57 per share, or a total of approximately $2.0 million, was recorded as an offset to additional paid-in-capital on a
relative fair value basis. The warrants sold in this offering have an exercise price of $3.16 per share and expire five years from the initial exercise date, which
is the six month anniversary of the date of issuance. The fair value of the warrants was estimated using a Black-Scholes model, incorporating the following
assumptions:

Beginning stock price $ 2.92
Exercise price $ 3.16
Expected dividend yield 0.00%
Discount rate-bond equivalent yield 2.77%
Expected life (in years) 5.50
Expected volatility 130.7%

Also, included in the September 20, 2018 offering the Company issued 120,000 pre-funded warrants. The pre-funded warrants had an intrinsic value of
$350,000, were subsequently fully exercised and are no longer outstanding as of September 30, 2019.
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As of the closing of the Company’s February 12, 2019 offering, the estimated grant date fair value of approximately $0.95 per share associated with the
warrants to purchase up to 7,165,000 shares of common stock issued in this offering, or a total of approximately $6.8 million, was recorded as an offset to
additional paid-in capital on a relative fair value basis. All warrants sold in this offering have an exercise price of $1.20 per share, are exercisable immediately
and expire five years from the date of issuance. The fair value of the warrants was estimated using a Black-Scholes model with the following assumptions:

Beginning stock price $ 1.05
Exercise price $ 1.20
Expected dividend yield 0.00%
Discount rate-bond equivalent yield 2.49%
Expected life (in years) 5.00
Expected volatility 147.7%

As of the closing of the Company’s March 19, 2019 offering, the estimated grant date fair value of approximately $1.01 per share associated with the warrants
to purchase up to 5,950,000 shares of common stock issued in this offering, or a total of approximately $6.0 million, was recorded as an offset to additional
paid-in capital on a relative fair value basis. All warrants sold in this offering have an exercise price of $1.25 per share, are exercisable immediately and expire
5.5 years from the date of issuance. The fair value of the warrants was estimated using a Black-Scholes model with the following assumptions:

Beginning stock price $ 1.12
Exercise price $ 1.25
Expected dividend yield 0.00%
Discount rate-bond equivalent yield 2.44%
Expected life (in years) 5.50
Expected volatility 140.0%

As of the closing of the Company’s May 30, 2019 warrant inducement transaction, the estimated grant date fair value of approximately $1.18 per share
associated with the warrants to purchase up to 1,547,226 shares of common stock issued in this offering, or a total of approximately $1.8 million, was
recorded as a warrant inducement expense with an offset to additional paid-in capital. All warrants issued in this warrant inducement transaction have an
exercise price of $1.31 per share, are exercisable immediately and expire 5.5 years from the date of issuance. The fair value of the warrants was estimated
using a Black-Scholes model with the following assumptions:

Beginning stock price $ 1.29
Exercise price $ 1.31
Expected dividend yield 0.00%
Discount rate-bond equivalent yield 2.05%
Expected life (in years) 5.50
Expected volatility 145.9%

5. Balance Sheet Details

The following provides certain balance sheet details:
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December 31, September 30,

2018 2019

Fixed Assets
Machinery and equipment $ 2,818,583 §$ 2,845,053
Furniture and office equipment 157,391 156,987
Computer equipment and software 1,437,408 1,552,981
Leasehold improvements 570,173 570,174
Financed equipment 2,573,955 —
Construction in process 116,640 325,550
Total fixed assets, gross 7,674,150 5,450,745
Less accumulated depreciation and amortization (4,934,728) (4,125,490)
Total fixed assets, net $ 2,739,422  $ 1,325,255

Accrued Liabilities
Accrued payroll 255,426 458,750
Accrued vacation 535,682 566,811
Accrued bonuses 712,574 636,167
Accrued sales commissions 62,767 81,101
Current portion of deferred rent 158,342 —
Accrued other 203,602 104,155
Total accrued liabilities $ 1,928,393 § 1,846,984

During the nine months ended September 30, 2019 there were no disposals and $350,000 of fixed assets were acquired. Upon adoption of the lease guidance
in ASC Topic 842, Leases (ASC 842), equipment with a total cost of $2,574,000 and accumulated depreciation of $1,135,000 were reclassified to right-of-use
lease assets on the Company’s balance sheet (see Note 7). Depreciation expense for the nine months ended September 30, 2018 and 2019 was $580,366 and
$691,191, respectively. Depreciation expense for the three months ended September 30, 2018 and 2019 was $223,194 and $240,207, respectively.

6. April 2014 Credit Facility

On April 30, 2014, the Company received net cash proceeds of approximately $4,898,000 pursuant to the execution of the April 2014 Credit Facility. Upon
entering into the April 2014 Credit Facility, the Company was required to pay the lender a facility fee of $50,000 in conjunction with the funding of the term
loan. The April 2014 Credit Facility was secured by substantially all of the Company’s personal property other than its intellectual property. The term loan
under the April 2014 Credit Facility bore interest at an annual rate of 7.95%. The Company was required to make interest-only payments on the term loan
through August 1, 2015. The outstanding term loan under the April 2014 Credit Facility began amortizing at the end of the applicable interest-only period,
with monthly payments of principal and interest being made by the Company to the lender in consecutive monthly installments following such interest-only
period. The term loan under the April 2014 Credit Facility matured on July 1, 2018. Under the original terms of the underlying agreement, the Company was
also required to make a final payment to the lender equal to 5.5% of the original principal amount of the term loan funded. Upon maturity of the April 2014
Credit Facility on July 1, 2018, security interest in the Company’s personal property was released by the lender.

A warrant to purchase up to 588 shares of the Company’s common stock at an exercise price of $424.80 per share with a term of 10 years was issued to
Oxford Finance LLC on April 30, 2014. Issuance costs of approximately $102,000 associated with the term loan under the April 2014 Credit Facility were
recorded as a discount to outstanding debt as of the closing date, resulting in net proceeds of approximately $4,898,000. The estimated fair value of the
warrant issued of approximately $233,000 was also recorded as a discount to outstanding debt as of the closing date. The discounts and other issuance costs
were amortized to interest expense utilizing the effective interest method over the underlying term of the loan.

7. Leases

Effective January 1, 2019, the Company adopted US GAAP accounting rules in ASC Topic 842, Leases (ASC 842), using the modified retrospective
method. The Company elected to follow the package of practical expedients provided under the transition guidance within ASC 842, and accordingly, did not
reassess whether any expired or existing contracts are or contain leases, did not reassess expired or existing leases, and did not reassess initial direct costs for
any existing leases. Upon adoption, the Company recorded an operating lease right-of-use asset and an operating lease liability on the balance sheet. In
addition, assets under equipment leases previously classified as capital leases within Property, Plant and Equipment on the Company’s balance sheet were
reclassified to finance lease right-of-use assets upon adoption of the guidance. Right-of-use assets and obligations were recognized based on the present value
of remaining lease payments over the lease term. As the Company’s operating lease does not provide an implicit rate, an
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estimated incremental borrowing rate was used based on the information available at the adoption date in determining the present value of lease
payments. Operating lease expense is recognized on a straight-line basis over the lease term. Variable lease costs such as common area costs and other
operating costs are expensed as incurred. Leases with an initial term of 12 months or less are not recorded on the balance sheet.

Finance Leases

The Company leases certain laboratory equipment under arrangements previously accounted for as capital leases, classified on the Company’s balance sheet as
fixed assets and related lease liabilities and depreciated on a straight line basis over the lease term. Upon adoption of ASC 842, leased equipment previously
classified as fixed assets totaling $1.4 million in net book value were reclassified to lease right-of-use assets in accordance with the guidance. The equipment
under finance leases is depreciated on a straight-line basis over periods ranging from approximately 3 to 7 years. The total gross value of equipment
capitalized under such lease arrangements was approximately $2,574,000 and $3,075,000 at December 31, 2018 and September 30, 2019, respectively. Total
accumulated depreciation related to equipment under finance leases was approximately $1,135,000 and $1,500,000 at December 31, 2018 and September 30,
2019, respectively. Total depreciation expense related to equipment under finance leases during the three months ended September 30, 2018 and 2019 was
approximately $115,000 and $134,000, and during the nine months ended September 30, 2018 and 2019 was approximately $271,000 and $365,000,
respectively.

On January 31, 2019, the Company executed an equipment financing commitment with a third-party lender for total amount of approximately $149,000,
which was funded by the lender on February 1, 2019. Under the terms of the equipment financing agreement, which was accounted for as a finance lease
transaction, the principal balance plus interest for the equipment are to be repaid in full after 36 monthly installments of $5,013 totaling approximately
$180,000 through February 2022.

In July 2019, an equipment financing commitment was executed with a third-party lender for total amount of approximately $100,000, which was accounted
for as a finance lease transaction with the principal balance plus interest for the equipment to be repaid in full after 48 monthly installments of $2,706 totaling
approximately $130,000 through May 2023.

In August 2019, an equipment financing commitment was executed with a third-party lender for total amount of approximately $245,000, which was
accounted for as a finance lease transaction with the principal balance plus interest for the equipment to be repaid in full after 36 monthly installments of
$8,253 totaling approximately $297,000 through August 2022.

