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Explanatory Note

BioCardia, Inc. (the “Company”) is filing this Amendment No. 1 on Form 8-K/A (this “Amendment”) to amend its
Current Report on Form 8-K filed with the Securities and Exchange Commission (“SEC”) on October 27, 2016 (the
“Original Form 8-K”) in order to provide financial information of BioCardia Lifesciences, Inc., a wholly owned
subsidiary of the Company (“BioCardia Lifesciences”) upon the consummation of the merger on October 24, 2016 (the
“Merger”) and the accounting acquirer, for its fiscal quarter ended September 30, 2016, in accordance with the guidance
set forth under Topic 12 of the Division of Corporation Finance Financial Reporting Manual so that there is no lapse
in periodic reporting for the quarter ended September 30, 2016. All other disclosures in the Original Form 8-K remain
the same. This Current Report on Form 8-K/A should be read in conjunction with the Original Form 8-K.

CAUTIONARY NOTE REGARDING FORWARD-LOOKING STATEMENTS

This Amendment, contains forward-looking statements, including, without limitation, in the section “Management’s
Discussion and Analysis of Financial Condition and Results of Operations,” and elsewhere. Any and all statements
contained in this Amendment that are not statements of historical fact may be deemed forward-looking statements.
Terms such as “may,” “might,” “would,” “should,” “could,” “project,” “estimate,” “pro-forma,” “predict,” “potential,” “anticipate,” “attempt,”
“develop,” “plan,” “believe,” “continue,” “intend,” “expect,” “future” and terms of similar import (including the negative of any of
the foregoing) may be intended to identify forward-looking statements. However, not all forward-looking statements
may contain one or more of these identifying terms. Forward-looking statements in this Report may include, without
limitation, statements regarding (i) the plans and objectives of management for future operations, including plans or
objectives relating to the development of our cell therapy systems , (ii) a projection of income (including income/loss),
earnings (including earnings/loss) per share, capital expenditures, dividends, capital structure or other financial items,
(iii) our future financial performance, including any such statement contained in a discussion and analysis of financial
condition by management or in the results of operations included pursuant to the rules and regulations of the SEC and
(iv) the assumptions underlying or relating to any statement described in points (i), (ii) or (iii) above.

The forward-looking statements are not meant to predict or guarantee actual results, performance, events or
circumstances and may not be realized because they are based upon our current projections, plans, objectives, beliefs,
expectations, estimates and assumptions and are subject to a number of risks and uncertainties and other influences,
many of which we have no control over. Actual results and the timing of certain events and circumstances may differ
materially from those described by the forward-looking statements as a result of these risks and uncertainties. Factors
that may influence or contribute to the inaccuracy of the forward-looking statements or cause actual results to differ
materially from expected or desired results may include, without limitation:

●our ability to obtain regulatory approval for our cell therapy systems;
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●market acceptance of our cell therapy systems;

●the benefits of our cell therapy systems versus other products;

●our ability to successfully sell and market our cell therapy systems;

●competition from existing technologies or products or new technologies and products that may emerge;

●the implementation of our business model and strategic plans for our business and our cell therapy systems;

●the scope of protection we are able to establish and maintain for intellectual property rights covering our cell therapy
systems;

●estimates of our future revenue, expenses, capital requirements and our need for additional financing;

●our financial performance;

●our expectation related to the use of proceeds from the Merger; and

●developments relating to our competitors and the healthcare industry.
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Readers are cautioned not to place undue reliance on forward-looking statements because of the risks and uncertainties
related to them and to the risk factors. We disclaim any obligation to update the forward-looking statements contained
in this Amendment to reflect any new information or future events or circumstances or otherwise, except as required
by law.

Readers should read this Amendment in conjunction with the discussion under the caption “Risk Factors,” our financial
statements and the related notes thereto in this Amendment and the Original Form 8-K, and other documents which
we may file from time to time with the Securities and Exchange Commission, or the SEC.

Item 2.01 Completion of Acquisition or Disposition of Assets.

