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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 © No D

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

B

Large accelerated filer * Accelerated filer ~ Non-accelerated filer * Smaller reporting company p

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).
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The number of shares of the registrant’s common stock, $0.001 par value per share, outstanding at December 19, 2012
was 12,919,367.
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PART I. FINANCIAL INFORMATION

ITEM 1. Consolidated FINANCIAL STATEMENTS - UNAUDITED

ATOSSA GENETICS, INC.
(A DEVELOPMENT STAGE COMPANY)

CONSOLIDATED BALANCE SHEETS

Assets

Current Assets

Cash and cash equivalents
Restricted cash

Accounts receivable
Prepaid expense

Rental deposits

Total Current Assets

Fixed Assets
Furniture and Equipment, net
Total Fixed Assets

Other Assets
Security deposit
Intangible assets, net
Total Other Assets

Total Assets
Liabilities and Stockholders' Equity

Current Liabilities

Line of Credit

Accounts payable

Accrued expenses

Note payable - related party
Total Current Liabilities

September 30,

2012
(Unaudited)

$418,570
250,000
175,408
39,975
1,500
885,453

67,497
67,497

36,446
4,703,078
4,739,524

$5,692,474

$250,000
72,100
1,888,344
80,453
2,290,897

December 31,
2011
(Audited)

$1,910,821
1,000,000
1,224
31,184
2,200
2,945,429

80,467
80,467

5,157
40,841
45,998

$3,071,894

$ 1,000,000
64,766
442,329
5,078
1,512,173
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Stockholders' Equity

Preferred stock - $.001 par value; 10,000,000 shares authorized, O shares issued and
outstanding

Common stock - $.001 par value; 75,000,000 shares authorized, 12,119,367 shares

) . 12,119 11,257
issued and outstanding

Additional paid-in capital 11,415,761 6,200,520
Accumulated deficit (8,026,303 ) (4,652,056 )
Total Stockholders' Equity (Deficit) 3,401,577 1,559,721
Total Liabilities and Stockholders' Equity $5,692,474 $3,071,894

The accompanying notes are an integral part of these financial statements.
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ATOSSA GENETICS, INC.
(A DEVELOPMENT STAGE COMPANY)

CONSOLIDATED STATEMENTS OF OPERATIONS

(UNAUDITED)
For The Three Months Ended For The Nine Months Ended From April 30, 2009
September 30, September 30, (Inception) Through
2012 2011 2012 2011 September 30, 2012
Revenue
Diagnostic Testing Service $104,011 $- $376,696 $- $ 376,696
Product Sales 1,565 - 6,690 - 8,190
Total Revenue 105,576 - 383,386 - 384,886
Cost of Revenue
Diagnostic Testing Service (9,000 ) - (29,985 ) - (29,985 )
Product Sales - - - - (5,164 )
Total Cost of Revenue (9,000 ) - (29,985 ) - (35,149 )
Loss on Reduction of Inventory to (6.077 ) - (20,884 ) - (121.910 )
LCM
Gross Profit 90,499 - 323,517 - 227,827
Selling expenses (87,704 ) - (281,971 ) - (455,026 )
g{?:;:‘ij“d Administrative (1,138,467 ) (1,274,189 ) (3,405,198 ) (2,231,906 ) (7,766,497 )
Total operating expenses (1,226,171 ) (1,274,189 ) (3,687,169 ) (2,231,906) (8,221,523 )
Operating Loss (1,135,672 ) (1,274,189 ) (3,363,652 ) (2,231,906 ) (7,993,694 )
Interest Income 46 2,267 1,219 3,428 6,588
Interest Expense (7,756 ) (758 ) (11,816 ) (8,388 ) (38,947 )
Net Loss before Income Taxes (1,143,382 ) (1,272,680 ) (3,374,249 ) (2,236,866 ) (8,026,053 )
Income Taxes - - - - 250
Net Loss $(1,143,382 ) $(1,272,680 ) $(3,374,249 ) $(2,236,866 ) $ (8,026,303 )
Loss per common share - basic and $(0.10 ) $(0.11 ) $(0.30 ) $(0.27 )$ (1.05 )

diluted
11,256,867 11,256,867 11,256,867 8,394,219 7,657,400
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Weighted average shares
outstanding, basic & diluted