In September 2019, an additional equipment financing commitment was executed with a third-party lender for total additional amount of approximately
$89,000, which was accounted for as a finance lease transaction with the principal balance plus interest for the equipment to be repaid in full after 60 monthly
installments of $1,770 totaling approximately $106,000 through September 2024.

Operating Lease

The Company leases its primary laboratory and office facilities in San Diego, California. This lease is classified as an operating lease in accordance with the
ASC 842 guidance. The average monthly cash payment for the operating lease is approximately $120,000 per month, and the lease term ends on July 31,
2020. The Company recorded a lease right-of-use asset and lease liability of $1,930,000 and $2,201,000, respectively, as of January 1, 2019, based on present
value of payments and an incremental borrowing rate of 4.5%.

In addition, the Company reviews agreements at inception to determine if they include a lease, and when they do, uses its incremental borrowing rate or
implicit interest rate to determine the present value of the future lease payments.

The following schedule sets forth the components of right-of-use lease assets as of December 31, 2018 and September 30, 2019 as follows:

December 31, September 30,
2018 2019
Lease right-of-use assets:
Operating $ — $ 1,035,210
Finance — 1,575,039
Total $ — $ 2,610,249

The following schedule sets forth the current portion of operating and finance lease liabilities as of December 31, 2018 and September 30, 2019:

December 31, September 30,
2018 2019
Current portion of lease liability:
Operating $ — 1,193,255
Finance — 776,030
Total $ — $ 1,969,285
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The following schedule sets forth the long-term portion of operating and finance lease liabilities as of December 31, 2018 and September 30, 2019:

December 31, September 30,
2018 2019
Long-term portion of lease liability:
Operating $ — $ _
Finance — 1,032,243
Total $ — $ 1,032,243

The following schedule represents the components of lease expense for the three and nine months ended September 30, 2018 and 2019:

For the three months ended September 30, For the nine months ended September 30,
2018 2019 2018 2019
Lease cost
Finance lease cost
Amortization of right-of-use assets $ — 3 134,472  $ — 3 364,401
Interest on lease liabilities — 62,026 — 187,574
Operating lease cost — 318,005 — 954,015
Total $ — 8 514,503  $ — 8 1,505,990

The following schedule sets forth the remaining future minimum lease payments outstanding under finance and operating leases, as well as corresponding
remaining sales tax and maintenance obligation payments that are expensed as incurred and due within each respective year ending December 31, as well as
the present value of the total amount of the remaining minimum lease payments, as of September 30, 2019:

Finance Operating
Minimum Maintenance and Minimum
Lease Sales Tax Obligation Lease
Payments Payments Payments
2019 (remaining) $ 222245  $ 27,016  $ 362,929
2020 764,533 89,136 855,136
2021 517,927 67,974 —
2022 405,318 57,260 —
2023 263,274 56,799 —
Thereafter 58,448 8,241 —
Total payments 2,231,745 306,426 1,218,065
Less amount representing interest (423,472) — (24,810)
Present value of payments $ 1,808,273 $ 306,426 $ 1,193,255

The following schedule sets forth supplemental cash flow information related to operating and finance leases as of September 30, 2019:

For the three months ended For the nine months ended
September 30, 2019 September 30, 2019
Other information
Operating cash flows from financing leases $ 62,026 $ 187,574
Operating cash flows from operating leases $ 355,813 $ 1,067,437
Financing cash flows from finance leases $ 101,139 $ 378,389

The aggregate weighted average remaining lease term was 3.14 years on finance leases and 0.84 years on operating leases as of September 30, 2019. The
aggregate weighted average discount rate was 20.30% on finance leases and 4.5% on operating leases as of September 30, 2019. During the nine months
ended September 30, 2019, the Company added $583,000 of right of use assets in exchange for finance lease liabilities. In addition, upon adoption of the
accounting guidance in ASC 842, $1.4 million of net machinery and equipment was reclassified to lease right-of-use assets related to assets under finance
leases and $1.9 million of right-of-use facility lease was recorded under operating lease.
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8. Stock-Based Compensation
Equity Incentive Plans

The Company maintains two equity incentive plans: The Amended and Restated 2013 Equity Incentive Plan, or the 2013 Plan, and the 2007 Equity Incentive
Plan, or the 2007 Plan. The 2013 Plan includes a provision that shares available for grant under the Company’s 2007 Plan become available for issuance under
the 2013 Plan and are no longer available for issuance under the 2007 Plan.

At the Company’s annual meeting of stockholders held on June 28, 2018, the Company’s stockholders approved amendments to the 2013 Plan, which
included an increase in the number of non-inducement shares of common stock authorized for issuance under the 2013 Plan by 146,666 shares. At the
Company’s annual meeting of stockholders held on June 17, 2019, the Company’s stockholders approved additional amendments to the 2013 Plan including
the increase in the number of non-inducement shares of common stock authorized for issuance under the 2013 Plan by 2,800,000 shares. As of September 30,
2019, 124,211 shares of the Company’s common stock were authorized exclusively for the issuance of stock awards to employees who have not previously
been an employee or director of the Company, except following a bona fide period of non-employment, as an inducement material to the individual’s entering
into employment with the Company, as defined under applicable Nasdaq Listing Rules.

As of September 30, 2019, under all plans, a total of 3,064,098 non-inducement shares were authorized for issuance, 2,711,095 shares had been issued with
2,650,970 non-inducement stock options and restricted stock units, or RSUs, underlying outstanding awards, and 353,003 non-inducement shares were
available for grant. As of September 30, 2019, 118,368 inducement shares were authorized for issuance, 118,368 inducement shares had been issued under the
2013 Plan, with 117,534 inducement stock options and RSUs underlying outstanding awards and no inducement shares available for grant.

Stock Options

A summary of stock option activity for the nine months ended September 30, 2019 is as follows:

Weighted
Average
Weighted Remaining
Number of Average Exercise Contractual
Shares Price Per Share Term in Years
Outstanding at December 31, 2018 195,820 $ 41.41 9.20
Granted 2,664,129 $ 0.91
Exercised - -
Cancelled/forfeited/expired (62,293) $ 6.43
Outstanding at September 30, 2019 2,797,656 $ 3.62 9.52
Vested and unvested expected to vest at September 30, 2019 2,701,017 $ 3.71 9.52

The intrinsic values of options outstanding, options exercisable, and options vested and unvested expected to vest at December 31, 2018 and September 30,
2019 were each approximately zero.

The assumptions used in the Black-Scholes pricing model for stock options granted during the three and nine months ended September 30, 2019 were as
follows:

Stock and exercise prices $0.81 - $1.03
Expected dividend yield 0.00%
Discount rate-bond equivalent yield 1.58% —2.55%
Expected life (in years) 5.00-5.96
Expected volatility 128% - 156%

On April 30, 2019, the Company’s Board of Directors approved the issuance of an aggregate of 2,578,229 options to be granted to the Company’s employees,
executives and Board members pursuant to the 2013 Amended Plan, subject to shareholder approval of the increase of the options available under the 2013
Amended Plan at the Company’s annual meeting on June 17, 2019. On June 17, 2019 the Company’s shareholders approved the increase to the 2013
Amended Plan by 2.8 million shares.

Restricted Stock

A summary of RSU activity for the nine months ended September 30, 2019 is as follows:
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Weighted

Number of Average Grant

Shares Date Fair Value
Outstanding at December 31, 2018 360 $ 415.80
Granted — —
Vested and issued — —
Forfeited — —
Outstanding at September 30, 2019 360 $ 415.80
Vested and unvested expected to vest at September 30, 2019 360 $ 415.80

At September 30, 2019, the intrinsic values of RSUs outstanding and RSUs unvested and expected to vest were each approximately $400. Of the 360 RSUs
outstanding at September 30, 2019, all were fully vested.
Stock-based Compensation Expense

The following table presents the effects of stock-based compensation related to equity awards to employees and nonemployees on the unaudited condensed
statements of operations and comprehensive loss during the periods presented:

For the three months ended For the nine months ended
September 30, September 30,

2018 2019 2018 2019
Stock Options
Cost of revenues $ 10,150 $ 29405 $ 37,150 $ 54,625
Research and development expenses 30,247 37,626 103,267 102,742
General and administrative expenses 57,162 168,484 243,593 361,102
Sales and marketing expenses 15,513 62,154 63,594 106,300
Total expenses related to stock options 113,072 297,669 447,604 624,769
RSUs
Cost of revenues - - (18,802) -
Research and development expenses - - 13,576 -
General and administrative expenses - - 54,303 -
Sales and marketing expenses - - 15,348 -
Total stock-based compensation $ 113,072  $ 297,669 $ 512,029 $ 624,769

Stock-based compensation expense was recorded net of estimated forfeitures of 0% - 8% per annum during each of the three and nine months ended
September 30, 2018 and 2019. As of September 30, 2019, total unrecognized share-based compensation expense related to unvested stock options and RSUs,
adjusted for estimated forfeitures, was approximately $2,545,000 and is expected to be recognized over a weighted-average period of approximately 3.2 years.

