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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

WASHINGTON, D.C. 20549

FORM 10-Q

x  QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934
For the quarterly period ended March 31, 2015

OR

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

Commission File: Number 001-35980

NANOSTRING TECHNOLOGIES, INC.

(Exact name of registrant as specified in its charter)

Table of Contents



Edgar Filing: NanoString Technologies Inc - Form 10-Q

Delaware 20-0094687
(State or other jurisdiction of (LLR.S. Employer
incorporation or organization) Identification No.)

530 Fairview Avenue North, Suite 2000
Seattle, Washington 98109
(Address of principal executive offices)
(206) 378-6266

(Registrant s telephone number, including area code)

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days. Yes x No ~

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if
any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T during
the preceding 12 months (or for such shorter period that the registrant was required to submit and post such

files). Yes x No ~

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

Large accelerated filer ~ Accelerated filer X

Non-accelerated filer (Do not check if a smaller reporting company) Smaller reporting company ~
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange
Act). Yes © No x

As of May 7, 2015 there were 18,410,020 shares of registrant s common stock outstanding.
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PART 1. FINANCIAL INFORMATION

Item 1. Condensed Consolidated Financial Statements
NanoString Technologies, Inc.

Condensed Consolidated Balance Sheets
(in thousands, except par value)

(Unaudited)

March 31, December 31,

2015 2014
Assets
Current assets:
Cash and cash equivalents $ 14348 $ 17,223
Short-term investments 41,160 55,002
Accounts receivable, net 10,465 12,436
Inventory 7,887 5,444
Prepaid expenses and other 5,402 5,242
Total current assets 79,262 95,347
Restricted cash 143 143
Property and equipment, net 6,875 6,366
Other assets 857 892
Total assets $ 87,137 $ 102,748
Liabilities and Stockholders Equity
Current liabilities:
Accounts payable $ 4,553 $ 3,380
Accrued liabilities 6,598 10,403
Deferred revenue, current portion 4,001 4,627
Deferred rent, current portion 424 147
Long-term debt, current portion 271 251
Total current liabilities 15,847 18,808
Deferred revenue, net of current portion 7,098 7,135
Deferred rent, net of current portion 1,350 1,317
Long-term debt, net of current portion 30,903 30,675
Total liabilities 55,198 57,935

Commitment and contingencies
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Stockholders equity:

Preferred stock, $0.0001 par value, 15,000 shares authorized; none issued
Common stock, $0.0001 par value, 150,000 shares authorized; 18,392 and 18,272
shares issued and outstanding at March 31, 2015 and December 31, 2014,

respectively 2 2
Additional paid-in-capital 223,720 221,724
Accumulated other comprehensive loss (19) 43)
Accumulated deficit (191,764) (176,870)
Total stockholders equity 31,939 44,813
Total liabilities and stockholders equity $ 87,137 $ 102,748

The accompanying notes are an integral part of these condensed consolidated financial statements.
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Condensed Consolidated Statements of Operations

Revenue:

Product and service

Collaboration

Total revenue

Costs and expenses:

Cost of product and service revenue
Research and development
Selling, general and administrative
Total costs and expenses

Loss from operations

Other income (expense):

Interest income

Interest expense

Other income (expense)

Total other income (expense), net

Net loss

Net loss per share - basic and diluted

NanoString Technologies, Inc.

(in thousands, except per share amounts)

(Unaudited)

Weighted average shares used in computing basic and diluted net loss per share

Three Months
Ended
March 31,

2015 2014
$ 10,832 $ 8,751

761
11,593 8,751
5,340 4,325
5,916 4,732
14,125 10,674
25,381 19,731
(13,788)  (10,980)
67 64
(984) (536)
(189) 30
(1,106) (442)
$(14,894) $(11,422)
$ (0.81) $ (0.68)
18,310 16,917

The accompanying notes are an integral part of these condensed consolidated financial statements.
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NanoString Technologies, Inc.
Condensed Consolidated Statements of Comprehensive Loss

(in thousands)

(Unaudited)
Three Months
Ended
March 31,
2015 2014
Net loss $(14,894) $(11,422)
Change in unrealized gain (loss) on short-term investments 25 (13)
Comprehensive loss $(14,869) $(11,435)

The accompanying notes are an integral part of these condensed consolidated financial statements.
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Condensed Consolidated Statements of Cash Flows
(in thousands)

(Unaudited)

Operating activities

Net loss

Adjustments to reconcile net loss to net cash used in operating activities:
Depreciation and amortization

Stock-based compensation expense

Net amortization of premium on short-term investments
Amortization of debt discount

Interest accrued on long-term notes

Accrued interest converted to principal balance of term loan
Gain on sale of investments

Changes in operating assets and liabilities:

Accounts receivable, net

Inventory

Prepaid expenses and other

Other assets

Accounts payable

Accrued liabilities

Deferred revenue

Deferred rent

Net cash used in operating activities

Investing activities

Purchases of property and equipment

Decrease in restricted cash

Proceeds from sale of short-term investments
Proceeds from maturity of short-term investments
Purchases of short-term investments

Net cash provided by (used) in investing activities
Financing activities
Repayment of long-term debt

Proceeds from public offering

Table of Contents

Three Months
Ended
March 31,

2015

2014

$(14,894) $(11,422)

485
1,252
88

267

1,966
(2,690)
(226)
35
1,097
(3,747)
(663)
310

(16,720)

(632)
3,000
22,679

(11,900)

13,147

(68)

396
1,039

(173)
51
88

2)

902
(772)
(568)

136
(735)

(1,651)
217)
(130)

(13,058)
(446)
59
5,671
(29,631)
(24,347)

(1,129)
57,016
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Proceeds from issuance of common stock for employee stock purchase plan 664 442
Proceeds from exercise of stock options 82 108
Net cash provided by financing activities 678 56,437
Net (decrease) increase in cash and cash equivalents (2,895) 19,032
Effect of exchange rate changes on cash and cash equivalents 20

Cash and cash equivalents

Beginning of period 17,223 9,941
End of period $ 14,348 $ 28,973

The accompanying notes are an integral part of these condensed consolidated financial statements.
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NanoString Technologies, Inc.
Notes to Condensed Consolidated Financial Statements

(Unaudited)

1. Description of Business

NanoString Technologies, Inc. (the Company ) was incorporated in the state of Delaware on June 20, 2003. The
Company s headquarters are located in Seattle, Washington. The Company s technology enables direct detection,
identification and quantification of individual target molecules in a biological sample by attaching a unique color
coded fluorescent reporter to each target molecule of interest. The Company markets its proprietary nCounter
Analysis System, consisting of instruments and consumables, including its Prosigna Breast Cancer Assay, to
academic, government, biopharmaceutical and clinical laboratory customers.