The accompanying notes are an integral part of these financial statements.
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ATOSSA GENETICS, INC.
(A DEVELOPMENT STAGE COMPANY)
CONSOLIDATED STATEMENTS OF CASH FLOWS

(UNAUDITED)

For The Nine  For The Nine  For The Period
Months Ended Months Ended From April 30,
September 30, September 30, 2009 (Inception) to

2012 2011 September 30, 2012
CASH FLOWS FROM OPERATING ACTIVITIES
Net loss $(3,374,249 ) $(2,236,866 ) $ (8,026,303 )
Common shares issued for services - - 71,000
Compensation cost for stock options granted 96,251 111,288 266,703
Loss on reduction of inventory to LCM 29,884 - 121,910
Loan initiation fee accrued for notes payable - - 2,000
Depreciation and amortization 25,586 6,420 41,208
Adjustments to reconcile net loss to net cash provided by
operating activities:
Increase in accounts receivable (174,183 ) - (175,407 )
Increase in inventory (29,884 ) - (121,910 )
Increase in prepaid expenses (8,791 ) (41,946 ) (39,975 )
Increase in security deposits (30,589 ) (2,200 ) (37,946 )
Increase (decrease) in accounts payable 7,335 (1,500 ) 72,101
Decrease in accrued payroll - (278,571 ) -
Increase (decrease) in accrued expenses 1,491,014 (10,392 ) 1,933,342
Net cash used in operating activities (1,967,626 ) (2,453,767 ) (5,893,277 )
CASH FLOWS FROM INVESTING ACTIVITIES
Purchase of furniture & fixtures - (35,776 ) (86,465 )
Purchase of software - (49,500 ) (50,466 )
Net cash used in investing activities - (85,276 ) (136,931 )
CASH FLOWS FROM FINANCING ACTIVITIES
Net proceeds from issuance of common stocks and warrants 400,000 5,713,785 6,370,325
(Repayments of) Proceeds from bank line of credit (750,000 ) 1,000,000 250,000
Proceeds from (repayments of) loans from related parties 75,375 (179,000 ) 78,453
Cash released from (restricted for) commercial line of credit 750,000 (1,000,000 ) (250,000 )
Net cash provided by financing activities 475,375 5,534,785 6,448,778
NET INCREASE (DECREASE) IN CASH & CASH
EQUIVALENTS (1,492,251 ) 2,995,742 418,570
CASH & CASH EQUIVALENTS, BEGINNING BALANCE 1,910,821 10,253 -
CASH & CASH EQUIVALENTS, ENDING BALANCE $418,570 $ 3,005,994 $ 418,570
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SUPPLEMENTAL DISCLOSURES:

Interest paid $13,892 $5,389 $ 19,281
Income taxes paid $ - $- $ 250
NONCASH INVESTING AND FINANCING ACTIVITIES:

Common stock and warrants issued for assets purchase $4,674,853 $- $ -
Options issued for previously accrued director compensation — $ 45,000 $- $ -

The accompanying notes are an integral part of these financial statements.
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ATOSSA GENETICS INC.

Notes to Consolidated Financial Statements

(Unaudited)

September 30, 2012

NOTE 1: NATURE OF OPERATIONS

The Company’s operations began in December 2008 with the negotiations for the acquisition of the Mammary
Aspirate Specimen Cytology Test System, or the MASCT System, patent rights and assignments and the FDA
clearance for marketing, which acquisition was completed in January 2009. Atossa Genetics Inc. (the “Company”) was
incorporated on April 30, 2009 in the State of Delaware. The Company was formed to develop and market the
MASCT System, a cellular and molecular diagnostic risk assessment product for the detection of pre-cancerous
changes that could lead to breast cancer. The Company’s fiscal year ends on December 31st.