The disclosures required by Item 2.01 of Form 8-K were provided in the Original Form 8-K and are incorporated
herein by reference. Additionally, Item 2.01(f) of Form 8-K states that if the registrant was a shell company, then the
registrant must disclose the information that would be required if the registrant were filing a general form for
registration of securities on Form 10 under the Securities Exchange Act of 1934, as amended. The Original Form 8-K
provided the information that would be included on Form 10, and is hereby supplemented with the Management’s
Discussion and Analysis of Financial Condition and Results of Operations of BioCardia Lifesciences for the fiscal
quarter ended September 30, 2016, set forth herein.

MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS

The following management’s discussion and analysis should be read in conjunction with the historical financial
statements and the related notes thereto contained in this Amendment and the Original Form 8-K. The management’s
discussion and analysis contains forward-looking statements, such as statements of our plans, objectives, expectations
and intentions. Any statements that are not statements of historical fact are forward-looking statements. When used,
the words “believe,” “plan,” “intend,” “anticipate,” “target,” “estimate,” “expect” and the like, and/or future tense
or conditional constructions (“will,” “may,” “could,” “should,” etc.), or similar expressions, identify certain of these
forward-looking statements. These forward-looking statements are subject to risks and uncertainties, including those
under “Risk Factors” contained in our Current Report on Form 8-K filed with the Securities and Exchange
Commission on October 27, 2016 that could cause actual results or events to differ materially from those expressed or
implied by the forward-looking statements. The Company’s actual results and the timing of events could differ
materially from those anticipated in these forward-looking statements as a result of several factors. The Company
does not undertake any obligation to update forward-looking statements to reflect events or circumstances occurring
after the date of this Report.
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The following discussion highlights BioCardia Lifesciences Inc.’s (“BioCardia”) results of operations and the principal
factors that have affected our financial condition as well as our liquidity and capital resources for the periods
described, and provides information that management believes is relevant for an assessment and understanding of the
statements of financial position and results of operations presented herein. The following discussion and analysis are
based on BioCardia’s unaudited financial statements attached to this Report as Exhibit 99.1 and the audited financial
statements as of and for the year ended December 31, 2015 and the related Management’s Discussion and Analysis of
Financial Condition and Results of Operations contained in our Current Report on Form 8-K filed by us with the
Securities and Exchange Commission on October 27, 2016, which we have prepared in accordance with United States
generally accepted accounting principles. You should read the discussion and analysis together with such financial
statements and the related notes thereto.

Basis of Presentation

The unaudited interim condensed financial statements of BioCardia for the three and nine months ended September
30, 2016 and 2015, contained herein include a summary of our significant accounting policies and should be read in
conjunction with the discussion below. In the opinion of management, all material adjustments necessary to present
fairly the results of operations for such unaudited interim periods have been included in these unaudited financial
statements. All such adjustments are of a normal recurring nature.

Overview

We are a clinical-stage regenerative medicine company developing novel therapeutics for cardiovascular diseases with
large unmet medical needs. Our lead therapeutic candidate is the CardiAMP Cell Therapy System, or CardiAMP. We
anticipate enrolling the first patient in our U.S. Food and Drug Administration, or FDA, accepted Phase III pivotal
trial for CardiAMP in ischemic systolic heart failure in late 2016 or early 2017 and obtaining top-line data in 2019. If
our Phase III pivotal trial is successful, we believe we will be the first company to reach the market with a cell-based
therapy to treat heart failure. Our second therapeutic candidate is the CardiALLO Cell Therapy System, or
CardiALLO. We anticipate preparation of an Investigational New Drug, or IND, application for submission to the
FDA for a Phase II trial for CardiALLO for the treatment of ischemic systolic heart failure. This IND is expected to
have improved Chemistry Manufacturing Controls, or CMC, in the IND relative to our previous co-sponsored
investigations. We are committed to applying our expertise in the fields of autologous and allogeneic cell-based
therapies to improve the lives of patients with cardiovascular conditions. Autologous cell therapies use autologous
cells, which mean the patient’s own cells, while allogeneic cell therapies use allogeneic cells, which means cells from a
third party donor.
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To date, we have devoted substantially all of our resources to research and development efforts relating to our
therapeutic candidates and biotherapeutic delivery systems, including conducting clinical trials, developing
manufacturing and sales capabilities, in-licensing related intellectual property, providing general and administrative
support for these operations and protecting our intellectual property. We have also generated modest revenues from
sales of our approved products. From our inception through September 30, 2016, we have funded our operations
primarily through the sales of equity and convertible debt securities totaling approximately $49.6 million and certain
government and private grants totaling approximately $481,000. All convertible debt securities will convert into
shares of our Common Stock in connection with the Merger.