The Company has incurred losses to date and expects to incur additional losses in the foreseeable future. The
Company continues to devote the majority of its resources to the growth of its business in accordance with its business
plan. The Company s activities have been financed primarily through the sale of equity securities, incurrence of
indebtedness and, to a lesser extent, capital leases and other borrowings.

2. Basis of Presentation and Summary of Significant Accounting Policies
Basis of Presentation

The accompanying unaudited condensed consolidated financial statements reflect the accounts of the Company and its
wholly-owned subsidiaries. The unaudited condensed consolidated balance sheet at December 31, 2014 has been
derived from the audited consolidated financial statements at that date but does not include all of the information and
disclosures required by generally accepted accounting principles in the United States of America ( U.S. GAAP ) for
annual financial statements. These unaudited condensed consolidated financial statements and notes should be read in
conjunction with the Company s audited consolidated financial statements and accompanying notes included in the
Company s Annual Report on Form 10-K for the year ended December 31, 2014. The accompanying unaudited
condensed consolidated financial statements have been prepared in accordance with the rules and regulations of the
Securities and Exchange Commission ( SEC ) and U.S. GAAP for unaudited condensed consolidated financial
information. Accordingly, they do not include all of the information and footnotes required by U.S. GAAP for
complete financial statements. The accompanying unaudited condensed consolidated financial statements reflect all
adjustments consisting of normal recurring adjustments which, in the opinion of management, are necessary for a fair
statement of the Company s financial position and results of its operations, as of and for the periods presented.

Unless indicated otherwise, all amounts presented in financial tables are presented in thousands, except for per share
and par value amounts.

The preparation of financial statements in conformity with U.S. GAAP requires management to make estimates and
assumptions that affect the amounts reported in the condensed consolidated financial statements and accompanying
notes. Actual results could differ from those estimates. The results of the Company s operations for the three month
period ended March 31, 2015 are not necessarily indicative of the results to be expected for the full year or for any
other period.
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Revenue Recognition

The Company recognizes revenue when (1) persuasive evidence of an arrangement exists, (2) delivery has occurred or
services have been rendered, (3) the price to the customer is fixed or determinable and (4) collectability is reasonably
assured. The Company generates the majority of its revenue from the sale of products and services. The Company s
products consist of its proprietary nCounter Analysis System and related consumables. Services consist of extended
warranties and service fees for assay processing. A delivered product or service is considered to be a separate unit of
accounting when it has value to the customer on a stand-alone basis. Products or services have value on a stand-alone
basis if they are sold separately by any vendor or the customer could resell the delivered product.

Instruments, consumables and in vitro diagnostic kits are considered to be separate units of accounting as they are sold
separately and revenue is recognized upon transfer of ownership, which is generally upon shipment. Instrument
revenue related to installation and calibration services is recognized when services are rendered by the Company.

Such services can also be provided by the Company s distribution partners and other third parties. For instruments sold
for use primarily to run Prosigna assays, training must be provided prior to instrument revenue recognition. Instrument
revenue from leased instruments is recognized ratably over the lease term.

Service revenue is recognized when earned, which is generally upon the rendering of the related services. Service
agreements and service fees for assay processing are each considered separate units of accounting as they are sold
separately. The Company offers service agreements on its nCounter Analysis System for periods ranging from 12 to
36 months after the end of the standard 12-month warranty period. Service agreements are generally separately priced.
Revenue from service agreements is deferred and recognized in income on a straight-line basis over the service period.
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For arrangements with multiple deliverables, the Company allocates the agreement consideration at the inception of
the agreement to the deliverables based upon their relative selling prices. To date, selling prices have been established
by reference to vendor specific objective evidence based on stand-alone sales transactions for each

deliverable. Vendor specific objective evidence is considered to have been established when a substantial majority of
individual sales transactions within the previous 12 month period fall within a reasonably narrow range, which the
Company has defined to be plus or minus 15% of the median sales price of actual stand-alone sales transactions. The
Company uses its best estimate of selling price for individual deliverables when vendor specific objective evidence or
third-party evidence is unavailable. Allocated revenue is only recognized for each deliverable when the revenue
recognition criteria have been met.

The Company enters into collaborative agreements that may generate upfront fees with subsequent milestone
payments that may be earned upon completion of development-related milestones. The Company is able to estimate
the total cost of services under the arrangements and recognizes collaboration revenue using a proportional
performance model. Costs incurred to date compared to total expected costs are used to determine proportional
performance, as this is considered to be representative of the delivery of outputs under the arrangements. Revenue
recognized at any point in time is limited to cash received and amounts contractually due. Changes in estimates of
total expected costs are accounted for prospectively as a change in estimate. From period to period, collaboration
revenue can fluctuate substantially based on the achievement of development-related milestones.

Recent Accounting Pronouncements

As an emerging growth company, the Jumpstart Our Business Startups Act allows the Company to delay adoption of
new or revised accounting pronouncements applicable to public companies until such pronouncements are made
applicable to private companies.

In May 2014, the Financial Accounting Standards Board ( FASB ) issued an accounting standards update entitled ASU
2014-09, Revenue from Contracts with Customers. The standard requires entities to recognize revenue through the
application of a five step model, which includes identification of the contract, identification of the performance
obligations, determination of the transaction price, allocation of the transaction price to the performance obligations,

and recognition of revenue as the entity satisfies the performance obligations. The standard will become effective for

the Company beginning January 1, 2018. The Company is currently evaluating the guidance to determine the potential
impact on its consolidated results of operations, financial condition, cash flows, and financial statement disclosures.

In June 2014, FASB issued an accounting standards update entitled ASU 2014-12, Compensation  Stock
Compensation. The standard requires entities that grant their employees share-based payments in which the terms of
the award provide that a performance target that affects vesting and that could be achieved after the requisite service
period be treated as a performance condition. The standard will become effective for the Company beginning

January 1, 2016. The Company is currently evaluating the guidance to determine the potential impact on its
consolidated results of operations, financial condition, cash flows, and financial statement disclosures.

In August 2014, FASB issued an accounting standards update entitled ASU 2014-15, Presentation of Financial
Statements Going Concern. The standard requires entities to evaluate for each annual and interim reporting period,
whether there are conditions or events, considered in the aggregate, that raise substantial doubt about the entity s
ability to continue as a going concern within one year after the date that the financial statements are issued (or within
one year after the date that the financial statements are available to be issued when applicable). The standard will
become effective for the Company beginning January 1, 2017.
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In February 2015, FASB issued an accounting standards update entitled ASU 2015-02, Amendments to the
Consolidation Analysis. The standard requires entities to evaluate whether they should consolidate certain legal
entities. All legal entities are subject to reevaluation under the revised consolidation model. The standard will become
effective for the Company beginning after December 15, 2017. The Company is currently evaluating the guidance to
determine the potential impact on its consolidated results of operations, financial condition, cash flows, and financial
statement disclosures.