In December 2011 the Company established the National Reference Laboratory for Breast Health, or NRLBH, as a
wholly-owned subsidiary. NRLBH is the Company’s CLIA-certified laboratory where the ForeCYTE and ArgusCYTE
test specimens are examined for the presence of normal, pre-malignant, or malignant changes as determined by
cytopathology and biomarkers that distinguish “usual” ductal hyperplasia, a benign condition, from atypical ductal
hyperplasia, which may lead to cancer. These cytopathological results provide patients and physicians with
information about the care path that should be followed, depending on the individual risk of future cancer as
determined by the results.

In September 2012 the Company acquired the assets of Acueity Healthcare, Inc. (“Acueity”). The assets included six
510(k)-cleared medical devices, 35 issued patents (18 issued in the U.S. and 17 issued in foreign countries) and 41
patent applications (32 in the U.S. and 9 in foreign countries). The FDA-cleared, patented medical devices consist of
microendoscopes, light sources, and biopsy tools. The microendoscopes are less than 0.9 mm outside diameter and
can be inserted into a milk duct. This permits a physician to pass a microendoscope into the milk duct system of the
breast and view the duct system via fiberoptic video images. Abnormalities that are visualized can then be biopsied
from inside the duct with the biopsy tools that are inserted adjacent to the microendoscope. The patents relate to
intraductal diagnostic and therapeutic devices and methods of use. The Company did not, however, acquire an
inventory of these diagnostic tools, manufacturing capabilities or any personnel to market and sell the tools. The
Company cannot provide any assurance that it will be successful commercializing these tools.

10
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Development Stage Risk

From April 30, 2009 (inception) through September 30, 2012, the Company earned $384,886 in revenue from the sale
of its MASCT System and laboratory services. The Company’s activities have been accounted for as those of a
“Development Stage Enterprise” as set forth in Accounting Standards Codification (“ASC”) 915 “Development Stage
Entities”, which was previously Statement of Financial Accounting Standards No. 7 (“SFAS 7). Among the disclosures
required by ASC 915 are that the Company’s financial statements be identified as those of a development stage
company, and that the statements of operations, stockholders’ equity and cash flows disclose activity since the date of
the Company’s inception.

Since its inception, the Company has been dependent upon the receipt of capital investment to fund its continuing
activities. In addition to the normal risks associated with a new business venture, there can be no assurance that the
Company’s business plan will be successfully executed. The Company’s ability to execute its business plan will depend
on its ability to obtain additional financing and achieve a profitable level of operations. There can be no assurance that
sufficient financing will be obtained. Further, the Company cannot give any assurance that it will generate substantial
revenue or that its business operations will prove to be profitable.

11
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NOTE 2: GOING CONCERN

The Company’s financial statements are prepared using generally accepted accounting principles in the United States
of America applicable to a going concern, which contemplates the realization of assets and the satisfaction of
liabilities in the normal course of business. The Company has not yet established an ongoing source of revenue
sufficient to cover its operating costs and allow it to continue as a going concern. The ability of the Company to
continue as a going concern is dependent on the Company obtaining adequate capital to fund operating losses until it
becomes profitable. If the Company is unable to obtain adequate capital, it could be forced to cease operations. The
accompanying financial statements do not include any adjustments that might be necessary if the Company is unable
to continue as a going concern.

Management’s Plan to Continue as a Going Concern

In order to continue as a going concern, the Company will need, among other things, additional capital resources.
Management’s plans to obtain such resources for the Company include (1) obtaining capital from the sale of its equity
securities, (2) sales of the MASCT System and laboratory service revenue, and (3) short-term borrowings from banks,
stockholders or other related party(ies) when needed. However, management cannot provide any assurance that the
Company will be successful in accomplishing any of its plans.