9. Common Stock Warrants Outstanding

A summary of equity-classified common stock warrant activity for the nine months ended September 30, 2019 is as follows:

Average
Weighted Remaining
Number of Average Exercise Contractual
Shares Price Per Share Term in Years
Outstanding at December 31, 2018 4,694,927 $ 8.55 4.4
Issued 14,662,226  $ 1.23
Exercised (4,155,430) 1.20
Expired (4,474) 953.06
Outstanding at September 30, 2019 15,197,249 $ 3.08 4.5
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Further information about equity-classified common stock warrants outstanding at September 30, 2019 is as follows:

Weighted
Weighted Average
Average Total Shares Contractual
Exercise Price Outstanding Life (in years)
$ 1.24 11,601,949 4.7
$ 4.21 3,311,578 3.9
$ 25.50 8,208 3.2
$ 33.00 96,999 2.1
$ 45.00 47,821 2.9
$ 75.00 71,995 3.0
$ 117.00 38,772 1.6
$ 140.00 19,339 0.4
$ 424.80 588 4.6

15,197,249

All warrants outstanding at September 30, 2019 are exercisable. The intrinsic value of equity-classified common stock warrants outstanding at September 30,
2019 was zero.

10. Net Loss per Common Share

Basic and diluted net loss per common share is determined by dividing net loss applicable to common shareholders by the weighted-average common shares
outstanding during the period. Because there is a net loss attributable to common shareholders for the three and nine months ended September 30, 2018 and
2019, the outstanding RSUs, warrants, and common stock options have been excluded from the calculation of diluted loss per common share because their
effect would be anti-dilutive.

Based on applicable guidance, the 120,000 pre-funded warrants that were issued in the September 20, 2018 registered direct offering with an exercise price of
$0.01 are considered common stock equivalents and are included in the calculation of basic and diluted loss per share. In other periods presented, the
weighted-average shares used to calculate both basic and diluted loss per share are the same.

The following potentially dilutive securities have been excluded from the computations of diluted weighted-average shares outstanding for the periods
presented, as they would be anti-dilutive:

For the three and nine months ended

September 30,
2018 2019

Preferred warrants outstanding (number of common stock equivalents) 17 —
Common warrants outstanding 4,814,927 15,197,249
RSUs outstanding 360 360
Convertible preferred stock outstanding (number of common stock

equivalents) 2,560,727 471,393
Common options outstanding 114,641 2,797,656
Total anti-dilutive common share equivalents 7,490,672 18,466,658

11. Commitments and Contingencies

In the normal course of business, the Company may be involved in legal proceedings or threatened legal proceedings. The Company is not party to any legal
proceedings or aware of any threatened legal proceedings that are expected to have a material adverse effect on its financial condition, results of operations or
liquidity.

In February 2016, the Company signed a firm, non-cancelable, and unconditional commitment in an aggregate amount of $1,062,500 with a vendor to
purchase certain inventory items, payable in minimum quarterly amounts of $62,500 through May 2020. At September 30, 2019, a balance of approximately

$154,000 remained outstanding under this purchase commitment.

During the three months ended September 30, 2018 and 2019, total expense recorded in the Company’s unaudited condensed statements of operations and
comprehensive loss for sales tax and maintenance obligations associated with equipment financing
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arrangements was approximately $25,000 and $35,000, respectively, with approximately $75,000 and $82,000 recorded during the nine months ended
September 30, 2018 and 2019, respectively. At December 31, 2018 and September 30, 2019, approximately $69,000 and $71,000, respectively, of such sales
tax and maintenance obligations incurred but not paid were recorded in accrued other liabilities in the Company’s balance sheet (see Note 5). Future amounts
totaling approximately $306,426 for sales tax and maintenance obligations associated with financed equipment were due under equipment financing
arrangements at September 30, 2019, which will be expensed as incurred (see Note 7).

12. Related Party Transactions

A member of the Company’s management is the controlling person of Aegea Biotechnologies, Inc., or Aegea. On September 2, 2012, the Company entered
into an Assignment and Exclusive Cross-License Agreement, or the Cross-License Agreement, with Aegea. The Company received no payments from during
the three months ended September 30, 2018 and 2019, and approximately $19,000 and $26,000 was received during the nine months ended September 30,
2018 and 2019, respectively, from Aegea as reimbursements for shared patent costs under the Cross-License Agreement.
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Item 2. 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 unaudited condensed
financial statements and related notes included in this Quarterly Report on Form 10-Q and the audited financial statements and notes thereto as of and for the
year ended December 31, 2018 and the related Management's Discussion and Analysis of Financial Condition and Results of Operations, both of which are
contained in our Annual Report on Form 10-K for the year ended December 31, 2018, filed with the Securities and Exchange Commission on March 29, 2019.
Past operating results are not necessarily indicative of results that may occur in future periods.

Company Overview

We are an early stage molecular oncology diagnostics company that develops and commercializes proprietary circulating tumor cell, or CTC, and circulating
tumor DNA, or ctDNA, assays utilizing a standard blood sample, or “liquid biopsy.” Our current and planned assays are intended to provide information to aid
healthcare providers to identify specific oncogenic alterations that may qualify a subset of cancer patients for targeted therapy at diagnosis, show progression
or be used for monitoring in order to identify specific resistance mechanisms. Sometimes traditional procedures, such as surgical tissue biopsies, result in
tumor tissue that is insufficient and/or unable to provide the molecular subtype information necessary for clinical decisions. Our assays, performed on blood,
have the potential to provide more contemporaneous information on the characteristics of a patient’s disease when compared with tissue biopsy and
radiographic imaging.

Our current assays and our planned future assays focus on key solid tumor indications utilizing our Target-Selector™ liquid biopsy technology platform for
the biomarker analysis of CTCs and ctDNA from a standard blood sample. Our patented Target-Selector CTC offering is based on an internally developed
microfluidics-based cell capture and analysis platform, with enabling features that change how information provided by CTC testing is used by clinicians. Our
CTC technology also could be validated on cerebral spinal fluid in order to provide information for patients with central nervous system tumors both primary
and metastatic. Our patented Target-Selector ctDNA technology enables detection of mutations and genome alterations with enhanced sensitivity and
specificity, and is applicable to nucleic acid from ctDNA, could potentially be validated for interrogating other sample types such as bone marrow, tissue
(surgical resections and/or biopsies) or cerebrospinal fluid. Our Target-Selector CTC and ctDNA platforms provide both biomarker detection as well as
monitoring capabilities and require only a patient blood sample. In January 2019, we began offering Research Use Only, or RUO, liquid biopsy kits containing
our ctDNA Target Selector ctDNA technology to laboratories worldwide.

At our corporate headquarters facility located in San Diego, California, we operate a clinical laboratory that is certified under the Clinical Laboratory
Improvement Amendments of 1988, or CLIA, and accredited by the College of American Pathologists, or CAP. We also performed the research and
development that led to our current assays and continue to perform research and development for our planned assays, at this same facility. In addition, we
currently manufacture our microfluidic channels and various chemistries utilized in our testing process, however, we have identified and have been working
with a manufacturer to outsource certain manufacturing activities in the near term to reduce costs and improve efficiency. The assays we offer and intend to
offer are classified as laboratory developed tests, or LDTs, under CLIA regulations. CLIA certification is required before any clinical laboratory, including
ours, may perform testing on human specimens for the purpose of obtaining information for the diagnosis, prevention, or treatment of disease or the
assessment of health. In addition, we participate in and have received CAP accreditation, which includes rigorous bi-annual laboratory inspections and
requires adherence to specific quality standards.

Our primary sales strategy is to engage medical oncologists and other physicians in the United States at private and group practices, hospitals, laboratories and
cancer centers. In addition, we market our clinical trial and research services to pharmaceutical and biopharmaceutical companies and clinical research
organizations. Additionally, our pathology partnership program, branded as Empower TCT™, provides the unique ability for pathologists to participate in the
interpretation of liquid biopsy results and is available to pathology practices and hospital systems throughout the United States. Further, sales to laboratory
supply distributors of our patented blood collection tubes, or BCTs, commenced in June 30, 2018, which allow for the intact transport of liquid biopsy samples
for research use only, or RUO, from regions around the world.

Our revenue generating efforts are focused in three areas:

. providing laboratory services to medical oncologists, surgical oncologists, urologists, pulmonologists, pathologists and other physicians who use
the biomarker information we provide in order to determine the best treatment plan for their patients;

. providing laboratory services utilizing both our CTC and ctDNA testing in order to help pharmaceutical and biopharmaceutical companies
developing drug candidate therapies to treat cancer; and

. licensing and/or selling our proprietary testing and/or technologies, including our BCTs, to partners in the United States and abroad.
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We plan to grow our business by directly offering medical oncologists, surgical oncologists, pulmonologists, pathologists and other physicians our Target-
Selector liquid biopsy CTC and ctDNA assays. Based on our product development data, as well as discussions with our collaborators, we believe that our
planned future assays should provide important information and clinical value to physicians. In particular, CTC and ctDNA assays could deliver important,
actionable information not provided by other assays. For example, the historic clinical CTC test is the United States Food and Drug Administration, or FDA,
approved CellSearch ® test, which provides CTC enumeration, but is not FDA approved to perform biomarker analysis. We believe our ability to rapidly
translate research insights about the utility of cytogenetic, immunocytochemical and molecular biomarkers to provide information to medical oncologists,
surgical oncologists, urologists, pulmonologists, pathologists and other physicians for treatment decisions in the clinical setting will improve patient treatment
and management, and that these assays will become a key component of the standard of care for personalized cancer treatment.