On April 7, 2015, FASB issued an accounting standards update entitled ASU 2015-03, Interest- Imputation of Interest:
Simplifying the Presentation of Debt Issuance Costs. The standard requires entities to present debt issuance costs on
the balance sheets as a direct deduction from the related debt liability rather than as an asset, and the amortization is
reported as interest expense. The standard will become effective for the Company beginning after December 15, 2015.
The Company is currently evaluating the guidance to determine the potential impact on its consolidated results of
operations, financial condition, cash flows, and financial statement disclosures.
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3. Net Loss Per Share

Net loss per share is computed by dividing the net loss by the weighted average number of shares of common stock
outstanding. Any outstanding stock options and warrants have not been included in the calculation of the diluted net
loss per share because to do so would be anti-dilutive. Accordingly, the numerator and the denominator used in
computing both basic and diluted net loss per share for each period are the same.

The following outstanding options and warrants were excluded from the computation of basic and diluted net loss per
share for the periods presented because their effect would have been anti-dilutive (in thousands):

Three Months Ended
March 31,
2015 2014
Options to purchase common stock 3,980 3,169
Common stock warrants 572 618

4. Concentration of Risks

Financial instruments that potentially expose the Company to concentrations of credit risk consist principally of cash
and cash equivalents, short-term investments and accounts receivable. Cash is invested in accordance with the
Company s investment policy, which includes guidelines intended to minimize and diversify credit risk. Most of the
Company s investments are not federally insured. The Company has credit risk related to the collectability of its
accounts receivable. The Company performs initial and ongoing evaluations of its customers credit history or financial
position and generally extends credit on account without collateral. The Company has not experienced any significant
credit losses to date as a result of credit risk concentration.

The Company had no customers that individually represented more than 10% of total revenue during the three months
ended March 31, 2015 and one during the three months ended March 31, 2014. The Company had one customer that
represented more than 10% of total accounts receivable as of March 31, 2015 and one customer that represented more
than 10% of total accounts receivable as of December 31, 2014.

The Company is also subject to supply chain risks related to the outsourcing of the manufacturing and production of
its instruments to sole suppliers. Although there are a limited number of manufacturers for instruments of this type,
the Company believes that other suppliers could provide similar products on comparable terms. Similarly, the
Company sources certain raw materials used in the manufacture of consumables from certain sole suppliers. A change
in suppliers could cause a delay in manufacturing and a possible loss of sales, which would adversely affect operating
results.

5. Short-term Investments
Short-term investments consisted of available-for-sale securities as follows (in thousands):

Type of security as of March 31, 2015 Amortized  Gross Gross Fair value
cost unrealized unrealized
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Corporate debt securities
Asset-backed securities

Total available-for-sale securities

Type of security as of December 31, 2014
U.S. government-related debt securities

Corporate debt securities
Asset-backed securities

Total available-for-sale securities

Table of Contents

gains losses
$ 38759 $ 1 $  (18)
2,419 (1)

$ 41,178  § 1 $ (19

Gross Gross
Amortized unrealized unrealized
cost gains losses
$ 4,502 $ $ (@)
47,345 2 (40)
3,198 (D)

$ 55,045 $ 2 $ (45

$ 38,742
2,418

$ 41,160

Fair value
$ 4,498
47,307
3,197

$ 55,002
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The fair values of available-for-sale securities by contractual maturity were as follows (in thousands):

March 31,
Contractual maturity 2015
Maturing in one year or less $ 38,612
Maturing in one to three years 2,548
Total available-for-sale securities $ 41,160

December 31,

2014
$ 51,235
3,767
$ 55,002

The following table summarizes investments that have been in a continuous unrealized loss position for less than 12
months and a continuous unrealized loss position for more than 12 months as of March 31, 2015 (in thousands):

Less Than 12

Months 12 Months or Greater Total
Gross Gross Gross
Fair  unrealized Fair unrealized Fair unrealized
value losses value losses value losses
Corporate debt securities $28340 $ (A7) $ 1999 $ (1) $30,339 $ (1)
Asset-backed securities 2,418 (D) 2,418 (D)
Total $30,758 $ (18) $ 1999 $ (1) $32,757 $ (19

The Company invests in securities that are rated investment grade or better. The unrealized losses on investments as of

March 31, 2015 and December 31, 2014 were primarily caused by interest rate increases.

The Company reviews the individual securities in its portfolio to determine whether a decline in a security s fair value
below the amortized cost basis is other-than-temporary. The Company determined that as of March 31, 2015, there
were no investments in its portfolio that were other-than-temporarily impaired.

6.

Fair Value Measurements

The Company establishes the fair value of its assets and liabilities using the price that would be received to sell an
asset or paid to transfer a financial liability in an orderly transaction between market participants at the measurement
date. A fair value hierarchy is used to measure fair value. The three levels of the fair value hierarchy are as follows:

Level 1:  Quoted prices in active markets for identical assets and liabilities.

Level 2:  Quoted prices for similar instruments in active markets; quoted prices for
identical or similar instruments in markets that are not active; and
model-derived valuations in which all significant inputs and significant value

drivers are observable in active markets.
Level 3:

Table of Contents
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Valuations derived from valuation techniques in which one or more

significant inputs and significant value drivers are unobservable.
The recorded amounts of certain financial instruments, including cash, accounts receivable, prepaid expenses and
other, accounts payable and accrued liabilities, approximate fair value due to their relatively short-term maturities.
The recorded amount of the Company s long-term debt approximates fair value because the related interest rates
approximate rates currently available to the Company.

The Company s available-for-sale securities by level within the fair value hierarchy were as follows (in thousands):

As of March 31, 2015 Level 1 Level 2 Level 3 Total

Cash equivalents:

Money market fund $12,722  $ $ $12,722

Short-term investments:

Corporate debt securities 38,742 38,742

Asset-backed securities 2,418 2,418

Total $12,722  $41,160 $ $53,882
8
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As of December 31, 2014 Level 1 Level2 Level 3 Total
Cash equivalents:

Money market fund $13,426 $ $ $13,426
Short-term investments:

U.S. government-related debt securities 4,498 4,498
Corporate debt securities 47,307 47,307
Asset-backed securities 3,197 3,197
Total $13,426 $55,002 $ $ 68,428

7. Inventory
Inventory consisted of the following as of the date indicated (in thousands):

March 31, December 31,

2015 2014
Raw materials $ 2,260 $ 1,299
Work in process 2,509 2,157
Finished goods 3,118 1,988

$ 7,887 $ 5,444

8. Reserve for Product Warranties

The Company generally provides a one-year warranty on its nCounter Analysis Systems and establishes an accrual
based on historical product repair rates and actual warranty costs incurred. Warranty expense is recorded as a
component of cost of product and service revenue in the condensed consolidated statements of operations.