We have incurred net losses in each year since our inception. Our net losses were approximately $3.3 million for the
three month period ended September 30, 2016, and $6.7 million for the nine month period ended September 30, 2016.
As of September 30, 2016, we had an accumulated deficit of approximately $56.6 million. Substantially all of our net
losses have resulted from costs incurred in connection with our research and development programs, clinical trials,
intellectual property matters, building our manufacturing and sales capabilities, and from general and administrative
costs associated with our operations.

We anticipate that our expenses will increase substantially if and as we:

•commence enrollment in our Phase III pivotal trial for CardiAMP;

•advance CardiALLO, our second program in heart failure using allogeneic cells;

•further build our sales, marketing and distribution infrastructure in the United States to commercialize any therapies
or products for which we obtain marketing approval;

•seek to identify, assess, acquire or develop other products, therapeutic candidates or technologies;

•seek regulatory and marketing approvals in multiple jurisdictions for our therapeutic candidates that successfully
complete clinical studies;

•establish collaborations with third parties for the development and commercialization of our products and therapeutic
candidates;

•seek coverage and reimbursement from third-party payors, including government and private payors for future
therapeutics and products;
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•make milestone or other payments under our agreements pursuant to which we have licensed or acquired rights to
intellectual property and technology;

•seek to maintain, protect, and expand our intellectual property portfolio;

•seek to attract and retain skilled personnel;

• create additional infrastructure to support our operations as a commercial-stage public company and our
ongoing and new product development and planned future commercialization efforts; and

•experience any delays or encounter issues with any of the above.

We expect to continue to incur significant expenses and increasing losses for at least the next several years.
Accordingly, we anticipate that we will need to raise additional capital prior to the commercialization of CardiAMP
and CardiALLO. Until such time that we can generate meaningful revenue from product sales, if ever, we expect to
finance our operating activities through public or private equity or debt financings, government or other third-party
funding, marketing and distribution arrangements and other collaborations, strategic alliances and licensing
arrangements or a combination of these approaches. In any event, we will require additional capital to obtain
regulatory approval for, and to commercialize, our therapeutic candidates. If we are unable to obtain funding on a
timely basis, we may be required to significantly curtail, delay or discontinue one or more of our research and
development programs or the commercialization of any approved therapies or products or be unable to expand our
operations or otherwise capitalize on our business opportunities, as desired, which could materially adversely affect
our business, financial condition and results of operations.
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Financial Overview

Revenue

We currently have a portfolio of enabling and delivery products, from which we have generated modest revenue.

Cost of Goods Sold

Cost of goods sold includes the costs of raw materials and components, manufacturing personnel and facility costs and
other indirect and overhead costs associated with manufacturing our enabling and delivery products.

Research and Development Expenses

Our research and development expenses consist primarily of:

•salaries and related overhead expenses, which include stock-based compensation and benefits for personnel in
research and development functions;

•
fees paid to consultants and contract research organizations, or CROs, including in connection with our preclinical
studies and clinical trials and other related clinical trial fees, such as for investigator grants, patient screening,
laboratory work, clinical trial material management and statistical compilation and analysis;

•costs related to acquiring and manufacturing clinical trial materials;

•costs related to compliance with regulatory requirements; and

•payments related to licensed products and technologies.
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We expense all research and development costs in the periods in which they are incurred. Costs for certain
development activities are recognized based on an evaluation of the progress to completion of specific tasks using
information and data provided to us by our vendors and clinical sites. Nonrefundable advance payments for goods or
services to be received in future periods for use in research and development activities are deferred and capitalized.
The capitalized amounts are then expensed as the related goods are delivered and the services are performed.

From our inception through September 30, 2016, we have incurred approximately $25.4 million in research and
development expenses. We plan to increase our research and development expenses for the foreseeable future as we
continue to develop CardiAMP, and subject to the availability of additional funding, further advance the development
of CardiALLO and any other therapeutic candidates for additional indications. We typically use our employee and
infrastructure resources across multiple research and development programs, and accordingly we have not historically
allocated resources specifically to our individual programs.