Assays, Products and Services

We currently offer and conduct our commercialized diagnostic assays and offer our clinical studies services at our CLIA-certified, CAP-accredited and state-
licensed laboratory. We have commercialized our Target-Selector assays for a number of solid tumor indications such as: breast cancer, NSCLC, gastric
cancer, colorectal cancer, prostate cancer, melanoma, pancreaticobiliary cancer, and ovarian cancer. These assays utilize our dual CTC and ctDNA technology
platforms and provide biomarker analysis from a patient’s blood sample.

Our current assays and clinical trial services include:

. CTC and ctDNA Testing. Our current assays and our other planned cancer diagnostic assays are based on our Target-Selector
technologies and are currently intended to be performed only in our clinical laboratory. After completing testing, we or our
partners provide our customers with an easy to understand report that describes the results of the analyses performed, which is
designed to help medical oncologists, surgical oncologists, urologists, pulmonologists, pathologists and other physicians
make better decisions about the treatment of their patients.

. Clinical Studies Services. We plan to utilize our clinical laboratory and translational research capabilities to provide clinical
studies and research services to pharmaceutical and biopharmaceutical companies and clinical research organizations to
improve the efficiency and economic viability of their clinical studies. Our clinical studies and translational research services
could leverage our knowledge of CTCs and ctDNA and our ability to develop and implement new cytogenetic,
immunocytochemical and molecular diagnostic assays. Our current assays can, and our other planned cancer diagnostic
assays and biomarker assays are anticipated to be able to, help optimize clinical trial patient selection and/or monitor cancer
drivers during the course of treatment or disease progression. Demonstration of clinical utility of our assays would more
easily enable these tests to be adopted in standard clinical practice, helping physicians select the most appropriate therapy for
their patients.

In the case of our breast and gastric cancer offerings, biomarker analysis involves fluorescence in situ hybridization, or FISH, for the detection and
quantitation of the human epidermal growth factor receptor 2, or HER2, gene copy number as well as immunocytochemical, or ICC, analysis to evaluate
protein expression of the of estrogen receptor, or ER, protein, progesterone receptor, or PR, protein, and androgen receptor, or AR, protein; all of these tests
are currently available commercially. A patient’s HER2 status provides the physician with information about the appropriateness of therapies such as
Herceptin ® or Tykerb ®. ER and PR status provides the physician with information to guide decisions related to endocrine therapies such as tamoxifen and
aromatase inhibitors.

Our lung cancer biomarker analysis offering currently includes FISH testing for ALK, ROSI, RET, MET and FGFRI gene rearrangements, as well as analysis
for the T790M, Deletion 19, and L858R mutations of the epidermal growth factor receptor, or EGFR gene, as well as BRAF, KRAS and NRAS. The L858R
mutation of the EGFR gene and Exon 19 deletions are activators of EGFR kinase activity. For lung cancer, we also offer a resistance profile assay consisting
of the biomarkers MET, HER2 (both of which we perform using our technology for CTCs), KRAS, and T790M (both of which are performed using ctDNA in
plasma). These assays can be used by physicians to identify the mechanism causing disease progression for patients with NSCLC who are being treated with
tyrosine kinase inhibitor, or TKI, therapy and therefore may qualify patients for inclusion in a clinical trial.

Fibroblast growth receptor 1, or FGFRI, gene amplification is offered using our CTC technology. FGFRI amplification is present in several tumor types,
including both NSCLC and small cell lung cancer, or SCLC, and has been shown to be a prognostic indicator of progression. FGFRI is also a key target for
several drugs undergoing clinical development.

We analytically validated PD-L1 testing utilizing our CTC technology in 2016. PD-L1 is a biomarker that is informative for immuno-oncology therapies
currently marketed for lung cancer and melanoma, as well as therapies in development for multiple tumor types. We collaborated with David Rimm, M.D.,
Ph.D., a pathologist at Yale Medical School and a scientific advisor to us, on the analytical development of this assay.
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We plan to release additional blood-based biomarker assays, such as those that test for ESR/ mutations, to our current menu of liquid biopsy assays using
blood samples. In addition, we plan to complete the development and offer multiplexed biomarker tests, which will allow the detection and quantitative
monitoring of multiple biomarkers in a single assay.

In August 2017, we announced that we had executed a distribution agreement for our patented blood collection tubes with VWR International, LLC which can
preserve intact cells (such as CTCs) for up to 96 hours and ctDNA for up to 8 days, allowing for the transport of RUO liquid biopsy samples from regions
around the world.

In October 2017, we launched our pathology partnership initiative, branded as Empower TC, expanding access of our proprietary liquid biopsy testing to
community pathologists and hospitals throughout the United States. The aim of this program is to incorporate community pathologists into the review of
biomarkers found in liquid biopsy for patients diagnosed with cancer. Pathologists are now enabled to interpret our liquid biopsy results locally, while patient
specimens will continue to be sent to us for processing in our CLIA-certified, CAP-accredited high complexity laboratory. In February 2019 we launched
Version 2 of Empower TC which is intended to expand the capabilities of the program to allow for more tests to be interpreted by local pathologists.

We intend to continue to commercialize cancer diagnostic assays in the United States as LDTs performed in our CLIA-certified, CAP-accredited, and state-
licensed laboratory. We plan to evaluate potential opportunities for the commercialization of our products in other countries. We believe the Target-Selector
technology can be used for molecular biomarker screening, marked as RUO test kits.

We launched the first of our RUO Target Selector kit products, ctDNA EGFR, in January 2019. Additionally, we plan to evaluate opportunities for licensing of
our products and proprietary technologies to partners in the United States and abroad.

In December 2018, we entered into a Software License and Laboratory Data Supply Agreement with Prognos, Inc., an innovator in predicting disease by
applying artificial intelligence, or Al to clinical laboratory diagnostics. Under the agreement, we will supply de-identified data from its liquid biopsy testing to
Prognos, which will leverage its Al capabilities to help its pharmaceutical clients ensure that the right patients receive the right therapies. This agreement
could provide revenue sharing opportunities in future periods.

In May 2019 we announced launch of the Oncomine NGS lung cancer panel in collaboration with Thermo Fisher Scientific. This panel requires a local
coverage determination, or LCD, for reimbursement and we started that process with a meeting with MOLDx in November 2018. In the absence of a national
coverage policy, an item or service may be covered at the discretion of the Medicare contractors based on an LCD. We have applied for LCD’s in several
categories as the initial step for national coverage.

In June 2019 we announced launch of the Oncomine NGS breast cancer panel, a multi-gene liquid biopsy panel specifically developed for breast cancer, in
collaboration with Thermo Fisher Scientific. This panel is being marketed to physicians and researches for the detection and monitoring of actionable genomic
biomarkers associated with breast cancer.

We also expanded our prostate panel offerings as a key element for growing the demand for our testing among urologists, including the AR-V7 assay which
helps physicians determine if patient should stay on hormone therapy or switch to chemotherapy, as well as PTEN, MET, MYC, and EGFR FISH assays which
provide valuable prognostic information to the aggressiveness of a patient’s prostate cancer.

Pharmaceutical Research and Health Economic Collaborations

We continue to execute on our strategies intended to expand our business globally, as well as to engage with pharmaceutical companies on clinical trials and
assay development. We have preferred provider agreements in place in Mexico with Quest Diagnostics to support testing for Astra Zeneca. In addition, we
have distribution agreements in place in Mexico, Uruguay, Turkey, Columbia, Israel and Canada.

As a follow up to the CTC findings published in Cancer Medicine, we were involved in a clinical study led by investigators at the Dana-Farber Cancer
Institute. Study enrollment was completed. During the screening phase of this study, our CLIA-certified, CAP accredited laboratory tested blood samples from
a cohort of patients with HER?2 negative tissue status, with the aim to identify individuals with HER2 amplified CTCs. These patients were then assigned to
chemotherapy plus Herceptin ®. Additional CTC testing with HER2 FISH biomarker analyses were performed at subsequent time points. At the December
2014 San Antonio Breast Cancer Symposium, we presented findings of 311 patients tested with HER2 negative tissue status, where 22% had CTCs with
HER?2 gene amplification at disease progression. HER2 gene amplification subsequently categorized these patients as potential candidates for anti-HER2
therapy as the cancer evolved. Moreover, our multi-antibody CTC capture method identified a substantial subset of patients who would not likely have had
detectable CTCs with commonly used CTC capture technologies. This added 10% (included in the 22%) to the number of women who were candidates for
this highly specific targeted therapy.

With our cooperation, researchers at Columbia University published a study in the journal Clinical and Translational Oncology in January 2015. The study
demonstrated the high correlation (79%) of circulating tumor cells, primary tumor tissue biopsy and
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metastatic tumor tissue biopsy in the determination of hormone receptor status, or ER/PR, of breast cancer patients. The investigators also found that this high
correlation was strongest when comparing metastatic tissue biopsy to CTCs (83%). The conclusion of the study was that determining ER/PR status in CTCs
using our platform is feasible, with high concordance in ER/PR between tumor tissue (as determined with immunohistochemistry, or IHC) and CTCs (as
determined with immunocytochemistry, or ICC). The authors suggest a larger trial to determine the prognostic significance of these findings.