The following information reconciles changes in the Company s warranty reserve and related costs (in thousands):

Warranty reserve, December 31, 2014 $ 503
Cost of warranty claims (90)
Warranty accrual 60
Warranty reserve, March 31, 2015 $ 473

9. Long-term Debt and Obligations

In April 2014, the Company entered into a term loan agreement under which it may borrow up to $45.0 million, or up
to an aggregate of approximately $51.0 million if the Company elects to exercise in full an option to defer payment of
a portion of the interest that would accrue on the borrowing under the term loan agreement. Upon initial closing, the
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Company borrowed $20.0 million, the proceeds of which were primarily used to repay the outstanding balance under
a previous credit facility plus a related $1.0 million end of term payment, a $0.3 million make-whole premium, and
interest accrued. The Company incurred and recorded a total charge to interest expense of $1.4 million related to the
repayment of its previous credit facility including a loss on extinguishment of debt of $0.6 million in the second
quarter of 2014.

In October 2014, the Company borrowed an additional $10.0 million under the term loan agreement. The Company
may borrow up to an additional $15.0 million under the agreement no later than May 2015, subject to a revenue
requirement. All borrowings under the term loan agreement accrue interest at 12.5% annually, payable quarterly, of
which 3.5% can be deferred during the first four years of the term at the Company s option and paid together with the
principal. During 2014, the Company exercised its option to defer payment of the 3.5% accrued interest and is
required to pay only interest for the first five years of the term. Principal payments are due in four equal installments
during the sixth year of the term. The Company has the option to prepay the term loans, in whole or in part, at any
time subject to payment of a redemption fee of up to 4%, which declines over the term. The term loan agreement
contains customary conditions to borrowings, events of default and negative covenants, including covenants that could
limit the Company s ability to, among other things, incur additional indebtedness, liens or other encumbrances, make
dividends or other distributions; buy, sell or transfer assets; engage in any new line of business; and enter into certain
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transactions with affiliates. The term loan agreement also includes liquidity and revenue-based financial covenants.
The Company must satisfy certain minimum annual revenue requirements, specifically $55.0 million for 2015 with
annual increases of $15.0 million for each fiscal year thereafter. If the Company s actual revenues are below the
minimum annual revenue requirement for any given year, the Company may avoid a related default by generating
proceeds from an equity or subordinated debt issuance equal to the shortfall between its actual revenues and the
minimum revenue requirement. The Company was in compliance with its covenants as of March 31, 2015. The
Company s obligations under the term loan agreement are collateralized by substantially all of its assets.

Borrowings, including current portion, consisted of the following (in thousands):

March 31, December 31,

2015 2014
Term loans payable $ 30,687 $ 30,420
Capital leases 487 506
31,174 30,926
Less: Current portion 271) (251)
Non-current portion $ 30,903 $ 30,675

Scheduled future principal payments under outstanding debt obligations were as follows at March 31, 2015 (in
thousands):

2015 $ 203

2016 226

2017 58

2018

2019 23,015

Thereafter 7,672
$31,174

10. Collaboration Agreement

In March 2014, the Company entered into a collaboration agreement with Celgene Corporation ( Celgene ) to develop,
seek regulatory approval for, and commercialize a companion diagnostic assay for use in screening patients with
Diffuse Large B-Cell Lymphoma. The Company received an upfront payment of $5.8 million upon its delivery of
certain information to Celgene, and is eligible to receive up to $17.0 million in success-based milestone payments
related to development and regulatory milestones. The Company will retain all commercial rights to the diagnostic test
developed under this collaboration, subject to certain backup rights granted to Celgene to commercialize the

diagnostic test in a particular country if the Company elects to cease distribution or elect not to distribute the

diagnostic in such country. Assuming success in the clinical trial process, and subject to regulatory approval, the
Company will market and sell the diagnostic assay and Celgene has agreed to make certain potential commercial
payments to the Company in the event sales of the assay do not exceed certain pre-specified minimum annual
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revenues during the first three years following regulatory approval.

The Company achieved and was paid for milestones totaling $6.0 million during 2014. The process of successfully
developing a product candidate, obtaining regulatory approval and ultimately commercializing a product candidate is
highly uncertain and the attainment of any additional milestones is therefore uncertain and difficult to predict. In
addition, certain milestones are outside the Company s control and are dependent on the performance of Celgene and
the outcome of a clinical trial and related regulatory processes. Accordingly, the Company is not able to reasonably
estimate when, if at all, any additional milestone payments may be payable to the Company by Celgene.

The Company uses a proportional performance model to recognize revenue over the Company s performance period
for the related agreement. Costs incurred to date compared to total expected costs are used to determine proportional
performance, as this is considered to be representative of the delivery of outputs under the arrangement. Revenue
recognized at any point in time is limited to cash received and amounts contractually due. Changes in estimates of
total expected costs are accounted for prospectively as a change in estimate. All amounts received or due are classified
as collaboration revenue as they are earned.

10

Table of Contents 21



Edgar Filing: NanoString Technologies Inc - Form 10-Q

Table of Conten

For the three months ended March 31, 2015, the Company recognized collaboration revenue related to the Celgene
agreement of $0.7 million. No such amount was recorded for the three months ended March 31, 2014. At March 31,
2015, the Company had recorded $8.1 million of deferred revenue related to the collaboration, of which $2.0 million
is estimated to be recognized as revenue within one year.

11. Commitments and Contingencies

From time to time, the Company may become involved in litigation relating to claims arising from the ordinary course
of business. Management believes that there are no claims or actions pending against the Company currently, the
ultimate disposition of which would have a material adverse effect on the Company s consolidated results of operation,
financial condition or cash flows.

12. Information about Geographic Areas

The Company operates as a single reportable segment and primarily enables customers to perform both research and
clinical testing on its nCounter Analysis System. The Company has one sales force that sells these systems to both
research and clinical testing labs, and has launched its first product, nCounter Elements reagents, that can be used for
both research and diagnostic testing. In addition, the Company s Prosigna Breast Cancer Assay is marketed to clinical
laboratories. The Company has also entered into a companion diagnostic collaboration with Celgene.

The following table of total revenue is based on the geographic location of the Company s customers, distributors and
collaborators. For sales to distributors, their geographic location may be different from the geographic locations of the
ultimate end user. Total revenue by geography was as follows (in thousands):

Three Months
Ended
March 31,

2015 2014
North America $ 7,523  $5,989
Europe, Middle East & Africa 2,943 1,763
Asia Pacific 1,127 999
Total revenue $11,593 $8,751

Total revenue in the United States was $7.2 million and $5.3 million for the three month periods ended March 31,
2015 and 2014, respectively.

The Company s assets are primarily located in the United States and not allocated to any specific geographic region.
Substantially all of the Company s long-lived assets are located in the United States.