The process of conducting the necessary clinical research to obtain regulatory approval is costly and time-consuming,
and the successful development of our therapeutic candidates is highly uncertain. As a result, we are unable to
determine the duration and completion costs of our research and development projects or when and to what extent we
will generate revenue from the commercialization and sale of any of our therapeutic candidates.
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Selling, General and Administrative Expenses

Selling, general and administrative expenses consist primarily of salaries and related costs for employees in executive,
finance and administration, sales, corporate development and administrative support functions, including stock-based
compensation expenses and benefits. Other significant selling, general and administrative expenses include sales
commissions, rent, accounting and legal services, obtaining and maintaining patents, the cost of consultants,
occupancy costs, insurance premiums and information systems costs.

We expect that our selling, general and administrative expenses will increase as we operate as a public company,
conduct our Phase III pivotal trial for CardiAMP, and subject to the availability of additional funding, conduct our
Phase II trial for CardiALLO and prepare for commercialization. We believe that these increases will likely include
increased costs for director and officer liability insurance, costs related to the hiring of additional personnel to support
product commercialization efforts and operations as a public company and increased fees for outside consultants,
attorneys and accountants. We also expect to incur increased costs to comply with corporate governance, internal
controls, investor relations and disclosures, and similar requirements applicable to public companies.

Other Income (Expense)

Other income and expense consists primarily of interest charges we incur in periods when we have convertible debt
outstanding, interest income we earn on our cash and cash equivalents and changes in the fair value of our warrant and
convertible shareholder note derivative liabilities. We expect our interest income to increase following the completion
of the Merger as we invest our cash on hand pending its use in our operations.

Critical Accounting Policies and Estimates

Our management’s discussion and analysis of our financial condition and results of operations is based on our financial
statements, which we have prepared in accordance with generally accepted accounting principles in the United States,
or GAAP. The preparation of our financial statements requires us to make estimates and assumptions that affect the
reported amounts of assets and liabilities and the disclosure of contingent assets and liabilities at the date of our
financial statements, as well as the reported expenses during the periods presented. We evaluate these estimates and
judgments on an ongoing basis. We base our estimates on historical experience and on other factors that we believe
are reasonable under the circumstances, the results of which form the basis for making judgments about the carrying
value of assets and liabilities that are not readily apparent from other sources. Actual results may differ from these
estimates under different assumptions or conditions. 
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We define our critical accounting policies as those that require us to make subjective estimates and judgments about
matters that are uncertain and are likely to have a material impact on our financial condition and results of operations
as well as the specific manner in which we apply those principles. The following discussion addresses what we
believe to be the critical accounting policies used in the preparation of our financial statements that require significant
estimates and judgments.

Revenue Recognition

We recognize revenue when persuasive evidence of an arrangement exists, delivery has occurred, the price to the
buyer is fixed or determinable and collection from the customer is reasonably assured.

•

Net Product Revenue. We recognize revenues from product sales when title and risk of loss have passed to the
customer, which typically occurs upon delivery. Product sale transactions are evidenced by customer purchase
orders, customer contracts, invoices, and/or the related shipping documents. Revenue is recognized net of provisions
made for discounts, expected sales returns and allowances. Estimated returns and allowances are based on historical
experience and other relevant factors. We accept returns for unused, unopened and resellable product in its original
packaging, subject to a 20% restocking fee.

•

Collaboration Agreement Revenue. Collaboration agreement revenue is income from agreements under which we
provide biotherapeutic delivery systems and customer training and support on their use in clinical trials and studies.
We evaluate activities under these agreements to determine if they represent a multiple element arrangement by
identifying the deliverables included within the agreement. We account for these deliverables as separate units of
accounting if the following two criteria are met:

° the delivered items have value to the customer on a stand-alone basis; and

°
if there is a general right of return relative to the delivered items, delivery or performance of the undelivered items is
considered probable and within our control.
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Factors considered in this determination include, among other things, whether any other vendors sell the items
separately and if the customer could use the delivered item for its intended purpose without receipt of the remaining
deliverables. A change in these assumptions could impact our reported revenue which could have a material impact to
our financial statements.