In September 2015, we presented the clinical validation data of our ctDNA assay in collaboration with the University of California, San Diego. The results
demonstrated a very high level of concordance to tissue results (88%), together with >95% analytical sensitivity and 99% analytical specificity, supporting our
offering of a validated, robust non-invasive solution for mutation identification and monitoring in patients with lung cancer. Subsequent FDA approval of
Tagrisso ® , a third-generation tyrosine kinase inhibitor, presented an opportunity for patients to be monitored using a ctDNA assay.

During 2016, we announced a pharmaceutical collaboration agreement that provides testing for a clinical trial, which includes metastatic lung cancer patients
with leptomeningeal or brain metastases. In this exploratory trial, we tested both cerebrospinal fluid and blood for molecular alterations that could be impacted
by treatment. A second pharmaceutical collaboration was announced in 2016, which entails a milestone-based assay development project focused on
hepatocellular carcinoma, or HCC, or liver cancer. Custom assays utilizing both our CTC and ctDNA technologies were developed for identifying specified
biomarkers and capturing HCC CTCs for potential clinical trial use.

In April 2016, we announced a study collaboration with Dr. Giuseppe Giaccone at the MedStar Georgetown University Hospital to assess resistance
biomarkers in non-small cell lung cancer, or NSCLC, patients treated with EGFR inhibitors or chemotherapy. Later in 2016, we announced another
collaboration involving a study presented at the European Society for Medical Oncology, or ESMO, Annual Congress in October 2016, evaluating the
detection of EGFR alterations (del19, L858R and T790M) by our Target-Selector liquid biopsy. Subsequent to this study, we have earned business in both
Mexico and Columbia for EGFR gene mutation testing in blood to qualify patients for a pharmaceutical company’s targeted therapy. The relationship also
resulted in a study initiated during the following year that includes peripheral blood CTC assessment of PD-L1 protein expression in patients undergoing
chemotherapy as a monotherapy or in combination with a checkpoint inhibitor. In December 2016, we announced a clinical study agreement with Columbia
University Medical Center to evaluate the clinical utility of our Target-Selector platform to diagnose leptomeningeal metastases, or LM, in breast cancer
patients. This work was expanded in the fourth quarter of 2018 to include patients with other primary solid tumor types. Dr. Kevin Kalinsky leads this study to
test CTCs in cerebrospinal fluid and blood, where CTC analysis will be compared to standard methods for confirming LM diagnosis.

In May 2017, we entered into a clinical study agreement with the University of Texas Southwestern Medical Center. Led by recognized oncologist and ALK
alteration researcher, Dr. Saad Khan, the study is designed to evaluate the clinical utility of our Target-Selector platform for patients diagnosed with ALK-
positive NSCLC and treated with ALK-inhibitor therapy. A second arm of the study evaluated patients with rare cancers such as anaplastic thyroid cancer to
determine if genetic drivers such as ALK gene rearrangements can be identified and treated with targeted therapy to improve patient outcomes.

In November 2017, we announced a collaboration involving 100 patients in a clinical study with the University of California, San Diego. The study entails
clinical validation of specified PD-L1 antibody clones on our Target-Selector CTC platform. Concordance of PD-L1 protein expression in tissue biopsy versus
liquid biopsy, as well as correlation of therapeutic response with PD-L1 liquid biopsy status, are the study objectives.

Two complementary posters on the highly sensitive Target Selector ctDNA assays were presented in 2018. The first poster entitled “Biocept Study Shows
Incorporation of Thermo Fisher QuantStudio 5 PCR Instrument into Target Selector Platform Improves Sensitivity and Specificity in Detection of Lung
Cancer Biomarkers” was presented in January 2018 at the Fifth AACR-IASLC International Joint Conference: Lung Cancer Translational Science from the
Bench to the Clinic. The related poster, entitled “Validation of highly sensitive TargetSelector™ ctDNA assays for EGFR, BRAF, and KRAS mutations” was
presented at the April 2018 American Association for Cancer Research annual meeting. Together, these posters highlight improvements to the Target Selector
ctDNA platform, enabling more sensitive mutation detection down to a single copy, thereby increasing the likelihood of identifying actionable molecular
drivers towards guiding targeted therapy decisions and better management of a patient’s cancer.

In collaboration with Dr. Shilpa Gupta from the Masonic Cancer Center at the University of Minnesota, a poster was presented at the April 2018 American
Association for Cancer Research annual meeting. The results demonstrated proof-of-concept use of our Target-Selector CTC platform, correlating CTC count
with clinical responses in refractory testicular cancer patients undergoing therapy. This work is part of a Phase 2 clinical trial of brentuximab vedontin (an
anti-CD-30 antibody) with bevacizumab in refractory CD-30 + germ cell tumors. The capability for our Target-Selector CTC platform to monitor this rare
cancer type presents the potential for a precision medicine-based approach to guide treatment decisions for these patients.
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During the first half of 2018, three key case studies were published in peer-reviewed journals. In April, the 2018 Spring issue of Oncology & Hematology
Review featured a case report demonstrating the clinical utility of our CTC platform whereby identification of an ALK rearrangement enabled sequential
targeted therapy and improved quality of life in a patient with NSCLC. This case illustrated the use of our technology to monitor therapeutic response and
early detection of drug resistance to manage patient disease through the course of treatment with various ALK inhibitors. A Letter to the Editor in the May
2018 issue of Journal of Thoracic Oncology described the identification of a ROS! rearrangement by Biocept CTC analysis using FISH (fluorescent in situ
hybridization). The ROS! translocation was concordant with tissue biopsy. In contrast, next-generation sequencing analysis of plasma by another vendor failed
to detect the genetic alteration in the patient with lung cancer. Also, in May 2018, a case report describing the application of our CTC technology in the
management of metastatic breast cancer was published in Clinics in Oncology. This work described a patient with recurrent breast cancer where numerous
tissue-based evaluations of the individual’s bone-only metastases had repeated challenges or inclusive results. HER2 amplification detected in CTCs from
blood provided crucial information towards changing treatment strategies to include anti-HER therapy, consequently extending and improving the patient’s
quality of life. Each of the three published cases provide real-life examples in lung and breast cancer towards establishing the importance of liquid biopsy to
identify and monitor clinically actionable biomarkers to improve outcomes of patients with cancer.

In July 2018, we announced a collaboration involving two studies with the University of California, San Diego. Each of the two studies will enroll 100
patients with solid tumors, for a total of 200 patients. One study will assess the feasibility of using our CTC and ctDNA methodologies to predict post-
resection disease recurrence in patients with Stage II or III cancer, and the other study will use our technology to predict response to therapy in patients with
metastatic disease. Dr. Rebecca Shatsky and Dr. Razelle Kurzrock are the investigators key to both studies.

In August 2018, we announced a Quality Improvement Initiative with Highmark Health to help improve molecular testing rates of NCCN Category I
Guidelines for NSCLC. The Initiative aims to improve health outcomes by using liquid biopsy to more rapidly assess a patient's actionable biomarker status
towards selecting appropriate therapy, while reducing the overall cost of care. The project will evaluate at least 100 patients in the Highmark Health-affiliated
Allegheny Health Network, or AHN, Cancer Institute. Patients will receive our CTC and ctDNA testing in addition to tissue biopsy with the goal of obtaining
biomarker status results for a higher percentage of patients compared to standard testing.

Two scientific posters featuring the Target Selector™ CTC and ctDNA platforms were presented in September 2018 at the International Association for the
Study of Lung Cancer, or IASLC, 19 th World Conference on Lung Cancer. Data from these clinical studies demonstrate the ability of our technology to detect
and monitor CTC counts and actionable biomarkers in both blood and cerebrospinal fluid, or CSF, of patients with advanced NSCLC. The first poster
described interim results of a collaboration with Dr. Janakiraman Subramanian at the Saint Luke’s Cancer Institute in Kansas City, Missouri. This study
evaluates CTC enumeration in advanced stage NSCLC patients before and during the course of chemotherapy. Interim data suggest that CTC counts may have
prognostic and predictive potential to assess therapeutic benefit. The second poster was in collaboration with Kadmon Corporation, featuring CTC and ctDNA
analyses and monitoring in the CSF of NSCLC patients with leptomeningeal metastases who were treated with tesevatib in Kadmon’s clinical trial KD019-
206. In this study, alterations detected in the CSF of patients were concordant with original tissue biopsies, and serial monitoring of CTCs and ctDNA
biomarkers in CSF were consistent with the overall clinical.

A case series was published in January 2019 issue of the peer reviewed journal, Clinics in Oncology. The work highlights the clinical utility of liquid biopsy to
stratify patients who may benefit from targeted therapy, describing three patients with metastatic NSCLC for whom tissue biopsy was insufficient for
molecular profiling. In all three cases, our ctDNA liquid biopsy analyses detected an activating EGFR mutation. EGFR tyrosine kinase inhibitor therapy
subsequently was initiated. Complete response lasting approximately two years was observed in one patient. For two patients, our ctDNA testing was
performed at signs of clinical progression and Osimertinib was administered upon our liquid biopsy identification of the EGFR T790M resistance marker. In
sum, patient survival was dramatically extended in all cases presented where targeted therapies were prescribed based on liquid biopsy results.