13. Subsequent Events
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On April 16, 2015, the Company was granted an extension of six months, to November 2015, under its term loan
agreement, to borrow an additional $15.0 million available under the term loan agreement.
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Item 2. Management s Discussion and Analysis of Financial Condition and Results of Operations
Forward-Looking Statements

This section should be read in conjunction with our unaudited condensed consolidated financial statements and related

notes included in Part I, Item 1 of this report. This discussion contains certain forward-looking statements within the

meaning of Section 27A of the Securities Act of 1933, as amended, and Section 21E of the Securities Exchange Act of

1934, as amended. Forward-looking statements are identified by words such as believe, anticipate, expect, intend,
plan, will, may, seek and other similar expressions. You should read these statements carefully because they discus

future expectations, contain projections of future results of operations or financial condition, or state other
forward-looking information. These statements relate to our future plans, objectives, expectations, intentions and

financial performance and the assumptions that underlie these statements. These forward-looking statements include,

but are not limited to:

our expectations regarding our future operating results, including our expectations regarding instrument,
consumable and total revenue, operating expenses and operating and net loss;

our ability to successfully commercialize Prosigna, our first in vitro diagnostic product;

the implementation of our business model, strategic plans for our business and future product development
plans;

the regulatory regime and our ability to secure and maintain regulatory clearance or approval or
reimbursement for the clinical use of our products, domestically and internationally;

our strategic relationships, including with patent holders of our technologies, manufacturers and distributors
of our products, collaboration partners and third parties who conduct our clinical studies;

our intellectual property position;

our expectations regarding the market size and growth potential for our business; and

our ability to sustain and manage growth, including our ability to develop new products and enter new

markets.
These forward-looking statements are subject to certain risks and uncertainties that could cause actual results to differ
materially from those anticipated in the forward-looking statements. Factors that might cause such a difference
include, but are not limited to, those discussed in this report in Part I, Item 1A Risk Factors, and elsewhere in this
report. These statements, like all statements in this report, speak only as of their date, and we undertake no obligation
to update or revise these statements in light of future developments. In this report, we, our, us, NanoString, and th
Company refer to NanoString Technologies, Inc. and its subsidiaries.
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Overview

We develop, manufacture and sell robust, intuitive products that unlock scientifically valuable and clinically
actionable genomic information from minute amounts of tissue. Our nCounter Analysis System directly profiles
hundreds of molecules simultaneously using a novel barcoding technology that is powerful enough for use in research,
yet simple enough for use in clinical laboratories worldwide. We market instruments and related consumables to
researchers in academic, government, and biopharmaceutical laboratories for use in understanding fundamental
biology and the molecular basis of disease and to clinical laboratories and medical centers for diagnostic use. As of
March 31, 2015, we have an installed base of over 280 systems, which our customers have used to publish over 700
peer-reviewed papers. As researchers using our systems discover how genomic information can be used to improve
clinical decision-making, these discoveries can be translated and validated as diagnostic tests, either using our
nCounter Elements reagents or, in certain situations, by developing in vitro diagnostic assays. For example, our first
molecular diagnostic product is the Prosigna Breast Cancer Assay, or Prosigna, which provides an assessment of a
patient s risk of recurrence for breast cancer. In March 2014, we entered into our first companion diagnostic
collaboration to develop an in vitro diagnostic test for a type of lymphoma, to be used to identify which patients are
most likely to respond to a particular drug therapy.

We derive a substantial majority of our revenue from the sale of our products to life science researchers, which consist
of our nCounter instruments and related proprietary consumables, which we call CodeSets, nCounter Elements
reagents and Master Kits. After buying an nCounter Analysis System, research customers purchase consumables from
us for use in their experiments. Our instruments are designed to work only with our consumable products.
Accordingly, as the installed base of our instruments grows, we expect recurring revenue from consumable sales to
become an increasingly important driver of our operating results. We also derive revenue from processing fees related
to proof-of-principle studies we conduct for potential customers and extended service contracts for our nCounter
Analysis Systems. We also generate revenue through development collaborations.

12
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We use third-party contract manufacturers to produce the instruments comprising the nCounter Analysis System. We
manufacture consumables at our Seattle, Washington facility. This operating model is designed to be capital efficient
and to scale efficiently as our product volumes grow. We focus a substantial portion of our resources on developing
new technologies, products and solutions. We sell our products through our own sales force in the United States,
Canada, Singapore, Israel and certain European countries. We sell through distributors in other parts of the world.

Our total revenue has increased to $11.6 million for the three months ended March 31, 2015 from $8.8 million for the
first three months of 2014. Historically, we have generated a substantial majority of our revenue from sales to
customers in North America; however, we expect sales in other regions to increase over time. We have never been
profitable and had net losses of $14.9 million and $11.4 million for the three months ended March 31, 2015 and 2014,
respectively, and as of March 31, 2015 our accumulated deficit was $191.8 million.

In March 2014, we entered into a collaboration agreement with Celgene Corporation, or Celgene, pursuant to which
we are working collaboratively with Celgene to develop, seek regulatory approval for, and commercialize a
companion diagnostic assay for use in screening patients with Diffuse Large B-Cell Lymphoma. During 2014, we
received an upfront payment of $5.8 million and milestone payments totaling $6.0 million. We recognized the related
revenue according to the proportional performance model. We are eligible to receive up to $11.0 million in additional
success-based milestone payments related to regulatory approval milestones. We will retain all commercial rights to
the diagnostic test developed under this collaboration, subject to certain backup rights granted to Celgene to
commercialize the diagnostic test in a particular country if we elect to cease distribution or elect not to distribute the
diagnostic in such country. Assuming success in the clinical trial process, and subject to regulatory approval, we
expect to generate revenues from the sale of the resulting in vitro diagnostic Kits.

Results of Operations
Revenue

Our product revenue consists of sales of our nCounter Analysis System and related consumables, including Prosigna
in vitro diagnostic kits. Service revenue consists of fees associated with extended service agreements and conducting
proof-of-principle studies. Our customer base is primarily composed of academic institutions, government
laboratories, biopharmaceutical companies and clinical laboratories that perform analyses or testing using our
nCounter Analysis System and purchase related consumables. Collaboration revenue is derived primarily from our
companion diagnostic development collaboration with Celgene.

The following table reflects total revenue by geography based on the geographic location of our customers,
distributors and collaborators. For sales to distributors, their geographic location may be different from the geographic
locations of the ultimate end user. Americas consists of the United States, Canada, Mexico and South America; and
Asia Pacific includes Japan, China, South Korea, Singapore, Malaysia and Australia.