If multiple deliverables included in an arrangement are separable into different units of accounting, we allocate the
arrangement consideration to those units of accounting based on their relative selling prices and recognize the
associated revenue when the appropriate recognition criteria are met for those deliverables. The amount of allocable
arrangement consideration is limited to the amounts that are fixed and determinable.

Research and Development—Clinical Trial Accruals

As part of the process of preparing our financial statements, we are required to estimate our expenses resulting from
our obligations under contracts with vendors and consultants and clinical site agreements in connection with
conducting clinical trials. The financial terms of these contracts are subject to negotiations which vary from contract
to contract and may result in payment flows that do not match the periods over which materials or services are
provided to us under such contracts. Our clinical trial accrual is dependent upon the timely and accurate reporting of
expenses of our CROs and other third-party vendors.

Our objective is to reflect the appropriate clinical trial expenses in our financial statements by matching those
expenses with the period in which services and efforts are expended. We account for these expenses according to the
progress of the trial as measured by patient progression and the timing of various aspects of the trial. We determine
accrual estimates through discussion with applicable personnel and outside service providers as to the progress or state
of completion of clinical trials, or the services completed. During the course of a clinical trial, we adjust the rate of
clinical trial expense recognition if actual results differ from the estimates. We make estimates of our accrued
expenses as of each balance sheet date in our financial statements based on facts and circumstances known at that
time. Although we do not expect that our estimates will be materially different from amounts actually incurred, our
understanding of status and timing of services performed relative to the actual status and timing of services performed
may vary and may result in our reporting amounts that are too high or too low for any particular period. Through
September 30, 2016, there had been no material adjustments to our prior period estimates of accrued expenses for
clinical trials. However, due to the nature of estimates, we cannot provide assurance that we will not make changes to
our estimates in the future as we become aware of additional information about the status or conduct of our clinical
trials.

Stock-Based Compensation
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BioCardia granted stock-based compensation under its 2002 Stock Plan. The exercise price of options granted in 2016
was equivalent to the fair market value of our stock at the date of grant. The number of shares, terms, and vesting
periods are determined by BioCardia’s board of directors or a committee thereof on an option-by-option basis. Options
generally vest ratably over service periods of four years and expire 10 years from the date of grant. Compensation cost
for employee stock-based awards is based on the grant-date fair value and will be recognized over the vesting period
of the applicable award on a straight-line basis. Stock compensation expense for the three month periods ended
September 30, 2016 and 2015 was approximately $87,000 and $120,000 respectively. Stock compensation expense
for the nine month periods ended September 30, 2016 and 2015 was approximately $145,000 and $248,000
respectively. Unrecognized stock-based compensation for employee options granted through September 30, 2016,
excluding performance stock option awards, is approximately $609,000 to be recognized over a remaining weighted
average service period of 3.0 years.

In August and September 2016, the Company granted performance stock option awards to key employee and
non-employee consultants. The vesting of these employee and non-employee options will commence upon the closing
of the Merger and will vest equally over 48 months. The total grant-date fair value of these stock options is
approximately $2.3 million for employees and $803,000 for non-employees. As of September 30, 2016, it was not
considered probable that the performance condition would be met, and as such, no compensation expense has been
recorded in the third quarter of 2016.
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We measure and recognize stock-based compensation expense for equity awards to employees, directors and
consultants based on fair value at the grant date. Unvested nonemployee awards are remeasured at each reporting date.
We use the Black-Scholes-Merton option-pricing model, or BSM, to calculate fair value. Stock-based compensation
expense recognized in the statements of operations is based on options ultimately expected to vest, taking into
consideration estimated forfeitures, and is recognized in the period the services are performed. Stock-based
compensation expense is revised in subsequent periods, if necessary, if actual forfeitures differ from these estimates.
When estimating forfeitures, we consider historic voluntary termination behaviors as well as trends of actual option
forfeitures. For options granted to nonemployees, we revalue the stock-based compensation and the resulting change
in fair value is recognized in the statements of operations over the period the related services are rendered.