In April 2019, we presented a poster at the annual meeting of the American Association for Cancer Research. The work describes analytical validation of
Target Selector ESRI Next Generation Sequencing, or NGS, ctDNA assays with single copy mutant detection. The assays have a limit of detection, or LOD,
0.03% or better, with >99% sensitivity for mutant allele fractions, or MAF, ranging from greater than 5% down to 0.03%. ESRI gene mutations are associated
with acquired drug resistance in up to 55% of patients with estrogen receptor, or ER, positive metastatic breast cancer, or mBC, who received anti-estrogen
treatment. Detection of ESR/ mutations may enable the prediction of treatment failure and disease progression in these patients. As new therapies are
developed that antagonize ER activity by mechanisms that differ from current drug treatments, ESR/ mutation testing can be a helpful tool to identify patients
who may benefit from these alternative agents.
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Provider Agreements

In January 2017, we announced that we had secured an in-network provider agreement with Blue Cross Blue Shield of Texas, the largest provider of health
benefits in Texas. In addition, we entered into a national master business agreement with the Blue Cross Blue Shield Association, a not-for-profit trade
association that provides multiple services for its 38-member Blue Cross and Blue Shield health plan companies across the U.S., including forming national
strategic vendor partnerships. We were selected by the Blue Cross Blue Shield Association based on a rigorous request-for-proposal progress. This agreement
establishes pricing for our Target-Selector liquid biopsy testing service through the Blue Cross Blue Shield Association’s group purchasing organization,
CareSourcing Workgroup. The pricing offered by the CareSourcing Workgroup group purchasing organization is available to those Blue Cross and Blue
Shield member health plans that have, or may seek, in-network agreements with us.

In June 2017, we entered into a participating provider agreement with MediNcrease Health Plans, LLC and a preferred provider agreement with Scripps
Health Plan Services, Inc., both establishing pricing for our Target-Selector liquid biopsy testing service.

In December 2017, we signed an agreement with Wellmark, Inc., the largest health insurer in Iowa and South Dakota. The agreement marks our third Blue
Cross Blue Shield contract and enables patients diagnosed with cancer the ability to access our proprietary testing services in-network under their Wellmark
health plan.

In August 2018, we entered into a quality initiative program with Highmark and Alleghany Health Network as a result of the Caresourcing Workgroup. The
focus is to improve access to molecular testing to members with a diagnosis of lung cancer. Enrollment begin in August 2018 and has been steadily increasing.

In July 2019 we announced that we entered into a Laboratory Services Provider Agreement with Beacon Laboratory Benefit Solutions, Inc., a nationally
recognized premier provider of laboratory benefit management technology solutions to health and managed care companies in the United States.

We are currently contracted with nine preferred provider organization networks, three large health plans, and five regional independent physician associations,
and expect to continue to gain contracts in order to be considered as an “in-network” provider with additional plans.

Patents and Technology

The proprietary nature of, and protection for, our products, services, processes, and know-how are important to our business. Our success depends in part on
our ability to protect the proprietary nature of our products, services, technology, and know-how, to operate without infringing on the proprietary rights of
others, and to prevent others from infringing our proprietary rights. We seek patent protection in the United States and internationally for our products,
services and other technology. Our policy is to patent or in-license the technology, inventions and improvements that we consider important to the
development of our business.

We also rely on trade secrets, know-how, and continuing innovation to develop and maintain our competitive position. We cannot be certain that patents will
be granted with respect to any of our pending patent applications or with respect to any patent applications filed by us in the future, nor can we be sure that
any of our existing patents or any patents granted to us in the future will be commercially useful in protecting our technology.

Our success depends on an intellectual property portfolio that supports our future revenue streams and erects barriers to our competitors. We are maintaining
and building our patent portfolio through filing new patent applications, prosecuting existing applications, and licensing and acquiring new patents and patent
applications.

Despite these measures, any of our intellectual property and proprietary rights could be challenged, invalidated, circumvented, infringed or misappropriated,
or such intellectual property and proprietary rights may not be sufficient to permit us to take advantage of current market trends or otherwise to provide
competitive advantages. For more information, see the section entitled “Risk Factors — Intellectual Property Risks Related to Our Business.”

We have issued patents with broad claims covering our blood collection tube, antibody cocktail approach, microchannel, CTC detection methodologies, and
ctDNA analysis. In addition to issued patents in the U.S., we have patents for our proprietary microchannel in China, South Korea, Europe, Hong Kong,
Canada and Japan, and for our antibody cocktail in Australia, Europe, Hong Kong and Japan. Our patent estate continues to evolve, and in addition to the
broad patent estate around our CTC platform, we also have issued patents in the U.S., Australia, Europe, Japan, China and South Korea for our novel switch
blocker technology, solidifying our proprietary enrichment methodology for detecting ctDNA with very high sensitivity. Our CTC platform patents were filed
from 2005 through 2012, and we expect to have patent protection into the 2030s. Our CTC patents and applications cover not only cancer as a target, but also
prenatal and other rare cells of interest. Recently allowed patents in the U.S. cover the capture of “any
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target of interest on any solid surface” using our antibody capture approach. The patent for our proprietary specimen collection tubes expire in 2031, and the
patents for our ctDNA technology expire in the early 2030’s.

As of September 30, 2019, we owned 36 issued patents and 13 patents pending related to our current technologies. Of these, 9 were issued and 4 were pending
patents in the U.S., while 27 were issued and 11 were pending patents in non-U.S. territories. Separately, we also owned 7 issued patents related to our earlier
microarray and cell analysis technology.

Results of Operations
Three Months Ended September 30, 2018 and 2019

The following table sets forth certain information concerning our results of operations for the periods shown:

Three months ended September 30, Change
2018 2019 $ %
(dollars in thousands)
Net revenues $ 762 $ 1,529 §$ 767 101%
Cost of revenues 2,482 2,833 351 14%
Research and development expenses 1,089 1,164 75 7%
General and administrative expenses 1,794 1,700 %94) (5%)
Sales and marketing expenses 1,404 1,462 58 4%
Loss from operations (6,007) (5,630) 377 (6%)
Interest expense (64) (62) 2 (3%)
Other income 24 — (24) 100%
Loss before income taxes (6,047) (5,692) 355 (6%)
Income tax expense — — — 0%
Net loss $ 6,047) $ (5,692) $ 355 (6%)

Net Revenues

Net revenues were approximately $1,529,000 for the three months ended September 30, 2019, compared with approximately $762,000 for the same period in
2018, an increase of $767,000, or 101%, which is primarily due to an increase in accession volume over the same period in the prior year. The increase in net
revenues is due to an increase in accession volumes, which is partially attributable to the increase in the urology business specifically targeted as part of our
growth strategy. In addition, we had an increase in the number of tests ordered per accession which is partially attributable to the launching of new assays in
2019.

The net estimated revenue per commercial accession delivered during the three months ended September 30, 2019 was $1,189, based on 1,107 commercial
accessions delivered, while during the three months ended September 30, 2018 it was approximately $717, based on 691 commercial accessions delivered. In
the three months ended September 30, 2019 there were approximately $1,432,000 in corresponding commercial net revenues.

The following table sets forth certain information regarding commercial accessions received during the three months ended September 30, 2018 and 2019:

Three months ended September 30, Change
2018 2019 #/8 %
# Commercial accessions received 717 1,189 472 66%
$ Value estimated per commercial accession received $ 1,235 $ 1,251 $ 16 1%

Additionally, overall development revenues decreased by $25,000 as compared to the same period in the prior year. The net revenue per accession decreased
due to lower number of development services accessions delivered and lower value per development case delivered during period as compared to the same
period in the prior year as follows:

Three months ended September 30, Change
2018 2019 #1$ %
# Development services accessions delivered 176 135 41) (23%)
$ Value per development services accession delivered $ 361 $ 281 $ (79) (22%)
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Costs and Expenses

Cost of Revenues. Cost of revenues was approximately $2,833,000 for the three months ended September 30, 2019, compared with approximately $2,482,000
for the same period in 2018 as we continued to leverage the fixed components of our costs. As a result, cost of revenues as a percentage of net revenues
decreased by 140.4% over the three months ended September 30, 2019 as compared to the same period in the prior year. Cost of revenues are comprised of,
but not limited to, expenses related to personnel costs, materials, shipping and other direct costs, as well as equipment depreciation and software amortization
expenses.

Research and Development Expenses. Research and development expenses were approximately $1,164,000 for the three months ended September 30, 2019,
compared with approximately $1,089,000 for the same period in 2018, an increase of $75,000, or 7%. The increase was primarily attributable to development
and validation costs related to additional tests. Research and development expenses are comprised of, but not limited to, personnel costs, material, shipping
and other direct costs, computer and laboratory equipment maintenance and facility related costs.

General and Administrative Expenses. General and administrative expenses were approximately $1,700,000 for the three months ended September 30, 2019,
compared with approximately $1,794,000 during the same period in 2018, a decrease of $94,000, or 5%. The decrease was primarily attributable to a lower
consulting, outside service and legal and patent costs compared to the same period in the prior year. General and administrative expenses are comprised of, but
not limited to, personnel costs, facilities, depreciation, repairs and maintenance costs, stock-based compensation expenses, patent and legal costs, accounting
and audit fees, as well as insurance, office and other expenses.

Sales and Marketing Expenses. Sales and marketing expenses were approximately $1,462,000 for the three months ended September 30, 2019 compared with
approximately $1,404,000 for the same period in 2018, an increase of $58,000, or 4%. The increase was primarily attributable to higher volume and revenues
during the period. Sales and marketing expenses are comprised of, but not limited to, personnel costs, trade show and other marketing related expenses, as
well as office and other costs.