Three Months Ended
March 31,
%
2015 2014 Change
(in thousands)
Americas $ 7,523 $5,989 26%
Europe, Middle East & Africa 2,943 1,763 67
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Asia Pacific

Total

The composition of revenue was as follows:

Product revenue:
Instruments
Consumables

In vitro diagnostic kits

Total product revenue
Service revenue

Total product and service revenue
Collaboration revenue

Total revenue
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1,127 999 13
$11,593 $8,751 32
Three Months Ended
March 31,
%
2015 2014 Change
(in thousands)
$ 4,369 $3,448 27%
5,503 4,786 15
381 61 525
10,253 8,295 24
579 456 27
10,832 8,751 24
761
$11,593 $8,751 32
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Instruments revenue increased due to an increase in the number of instruments sold and the percentage of instruments
we sold directly to customers, as the average selling price of our customer direct sales is greater than our distributor
prices. Customer direct sales represented 79% of instrument revenue for the three months ended March 31, 2015 as
compared to 68% in the 2014 period. The increase in consumables revenue was driven by growth in our installed base
of instruments, which was partially offset by quarter-to-quarter variability in customer ordering patterns, severe
weather in the Northeast United States and changes in the foreign exchange rates. Revenue from in vitro diagnostic
kits for the three months ended March 31, 2015 increased significantly as sales of Prosigna kits continued to grow
since launching the product in late 2013. The increase in service revenue was primarily related to an increase in the
number of instruments covered by service agreements. Collaboration revenue for the three month period ended
March 31, 2015 is related to our collaboration agreement with Celgene entered into in late March 2014.

Cost of Product and Service Revenue; Gross Profit; and Gross Margin

Cost of product and service revenue consists primarily of costs incurred in the production process, including costs of
purchasing instruments from third-party contract manufacturers, consumable component materials and assembly labor
and overhead, installation, warranty, service and packaging and delivery costs. In addition, cost of product and service
revenue includes royalty costs for licensed technologies included in our products, provisions for slow-moving and
obsolete inventory and stock-based compensation expense. We provide a one-year warranty on each nCounter
Analysis System sold and establish a reserve for warranty repairs based on historical warranty repair costs incurred.

Three Months Ended
March 31,
(in thousands)
%
2015 2014 Change
Cost of product and service revenue $5,340 $4,325 23%
Product and service gross profit 5,492 4,426 24

Product and service gross margin 51% 51%
The increase in cost of product and service revenue for three months ended March 31, 2015 was related to the
increased volume of products and services sold. The product and service gross margin was constant for the three
months ended March 31, 2015 as compared to the same period in 2014 as was the product mix. Costs related to
collaboration revenue are included in research and development expense.

Research and Development Expense

Research and development expenses consist primarily of salaries and benefits, occupancy, laboratory supplies,
engineering services, consulting fees, costs associated with licensing molecular diagnostics rights and clinical study
expenses (including the cost of tissue samples) to support the regulatory approval or clearance of diagnostic products.
We have made substantial investments in research and development since our inception. Our research and
development efforts have focused primarily on the tasks required to enhance our technologies and to support
development and commercialization of new and existing products and applications. We believe that our continued
investment in research and development is essential to our long-term competitive position and expect these expenses
to increase in future periods.

Given the relatively small size of our research and development staff and the limited number of active projects at any
given time, we have found that, to date, it has been effective for us to manage our research and development activities
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on a departmental basis. Accordingly, we do not require employees to report their time by project nor do we allocate
our research and development costs to individual projects other than collaborations. Research and development

expense by functional area was as follows:

Core nCounter platform technology
Manufacturing process development
Life sciences products and applications
Diagnostic product development
Clinical, regulatory and medical affairs
Facility allocation

Total

Table of Contents

Three Months Ended
March 31,
(in thousands)
%
2015 2014 Change
$1,637 $1,828 (10)%
447 489 9
1,176 861 37
1,031 372 177
1,132 809 40
493 373 32
$5,916 $4,732 25
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The increase in research and development expense is primarily attributable to personnel related expenses in support of
the advancement of our nCounter technology and an increase in clinical study costs to support the Celgene
collaboration agreement. Partially offsetting the increase was a reduction in engineering costs related to the
development of our next generation nCounter system.

Selling, General and Administrative Expense

Selling, general and administrative expense consists primarily of costs for our sales and marketing, finance, legal,
human resources, information technology, business development and general management functions, as well as
professional services, such as legal, consulting and accounting services. We expect selling, general and administrative
expense to increase in future periods as the number of sales, technical support and marketing and administrative
personnel grows and we continue to introduce new products, broaden our customer base and grow our business. In
particular, in 2014, we added a substantial number of additional personnel to support the commercialization of
Prosigna, which increased selling and marketing expenses significantly. In February 2015, we combined our two
separate sales teams into a single organization selling our entire suite of products, targeted primarily toward major
academic medical centers and biopharmaceutical companies. As a result, we incurred severance related costs, which
contributed to higher sales and marketing expense during the first quarter of 2015. For the remainder of 2015, we
anticipate that the absence of these severance related costs and the realization of certain efficiencies associated with
the changes will result in slower growth in sales and marketing expense than what we experienced in 2014. Also,
legal, accounting and compliance costs have increased and are expected to continue to increase as our business grows.

Selling, general and administrative expense was as follows:

Three Months Ended
March 31,
(in thousands)
%
2015 2014 Change
Selling, general and administrative expense $ 14,125 $10,674 32%

The increase in selling, general and administration expense was primarily attributable to an increase in staffing and
personnel-related costs to support sales and marketing and administration and increased rent and utilities expenses due
to the increase in rented office space.

Other Income (Expense)

Three Months Ended
March 31,
(in thousands)
%

2015 2014 Change
Interest income $ o7 $ 64 5%
Interest expense (984) (536) 84
Other income (expense) (189) 30 (730)
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Total $ (1,106) $ (442) 150

The increase in interest expense was largely due to an increase in outstanding long-term borrowings from $17.4
million as of March 31, 2014 to $30.7 million as of March 31, 2015.

Liquidity and Capital Resources
As of March 31, 2015, we had cash, cash equivalents and short-term investments totaling $55.5 million. We believe
our existing cash, cash equivalents and short-term investments will be sufficient to meet our working capital and

capital expenditure needs for at least the next 12 months. However, we may need to raise additional capital to expand
the commercialization of our

15
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products, fund our operations and further our research and development activities. Our future funding requirements
will depend on many factors, including: market acceptance of our products; the cost and timing of establishing
additional sales, marketing and distribution capabilities; the cost of our research and development activities; the cost
and timing of regulatory clearances or approvals; the effect of competing technological and market developments; the
nature and timing of any additional companion diagnostic development collaborations we may establish; and the
extent to which we acquire or invest in businesses, products and technologies, although we currently have no
commitments or agreements relating to any of these types of transactions.