The BSM option-pricing model requires the input of highly subjective assumptions, including the risk-free interest
rate, the expected volatility in the value of our Common Stock, and the expected term of the option. These estimates
involve inherent uncertainties and the application of management’s judgment. If factors change and different
assumptions are used, our stock-based compensation expense could be materially different in the future. These
assumptions are estimated as follows:

•Risk-Free Interest Rate. The risk-free interest rate assumption is based on the zero-coupon U.S. treasury instruments
appropriate for the expected term of the stock option grants.

•

Volatility. As we do not have a trading history for our Common Stock following the Merger, the expected stock price
volatility is estimated based on volatilities of a peer group of similar companies by taking the average historic
volatility for these peers for a period equivalent to the expected term of the stock option grants. The peer group was
developed based on companies in the biotechnology industry whose shares are publicly-traded.

•

Expected Term. The expected term represents the period of time that options are expected to be outstanding. As we
do not have sufficient historical experience for determining the expected term of the stock options awards granted,
the expected life is determined using the simplified method, which is an average of the contractual terms of the
option and its ordinary vesting period.

•Expected Dividend. BioCardia never paid dividends on its common stock and have no plans to pay dividends on its
Common Stock. Therefore, we use an expected dividend yield of zero.

•

Fair Value of Common Stock. In the absence of a public trading market for our Common Stock, the estimated fair
value is determined using methodologies, approaches and assumptions consistent with the American Institute of
Certified Public Accountants, or AICPA, Audit and Accounting Practice Aid Series: Valuation of Privately Held
Company Equity Securities Issued as Compensation, or the AICPA Practice Aid.

In determining the exercise price of stock options and the fair value of BioCardia’s common stock underlying the
options, BioCardia’s board of directors considered the fair values of BioCardia’s common stock derived in the

Edgar Filing: BioCardia, Inc. - Form 8-K/A

15



third-party valuations as one of the factors it considered when setting the exercise prices for options granted. The
valuations were performed in accordance with applicable elements of the AICPA Practice Aid. The AICPA Practice
Aid identifies various available methods for allocating enterprise value across classes and series of capital stock to
determine the estimated fair value of BioCardia’s common stock at each valuation date. In accordance with the AICPA
Practice Aid, we considered the following methods:

•
Option Pricing Method. Under the option pricing method, shares are valued by creating a series of call options with
exercise prices based on the liquidation preferences and conversion terms of each equity class. The estimated fair
values of the preferred and common stock are inferred by analyzing these options.

•Hybrid Method. The hybrid method blends the concepts of the probability-weighted expected return method with the
concepts of the option pricing method.

BioCardia’s board of directors also considered a range of objective and subjective factors and assumptions in
estimating the fair value of its common stock on the date of grant, including:

•progress of our research and development efforts;

•our operating results and financial condition, including our levels of available capital resources;

•rights and preferences of its common stock compared to the rights and preferences of our other outstanding equity
securities;
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•our stage of development and material risks related to our business;

•our commercial success in regard to our catheter sales;

•the achievement of enterprise milestones, including a favorable ruling by the FDA which allows us to enroll our first
patient in a Phase III pivotal trial;

•the valuation of publicly-traded companies in the life sciences and biotechnology sectors, as well as recently
completed mergers and acquisitions of peer companies;

•equity market conditions affecting comparable public companies;

•the likelihood of achieving a liquidity event for the shares of its common stock, such as an initial public offering
given prevailing market and biotechnology sector conditions; and

•that the grants involved illiquid securities in a private company.

Convertible Shareholder Notes Derivative Liability

We issued convertible notes in 2015, or the 2015 Notes, that have redemption features that were determined to be a
compound embedded derivative requiring bifurcation and separate accounting at estimated fair value. The estimated
fair value of these derivative instruments was recognized as a debt discount and as an embedded derivative liability on
the balance sheet upon issuance of the notes. The debt discount is amortized to interest expense using the effective
interest method. At the end of each reporting period, we recorded changes in fair value during the period as a
component of other income / (expense). We continue to adjust the liability for changes in the estimated fair value of
the embedded derivatives until the redemption feature is forfeited or expires or the 2015 Notes are converted or
settled. We used a Monte Carlo simulation to calculate the potential liability in each of the conversion scenarios from
inception through June 30, 2016. In scenarios where the liability includes created equity shares and warrants, the
Black-Scholes based option pricing method is used to calculate the amounts due to investors. On September 30, 2016,
the valuation of the compound embedded derivative was determined based on the settlement value of the common
stock exchanged for the notes upon the closing of the Merger.