Interest Expenses. Interest expenses stayed relatively flat at approximately $62,000 for the three months ended September 30, 2019 compared with
approximately $64,000 for the same period in 2018.

Income Tax Expense

Over the past several years we have generated operating losses in all jurisdictions in which we may be subject to income taxes. As a result, we have
accumulated significant net operating losses and other deferred tax assets. Because of our history of losses and the uncertainty as to the realization of those
deferred tax assets, a full valuation allowance has been recognized. We do not expect to report a provision for income taxes until we have a history of
earnings, if ever, that would support the realization of our deferred tax assets.

We have not completed a study to assess whether an ownership change has occurred or whether there have been multiple ownership changes since our
formation, due to the complexity and cost associated with such a study, and the fact that there may be additional ownership changes in the future, however, we
believe ownership changes likely occurred in each year from 2015 through 2018. As a result, we have estimated that the use of our net operating loss is limited
and the remaining net operating loss carryforwards and research and development credits we estimate can be used in the future remain fully offset by a
valuation allowance to reduce the net asset to zero.
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Results of Operations
Nine Months Ended September 30, 2018 and 2019

The following table sets forth certain information concerning our results of operations for the periods shown:

Nine months ended September 30, Change
2018 2019 $ %
(dollars in thousands)
Net revenues $ 2,391 $ 3,745  $ 1,354 57%
Cost of revenues 7,616 8,105 489 6%
Research and development expenses 3,180 3,535 355 11%
General and administrative expenses 5,441 5,059 (382) (7%)
Sales and marketing expenses 4,474 4,452 (22) (0%)
Loss from operations (18,320) (17,406) 914 (5%)
Interest expense (231) (188) 43 (19%)
Warrant inducement and other expenses (6) (1,831) (1,825) 30,417%
Loss before income taxes (18,557) (19,425) (868) 5%
Income tax expense (1) - 1 (100%)
Net loss $ (18,558) $ (19,425) $ (867) 5%

Net Revenues

Net revenues were approximately $3,745,000 for the nine months ended September 30, 2019 compared with approximately $2,391,000 for the same period in
2018, an increase of $1,354,000, or 57%, which is primarily due to an increase in accession volume over the same period in the prior year. The increase in
accession volume is partially attributable to the increase in the urology business specifically targeted as part of our growth strategy. In addition, we had an
increase in the number of tests ordered per accession which is partially attributable to the launching of new assays in 2019.

The net estimated revenue per commercial accession delivered during the nine months ended September 30, 2019 was $1,123, based on 3,142 commercial
accessions delivered, while during the nine months ended September 30, 2018 it was approximately $955, based on 2,326 commercial accessions
delivered. In the nine months ended September 30, 2019 there were approximately $3,527,000 in corresponding commercial net revenues.

The following table sets forth certain information regarding commercial accessions received during the nine months ended September 30, 2018 and 2019:

Nine months ended September 30, Change
2018 2019 #/$ %
# Commercial accessions received 2,478 3,266 788 32%
$ Value estimated per commercial accession received $ 1,162  § 1,170  $ 8 1%

Additionally, revenues for development services decreased approximately $35,000 during the nine months ended September 30, 2019 as compared to the same
period in 2018, due to a decrease in development cases delivered and in the value per development case delivered as follows:

Nine months ended September 30, Change
2018 2019 #/8 %
# Development services cases delivered 474 399 (75) (16%)
$ Value per development services accession delivered $ 337 $ 314 $ (23) (7%)

Costs and Expenses

Cost of Revenues. Cost of revenues was approximately $8,105,000 for the nine months ended September 30, 2019, compared with approximately $7,616,000
for the same period in 2018 as we continue to leverage the fixed components of our costs. As a result, cost
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of revenues as a percentage of net revenues decreased by 102.1% over the nine months ended September 30, 2019 as compared to the same period in the prior
year. Cost of revenues are comprised of, but not limited to, expenses related to personnel costs, materials, shipping and other direct costs, as well as equipment
depreciation and software amortization expenses.

Research and Development Expenses. Research and development expenses were approximately $3,535,000 for the nine months ended September 30, 2019,
compared with approximately $3,180,000 for the same period in 2018, an increase of $355,000, or 11%, with the increase being primarily due to development
and validation costs of new liquid biopsy tests and panels year to date. The increase was attributable to an increase of $443,000 in materials and supplies costs,
partially offset by other lower expenses compared to the same period in the prior year.

General and Administrative Expenses. General and administrative expenses were approximately $5,059,000 for the nine months ended September 30, 2019,
compared with approximately $5,441,000 during the same period in 2018, a decrease of $382,000, or 7%, primarily attributable to our ongoing cost
containment efforts. General and administrative expenses are comprised of, but not limited to personnel costs, facilities, depreciation, repairs and maintenance
costs, stock-based compensation expenses, patent and legal costs, accounting and audit fees, as well as insurance, office and other expenses.

Sales and Marketing Expenses. Sales and marketing expenses were approximately $4,452,000 for the nine months ended September 30, 2019 compared with
approximately $4,474,000 for the same period in 2018, a decrease of $22,000 or 0%. During the period there was a decrease in personnel costs partially offset
by costs related to increased sales and marketing efforts related to higher revenues compared to the same period in the prior year.

Interest Expenses. Interest expenses were approximately $188,000 for the nine months ended September 30, 2019 compared with approximately $231,000 for
the same period in 2018, a decrease of $43,000 or 19%. The decrease was primarily due to the term loan having been paid off during 2018.

Warrant Inducement and Other Expense. Warrant inducement and other expenses were approximately $1,831,000 for the nine months ended September 30,
2019 compared with approximately $6,000 for the same period in 2018, an increase of $1,825,000. The increase was due to recognizing the fair value of the
inducement warrants issued in May 2019 in connection with the warrant exercise offering of $1.8 million as equity and recognizing as a warrant inducement
expense.

Income Tax Expense

Over the past several years we have generated operating losses in all jurisdictions in which we may be subject to income taxes. As a result, we have
accumulated significant net operating losses and other deferred tax assets. Because of our history of losses and the uncertainty as to the realization of those
deferred tax assets, a full valuation allowance has been recognized. We do not expect to report a provision for income taxes until we have a history of
earnings, if ever, that would support the realization of our deferred tax assets.

We have not completed a study to assess whether an ownership change has occurred or whether there have been multiple ownership changes since our
formation, due to the complexity and cost associated with such a study, and the fact that there may be additional ownership changes in the future, however, we
believe ownership changes likely occurred in each year from 2015 through 2018. As a result, we have estimated that the use of our net operating loss is limited
and the remaining net operating loss carryforwards and research and development credits we estimate can be used in the future remain fully offset by a
valuation allowance to reduce the net asset to zero.

Liquidity and Capital Resources
Cash Flows

Our net cash flow from operating, investing and financing activities for the periods below were as follows:

Nine months ended September 30,

2018 2019
(dollars in thousands)
Cash provided by/ (used in):
Operating activities $ (16,937) $ (17,577)
Investing activities (145) (298)
Financing activities 23,892 20,991
Net increase in cash $ 6,810 § 3,116
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Cash Used in Operating Activities. Net cash used in operating activities was $17.6 million for the nine months ended September 30, 2019, compared to net
cash used in operating activities of $16.9 million for the same period in 2018. The net increase of $640,000 million in cash used was primarily related to an
increase in cash used to fund our net loss. During the nine months ended September 30, 2019 we recorded a non-cash warrant inducement expense of $1.8
million related to the May 2019 warrant inducement transaction.

Cash Used in Investing Activities. Net cash used in investing activities of approximately $298,000 and $145,000 during the nine months ended September 30,
2019 and 2018, respectively, was related to purchases of fixed assets.

Cash Provided by Financing Activities. Net cash provided by financing activities was $21.0 million for the nine months ended September 30, 2019, compared
to net cash provided by financing activities of $23.9 million for the same period in 2018. Our primary sources of cash from financing activities during the nine
months ended September 30, 2019 consisted of $2.0 million in net proceeds from our offering of common stock in January 2019, $6.6 million in net proceeds
from our sale of common stock and warrants in February 2019, $0.6 million in net proceeds from the exercise of the placement agent’s overallotment option
from the January 2019 transaction, $7.6 million in net proceeds from our sale of common stock and warrants in March 2019, and $4.9 million in proceeds
from exercise of common stock warrants. Our primary sources of cash from financing activities during the nine months ended September 30, 2018 consisted
of $25.7 million in net proceeds from our common stock and warrant financing transaction in January 2018, rights offering completed in August 2018, and
registered direct financing transaction completed in September of 2018, which was partially offset by $1.2 million of principal payments made on
indebtedness.