If we require additional funds in the future, we may not be able to obtain such funds on acceptable terms, or at all. If
we raise additional funds by issuing equity or equity-linked securities, our stockholders may experience dilution. Debt
financing, if available, may involve covenants restricting our operations or our ability to incur additional debt. Any
debt or additional equity financing that we raise may contain terms that are not favorable to us or our stockholders. If
we raise additional funds through collaboration and licensing arrangements with third parties, it may be necessary to
relinquish some rights to our technologies or our products, or grant licenses on terms that are not favorable to us. If we
are unable to raise adequate funds, we may have to liquidate some or all of our assets, or delay, reduce the scope of or
eliminate some or all of our development programs. If we do not have, or are not able to obtain, sufficient funds, we
may have to delay development or commercialization of our products or license to third parties the rights to
commercialize products or technologies that we would otherwise seek to commercialize. We also may have to reduce
marketing, customer support or other resources devoted to our products or cease operations.

Sources and Uses of Funds

Since inception, we have financed our operations primarily through the sale of equity securities and, to a lesser extent,
from borrowings and we expect to continue to require cash to fund our operations for at least the next several years.

In January 2014, we completed an underwritten public offering of common stock for total gross proceeds of $55.0
million. In February 2014, the underwriters partially exercised an overallotment option, purchasing additional shares
from us for additional gross proceeds of $6.4 million. After underwriters fees and commissions and other expenses of
the offering, our aggregate net proceeds were approximately $57.0 million.

In April 2014, we entered into a term loan agreement under which we may borrow up to $45.0 million, or up to an
aggregate of approximately $51.0 million if we elect to exercise in full an option to defer payment of a portion of the
interest that would accrue on the borrowing under the term loan agreement. Upon initial closing, we borrowed $20.0
million, the proceeds of which were primarily used to repay the outstanding balance under a previous credit facility
plus a related $1.0 million end of term payment, a $0.3 million make-whole premium, and interest accrued. We
incurred and recorded a total charge to interest expense of $1.4 million related to the repayment of our previous credit
facility including a loss on extinguishment of debt of $0.6 million in the second quarter of 2014.

In October 2014, we borrowed an additional $10.0 million under the term loan agreement. In April 2015, we were
granted an extension of six months, to November 2015, under the term loan agreement, to borrow the additional $15.0
million available under the agreement. All borrowings under the term loan agreement accrue interest at 12.5%
annually, payable quarterly, of which 3.5% can be deferred during the first four years of the term at our option and
paid together with the principal. During 2014, we exercised our option to defer payment of the 3.5% accrued interest
and are required to pay only interest for the first five years of the term. Principal payments are due in four equal
installments during the sixth year of the term. We have the option to prepay the term loans, in whole or in part, at any
time subject to payment of a redemption fee of up to 4%, which declines over the term. The term loan agreement
contains customary conditions to borrowings, events of default and negative covenants, including covenants that could
limit our ability to, among other things, incur additional indebtedness, liens or other encumbrances, make dividends or
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other distributions; buy, sell or transfer assets; engage in any new line of business; and enter into certain transactions
with affiliates. The term loan agreement also includes liquidity and revenue-based financial covenants. We must
satisfy certain minimum annual revenue requirements, specifically $55.0 million for 2015 with annual increases of
$15.0 million for each fiscal year thereafter. If our actual revenues are below the minimum annual revenue
requirement for any given year, we may avoid a related default by generating proceeds from an equity or subordinated
debt issuance equal to the shortfall between our actual revenues and the minimum revenue requirement. We were in
compliance with our covenants as of March 31, 2015. Our obligations under the term loan agreement are
collateralized by substantially all of our assets.

Our principal uses of cash are funding our operations, satisfaction of our obligations under our debt instruments, and
other working capital requirements. Over the past several years, our revenue has increased significantly from year to
year and, as a result, our cash flows from customer collections have increased. However, our operating expenses have
also increased as we have invested in growing our existing research business and in developing Prosigna and
preparing it for commercialization. As a result, our cash used in operating activities has increased. Our operating cash
requirements may increase in the future as we (1) increase sales and marketing activities to expand the installed base
of our nCounter Analysis Systems among research customers and clinical laboratories, (2) commercialize, and
conduct studies to expand the clinical utility of, Prosigna and (3) develop new applications, chemistry and instruments
for our nCounter platform, as we cannot be certain our revenues will grow sufficiently to offset our operating expense
increases.
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Historical Cash Flow Trends

The following table shows a summary of our cash flows for the periods indicated (in thousands):

Three Months Ended
March 31,
2015 2014
Cash used in operating activities $(16,720) $(13,058)
Cash provided by (used in) investing activities 13,147 (24,347)
Cash provided by financing activities 678 56,437

Operating Cash Flows

We derive operating cash flows from cash collected from the sale of our products and services. These cash flows
received are outweighed by our use of cash for operating expenses to support the growth of our business. As a result,
we have historically experienced negative cash flows from operating activities as we have expanded our business in
the United States and other markets and this will likely continue for the foreseeable future.

Net cash used in operating activities for the three months ended March 31, 2015 consisted of our net loss of $14.9
million and $3.9 million of cash used for working capital purposes. These uses were partially offset by $2.1 million of
net non-cash items, such as depreciation and amortization, amortization of premium on short-term investments,
accrued interest converted to principal balance of term loan and stock-based compensation.

Net cash used in operating activities for the three months ended March 31, 2014 consisted of our net loss of $11.4
million and $3.0 million of cash used for working capital purposes. These uses were partially offset by $1.8 million of
net non-cash income and expense items, such as depreciation and amortization, amortization of premium on
short-term investments and stock-based compensation.

Investing Cash Flows

Our most significant investing activities for the three months ended March 31, 2015 and 2014 were related to the
purchase and sale of short-term investments. Because we manage our cash usage with respect to our total cash, cash
equivalents and short-term investments, we do not consider these cash flows to be important to an understanding of

our liquidity and capital resources.

In the three months ended March 31, 2015 and 2014, we purchased $0.6 million and $0.4 million, respectively, of
property and equipment required to support the growth and expansion of our operations.

Financing Cash Flows

Historically, we have funded our operations through the issuance of equity securities and the incurrence of
indebtedness.

Net cash provided by financing activities for the three months ended March 31, 2015 consisted of Employee Stock

Purchase Plan proceeds of $0.7 million, and $0.1 million of proceeds from the exercise of stock options. These
proceeds were partially offset by the repayment of capital lease obligations of $0.1 million.
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Net cash provided by financing activities for the three months ended March 31, 2014 consisted of net proceeds of
$57.0 million from our public offering of common stock, Employee Stock Purchase Plan proceeds of $0.4 million and
$0.1 million of proceeds from the exercise of stock options. These proceeds were partially offset by repayments of
borrowings of $1.1 million.