The derivative liability will be remeasured to fair market value immediately prior to the Merger and then reclassified
to stockholders’ equity upon conversion of the 2015 Notes in the Merger.
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Preferred Stock Warrant Liability

We classify freestanding warrants for shares that are either puttable or redeemable as liabilities on the balance sheet at
fair value. Therefore, the freestanding warrants that gave the holders the right to purchase our convertible preferred
stock were liabilities that we recorded at estimated fair value. At the end of each reporting period, we recorded
changes in fair value during the period as a component of other income (expense).

We continue to adjust the liability for changes in the estimated fair value of the warrants until the earlier of the
exercise or expiration of the warrants to purchase shares of convertible preferred stock or the completion of a
liquidation event.

We use the BSM to estimate the fair value of preferred stock warrant liabilities utilizing assumptions that include the
estimated fair value of the underlying convertible preferred stock at the valuation measurement date, the remaining
contractual term of the warrants, risk-free interest rates, expected dividends, and the expected volatility of the price of
the underlying convertible preferred stock. The contractual term of the warrants represents the period of time
remaining before the warrants expire. Because our shares are not publicly traded and our shares are rarely traded
privately, expected volatility is estimated based on the average historical volatility of similar entities with publicly
traded shares. The risk-free rate is based on the U.S. Treasury yield curve with a maturity equal to the remaining
contractual term of the warrant.

Most of the warrants were voluntarily exchanged for shares of BioCardia common stock immediately prior to the
Merger. The warrants will be revalued immediately prior to the Merger and then reclassified to stockholder’s equity
upon consummation of the Merger.
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Income Taxes

We use the liability method of accounting for income taxes. Under this method, deferred tax assets and liabilities are
determined based on the differences between the financial reporting and the tax bases of assets and liabilities and are
measured using the enacted tax rates and laws that will be in effect when the differences are expected to reverse. We
assess the likelihood that the resulting deferred tax assets will be realized. A valuation allowance is provided when it
is more likely than not that some portion or all of a deferred tax asset will not be realized.

As of December 31, 2015, our total deferred tax assets, less our total deferred tax liabilities, were $18.9 million. Due
to our lack of earnings history and uncertainties surrounding our ability to generate future taxable income, the net
deferred tax assets have been fully offset by a valuation allowance. The deferred tax assets were primarily comprised
of federal and state tax net operating losses and tax credit carryforwards.

Utilization of the net operating loss carryforwards may be subject to a substantial annual limitation due to ownership
changes that may have occurred or that could occur in the future, as required by Section 382 of the Internal Revenue
Code of 1986, as amended, or the Code, and similar state provisions. These ownership change limitations may limit
the amount of net operating loss carryforwards and other tax attributes that can be utilized annually to offset future
taxable income and tax, respectively. In general, an ownership change as defined by Section 382 of the Code results
from a transaction or series of transactions over a three-year period resulting in an ownership change of more than 50
percentage points (by value) of the outstanding stock of a company by certain stockholders. Since our formation, we
have raised capital through the issuance of capital stock on several occasions, which separately or combined with the
purchasing stockholders’ subsequent disposition of those shares, may have resulted in such ownership changes, or
could result in ownership changes in the future.

We have not completed an analysis to assess whether an ownership change has occurred. If we have experienced an
ownership change at any time since our formation, utilization of our net operating loss carryforwards would be subject
to an annual limitation under Section 382 of the Code, which is determined by first multiplying the value of our stock
at the time of the ownership change by the applicable long-term, tax-exempt rate, and then applying any additional
adjustments that are required. Any limitation may result in expiration of a portion of the net operating loss
carryforwards before utilization. Further, until a study is completed and any limitation known, no amounts are being
considered as an uncertain tax position or disclosed as an unrecognized tax benefit. Due to the existence of the
valuation allowance, future changes in our unrecognized tax benefits will not impact our effective tax rate. Any
carryforwards that will expire prior to utilization as a result of such limitations will be removed from deferred tax
assets, with a corresponding reduction of the valuation allowance.
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