Liquidity, Capital Resources and Expenditure Requirements

We expect to continue to incur substantial operating losses in the future. It may take several years to achieve positive operational cash flow, or we may not
ever achieve positive operational cash flow. We expect that we will use the net proceeds from our sale of equity securities, if any, cash received from the
licensing of our technology, if any, and our revenues from operations to hire sales and marketing personnel, support increased sales and marketing activities,
fund further research and development, clinical utility studies and future enhancements of our assays, acquire equipment, implement automation and scale our
capabilities to prepare for significant assay volume, for general corporate purposes and to fund ongoing operations and the expansion of our business,
including the increased costs associated with expanded commercial activities. We may also use the net proceeds from our sale of equity securities, if any, cash
received from the licensing of our technology, if any, and our revenues from operations to acquire or invest in businesses, technologies, services or products,
although we do not have any current plans to do so. On January 18, 2019, we completed an offering of 990,000 shares of our common stock at a purchase
price of $2.25 per share raising net proceeds of approximately $2.0 million. On February 12, 2019, we completed an offering of 6,250,000 shares of our
common stock and warrants at a combined offering price of $1.20 per unit, raising approximately $6.6 million, and on March 11, 2019, the underwriters
exercised their overallotment option under the February 2019 transaction and purchased 538,867 shares from us for total proceeds of $592,000. In addition,
on March 19, 2019, we completed an offering of 5,950,000 shares of common stock and warrants at an offering price of $1.37 per share raising approximately
$7.6 million in net proceeds. In May 2019, investors exercised warrants for 4.1 million shares of common stock at exercise prices ranging from $1.20 to $1.25
per share resulting in net cash proceeds to the Company totaling $4.8 million. Approximately 2.1 million shares of the warrants exercised was pursuant to a
warrant inducement transaction raising approximately $2.3 million of net proceeds of the total $4.8 million raised.

As of September 30, 2019, our cash totaled $6.5 million, and our outstanding net indebtedness totaled $1.9 million. While we currently are in the
commercialization stage of operations, we have not yet achieved profitability and anticipate that we will continue to incur net losses for the foreseeable future.
We have determined that there is substantial doubt about our ability to continue as a going concern for the one-year period following the date that our
unaudited condensed financial statements for the three and nine months ended September 30, 2019 were issued, and we expect that we will need additional
financing to execute on our current or future business strategies beyond December 2019.

We expect that we will need additional financing to execute on our current or future business strategies. Until we can generate significant cash from
operations, including assay revenues, we expect to continue to fund operations with the proceeds from offerings of our equity securities or debt, or
transactions involving product development, technology licensing or collaboration. For example, we have an effective shelf registration statement on file with
the SEC which allows us to issue any combination of our common stock, preferred stock, debt securities and warrants from time to time until expiry on May
21, 2021, subject to certain restrictions that apply for so long as our public float is less than $75 million. The specific terms of additional future offerings, if
any, under this shelf registration statement would be established at the time of such offerings. We can provide no assurances that any sources of a sufficient
amount of financing will be available to us on favorable terms, if at all. If we are unable to raise a sufficient amount of financing in a timely manner, we would
likely need to scale back our general and administrative activities and certain of our research and development activities. Our forecast pertaining to our current
financial resources and the costs to support our general and administrative and research and development activities are forward-looking statements and involve
risks and uncertainties. Actual results could vary materially and negatively as a result of a number of factors, including:
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. our ability to secure financing and the amount thereof;

. the costs of operating and enhancing our laboratory facilities;

. the costs of developing our anticipated internal sales and marketing capabilities;

. the scope, progress and results of our research and development programs, including clinical utility studies;

. the scope, progress, results, costs, timing and outcomes of the clinical utility studies for our diagnostic assays;

. our ability to manage the costs for manufacturing our microfluidic channels;

. the costs of maintaining, expanding and protecting our intellectual property portfolio, including potential litigation costs and liabilities;

. our ability to obtain adequate reimbursement from governmental and other third-party payers for our assays and services;

. the costs of additional general and administrative personnel, including accounting and finance, legal and human resources, as a result of
becoming a public company;

. our ability to collect revenues; and

. other risks discussed in our other filings with the SEC.

We may raise additional capital to fund our current operations and to fund expansion of our business to meet our long-term business objectives through public
or private equity offerings, debt financings, borrowings or strategic partnerships coupled with an investment in our company or a combination thereof. If we
raise additional funds through the issuance of convertible debt securities, or other debt securities, these securities could be secured and could have rights senior
to those of our common stock. In addition, any new debt incurred by us could impose covenants that restrict our operations. The issuance of any new equity
securities will also dilute the interest of our current stockholders. Given the risks associated with our business, including our unprofitable operating history and
our ability or inability to develop additional assays, additional capital may not be available when needed on acceptable terms, or at all. If adequate funds are
not available, we will need to curb our expansion plans or limit our research and development activities, which would have a material adverse impact on our
business prospects and results of operations.

Off-Balance Sheet Arrangements

We have not engaged in any off-balance sheet arrangements as defined in Item 303(a)(4) of Regulation S-K.

Critical Accounting Policies and Significant Judgments and Estimates

For a discussion of accounting policies that we consider critical to our business operations and understanding of our results of operations, and that affect the
more significant judgments and estimates used in the preparation of our financial statements, please see the information listed in Part II, Item 7,
“Management’s Discussion and Analysis of Financial Condition and Results of Operations—Critical Accounting Policies and Significant Judgments and
Estimates” contained in our Annual Report on Form 10-K for the year ended December 31, 2018. There have been no material changes to our critical
accounting policies and estimates from the information provided in our Annual Report on Form 10-K for the year ended December 31, 2018.

Item 3. Quantitative and Qualitative Disclosures about Market Risk

We are a smaller reporting company as defined by Rule 12b-2 of the Exchange Act and are not required to provide the information otherwise required under
this item.

Item 4. Controls and Procedures

We maintain disclosure controls and procedures that are designed to ensure that information required to be disclosed in our periodic and current reports that
we file with the SEC is recorded, processed, summarized and reported within the time periods specified in the SEC’s rules and forms, and that such
information is accumulated and communicated to our management, including our principal executive officer and principal financial officer, as appropriate, to
allow timely decisions regarding required disclosure. In designing and evaluating the disclosure controls and procedures, management recognized that any
controls and procedures, no matter how well designed and operated, can provide only reasonable and not absolute assurance of achieving the desired control
objectives. In reaching a reasonable level of assurance, management necessarily was required to apply its judgment in evaluating the cost-benefit relationship
of possible controls and procedures. In addition, the design of any system of controls also is based in part upon certain assumptions about the likelihood of
future events, and there can be no assurance that any design will succeed in achieving its stated goals under all potential future conditions; over time, control
may become inadequate because of changes in conditions, or the degree of compliance with policies or procedures may deteriorate. Because of the inherent
limitations in a cost-effective control system, misstatements due to error or fraud may occur and not be detected.
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As of September 30, 2019, we carried out an evaluation, under the supervision and with the participation of our management, including our principal
executive officer and principal financial officer, of the effectiveness of the design and operation of our disclosure controls and procedures, as defined in Rules
13a-15(e) and 15d-15(e) under the Exchange Act. Based on this evaluation, our principal executive officer and principal financial officer concluded that our
disclosure controls and procedures were effective at the reasonable assurance level as of September 30, 2019.

An evaluation was performed under the supervision and with the participation of our management, including our principal executive officer and our principal
financial officer, of any change in our internal control over financial reporting that occurred during our last fiscal quarter that has materially affected, or is
reasonably likely to materially affect, our internal control over financial reporting. That evaluation did not identify any change in our internal control over

financial reporting that occurred during our last fiscal quarter that has materially affected, or is reasonably likely to materially affect, our internal control over
financial reporting.
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PART II. OTHER INFORMATION

Item 1. Legal Proceedings

None.

Item 1A. Risk Factors

An investment in shares of our common stock involves a high degree of risk. You should carefully consider the following risk factors, as well as the other
information contained elsewhere in this report, before deciding whether to purchase, hold or sell shares of our common stock. The occurrence of any of the
following risks could harm our business, financial condition, results of operations and/or growth prospects or cause our actual results to differ materially
from those contained in forward-looking statements we have made in this report and those we may make from time to time. You should consider all of the risk
factors described when evaluating our business. We have marked with an asterisk (*) those risk factors that reflect changes from the risk factors included in
our Annual Report on Form 10-K for the year ended December 31, 2018 filed with the Securities and Exchange Commission on March 29, 2019.

Risks Relating to Our Financial Condition and Capital Requirements

*We are an early commercial stage molecular oncology diagnostics company with a history of net losses; we expect to incur net losses in the future, and
we may never achieve sustained profitability.

We have historically incurred substantial net losses, including net losses of $24.6 million for the year ended December 31, 2018 and $19.4 million for the nine
months ended September 30, 2019, and we have never been profitable. At September 30, 2019, our accumulated deficit was $240.0 million. Before 2008, we
were pursuing a business plan relating to fetal genetic disorders and other fields, all of which were unrelated to cancer diagnostics. The portion of our
accumulated deficit that relates to the period from inception through December 31, 2007 is $66.5 million.

We expect our losses to continue as a result of costs relating to our laboratory operations as well as increased sales and marketing costs and ongoing research
and development expenses. These losses have had, and will continue to have, an adverse effect on our working capital, total assets and stockholders’ equity.
Because of the numerous risks and uncertainties associated with our commercialization efforts, we are unable to predict when we will become profitable, and
we may never become profitable. Even if we do achieve profitability, we may not be able to sustain or increase profitability on a quarterly or annual basis. Our
inability to achieve and then maintain profitability would negatively affect our business, financial condition, results of operations and cash flows.

We need to raise additional capital to continue as a going concern.

We expect to continue to incur losses for the foreseeable future and will have to raise additional capital to fund our planned operations and to meet our long-
term business objectives. As a