Critical Accounting Policies and Significant Estimates

Our discussion and analysis of our financial condition and results of operations are based upon our financial
statements which have been prepared in accordance with generally accepted accounting principles in the United States
of America, or U.S. GAAP. The preparation of these financial statements requires us to make estimates and judgments
that affect the reported amounts of assets and liabilities and related disclosure of contingent assets and liabilities,
revenue and expenses at the date of the financial statements. Generally, we base our estimates on historical experience
and on various other assumptions in accordance with U.S. GAAP that we believe to be reasonable under the
circumstances. Actual results may differ from these estimates.

Critical accounting policies and significant estimates are those that we consider the most important to the portrayal of
our financial condition and results of operations because they require our most difficult, subjective or complex
judgments, often as a result of the need to make estimates about the effect of matters that are inherently uncertain. Our
critical accounting policies and significant estimates include those related to:

revenue recognition;
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stock-based compensation;

inventory valuation;

fair value measurements; and

income taxes.
There have been no material changes in our critical accounting policies and significant estimates in the preparation of
our condensed consolidated financial statements for the three months ended March 31, 2015 compared to those
disclosed in our Annual Report on Form 10-K for the year ended December 31, 2014, as filed with the SEC on
March 13, 2015.

Recent Accounting Pronouncements

As an emerging growth company the JOBS Act allows us to delay adoption of new or revised accounting
pronouncements applicable to public companies until such pronouncements are made applicable to private companies.
As aresult, our financial statements may not be comparable to the financial statements of issuers who are required to
comply with the effective dates for new or revised accounting standards that are applicable to public companies.

In May 2014, the Financial Accounting Standards Board, or FASB, issued an accounting standards update entitled

ASU 2014-09, Revenue from Contracts with Customers. The standard requires entities to recognize revenue through
the application of a five step model, which includes identification of the contract, identification of the performance
obligations, determination of the transaction price, allocation of the transaction price to the performance obligations,
and recognition of revenue as the entity satisfies the performance obligations. The standard will become effective for
us beginning January 1, 2018. We are currently evaluating the guidance to determine the potential impact on our
consolidated results of operations, financial condition, cash flows, and financial statement disclosures.

In June 2014, FASB issued an accounting standards update entitled ASU 2014-12, Compensation  Stock
Compensation. The standard requires entities that grant their employees share-based payments in which the terms of
the award provide that a performance target that affects vesting and that could be achieved after the requisite service
period be treated as a performance condition. The standard will become effective for us beginning January 1, 2016.
We are currently evaluating the guidance to determine the potential impact on our consolidated results of operations,
financial condition, cash flows, and financial statement disclosures.

In August 2014, FASB issued an accounting standards update entitled ASU 2014-15, Presentation of Financial
Statements Going Concern. The standard requires entities to evaluate for each annual and interim reporting period,
whether there are conditions or events, considered in the aggregate, that raise substantial doubt about the entity s
ability to continue as a going concern within one year after the date that the financial statements are issued (or within
one year after the date that the financial statements are available to be issued when applicable). The standard will
become effective for us beginning January 1, 2017.

In February 2015, FASB issued an accounting standards update entitled ASU 2015-02, Amendments to the
Consolidation Analysis. The standard requires entities to evaluate whether they should consolidate certain legal
entities. All legal entities are subject to reevaluation under the revised consolidation model. The standard will become
effective for us beginning after December 15, 2017. We are currently evaluating the guidance to determine the
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potential impact on our consolidated results of operations, financial condition, cash flows, and financial statement
disclosures.

On April 7, 2015, FASB issued an accounting standards update entitled ASU 2015-03, Interest- Imputation of Interest:
Simplifying the Presentation of Debt Issuance Costs. The standard requires entities to present debt issuance costs on
the balance sheets as a direct deduction from the related debt liability rather than as an asset, and the amortization is
reported as interest expense. The standard will become effective for us beginning after December 15, 2015. We are
currently evaluating the guidance to determine the potential impact on our consolidated results of operations, financial
condition, cash flows, and financial statement disclosures.

Item 3. Quantitative and Qualitative Disclosures about Market Risk

We are exposed to various market risks, including changes in interest rates and foreign currency exchange rates.
Market risk is the potential loss arising from adverse changes in market rates and prices. Prices for our products are
largely denominated in U.S. dollars and, as a result, we do not face significant risk with respect to foreign currency
exchange rates.

Interest Rate Risk
Generally, our exposure to market risk has been primarily limited to interest income sensitivity, which is affected by
changes in the general level of U.S. interest rates, particularly because the majority of our investments are in

short-term debt securities. The primary objective of our investment activities is to preserve principal while at the same
time maximizing the income we receive
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without significantly increasing risk. To minimize risk, we maintain our portfolio of cash, cash equivalents and
short-term investments in a variety of interest-bearing instruments, which have included U.S. government and agency
securities, high-grade U.S. corporate bonds, asset-backed securities, and money market funds. Declines in interest
rates, however, would reduce future investment income. A 1% decline in interest rates, occurring on April 1, 2015 and
sustained throughout the period ended March 31, 2016, would not be material.

As of March 31, 2015, the principal outstanding under our term borrowings was $30.7 million. The interest rates on
our term borrowings under our credit facility are fixed. If overall interest rates had increased by 10% during the
periods presented, our interest expense would not have been affected.

Foreign Currency Exchange Risk

As we continue to expand internationally our results of operations and cash flows will become increasingly subject to
fluctuations due to changes in foreign currency exchange rates. Historically, a majority of our revenue has been
denominated in U.S. dollars, although we sell our products and services in local currency outside of the United States,
principally the Euro. Our expenses are generally denominated in the currencies in which our operations are located,
which is primarily in the United States. The effect of a 10% adverse change in exchange rates on foreign denominated
cash, receivables and payables would not have been material for the periods presented. However, if the value of the
U.S. dollar increases relative to foreign currencies, as it did in 2014, in the absence of a corresponding change in local
currency prices, our revenue could be adversely affected as we convert revenue from local currencies to U.S. dollars.
Similarly, a strong U.S. dollar relative to the local currencies of our international customers and distributors could
potentially reduce our product revenue by reducing demand for our products or requiring us to discount or reduce our
pricing to maintain demand. As our operations in countries outside of the United States grow, our results of operations
and cash flows increasingly will be subject to fluctuations due to changes in foreign currency exchange rates, which
could harm our business in the future. To date, we have not entered into any material foreign currency hedging
contracts although we may do so in the future.

Inflation Risk

We do not believe that inflation has had a material effect on our business, financial condition or results of operations.
If our costs were to become subject to significant inflationary pressures, we may not be able to fully offset such higher
costs through price increases. Our inability or failure to do so could adversely affect our business, financial condition
and results of operations.

Item 4. Controls and Procedures

(a) Evaluation of disclosure controls and procedures. Our management, with the participation of our Chief Executive
Officer and our Chief Financial Officer, have evalu