The ability of the Company to continue as a going concern is dependent upon its ability to successfully accomplish the
plans described in the preceding paragraph and eventually to secure other sources of financing and attain profitable
operations.

NOTE 3: SUMMARY OF ACCOUNTING POLICIES

The unaudited consolidated financial statements of Atossa Genetics Inc. have been prepared in accordance with U.S.
generally accepted accounting principles for interim financial information. Accordingly, they do not include all the
information and footnotes required by accounting principles generally accepted in the United States of America for
annual financial statements. However, the information included in these interim consolidated financial statements
reflects all adjustments (consisting solely of normal recurring adjustments) which are, in the opinion of management,
necessary for the fair presentation of the consolidated financial position and the results of operations. Results shown
for interim periods are not necessarily indicative of the results to be obtained for a full year. The consolidated balance
sheet information as of December 31, 2011 was derived from the Company’s audited consolidated financial statements.
These interim consolidated financial statements should be read in conjunction with that report. Certain comparative
amounts have been reclassified to conform to the current period's presentation.

12
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Basis of Presentation:

The accompanying consolidated financial statements include the financial statements of Atossa Genetics Inc. and its
wholly-owned subsidiary NRLBH. All significant intercompany account balances and transactions have been
eliminated in consolidation. These consolidated financial statements have been prepared in accordance with
accounting principles generally accepted in the United States of America.

Recently Issued Accounting Pronouncements:
The Company has adopted all recently issued accounting pronouncements that management believes to be applicable

to the Company. The adoption of these accounting pronouncements, including those not yet effective, is not
anticipated to have a material effect on the financial position or results of operations of the Company.

13
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Revenue Recognition:

Overview

The Company recognizes product and service revenue in accordance with GAAP when the following overall
fundamental criteria are met: (i) persuasive evidence of an arrangement exists, (ii) delivery has occurred or the service
has been performed, (iii) the Company’s price to the customer is fixed or determinable and (iv) collection of the
resulting accounts receivable is reasonably assured.

Product Revenue

The Company recognizes revenue for sales of the MASCT kits and devices upon receipt of cash as the Company has
an insufficient sales history on which to determine the collectability. Shipping documents and the completion of any
customer acceptance requirements, when applicable, will be used to verify product delivery. The Company will assess
whether a price is fixed or determinable based upon the payment terms associated with the transaction and whether the
sales price is subject to refund or adjustment. Once a history of sales and collectability has been established, the
company will recognize revenue on an accrual basis with an offsetting reserve for doubtful accounts based on the
history during the initial sales period.

Service Revenue

The Company records revenue for diagnostic testing on an accrual basis at the Medicare allowed and invoiced
amount. Amounts invoiced above the Medicare amount, namely non-Medicare, are not recognized on an accrual basis
and instead are recognized on a cash basis as received. Diagnostic testing revenue at the Medicare rate is recognized
upon completion of the test, communication of results to the patient’s physician, and when collectability is reasonably
assured. Customer purchase orders and/or contracts will generally be used to determine the existence of an
arrangement. Once the Company has historical sales and can determine the proper amount to recognize as
uncollectible, it will then begin to recognize the entire amount, both Medicare and non-Medicare billing on an accrual
basis, with an offsetting allowance for doubtful accounts recorded based on history. The Company estimates it will
utilize the diagnostic testing revenue history once it reaches 12 months of collection data to determine a proper
allowance for doubtful accounts.

Cash and Cash Equivalents:

Cash and cash equivalents include cash and all highly liquid instruments with original maturities of three months or
less.

14
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As of September 30, 2012 and December 31, 2011, $250,000 and $1,000,000 of cash was restricted as collateral for a
commercial line of credit obtained from JPMorgan Chase Bank in September 2011 (see Note 8). These amounts were
designated as restricted cash under current assets on our consolidated balance sheets.

Use of Estimates:

The preparation of consolidated financial statements in conformity with generally accepted accounting principles in
the United States of America requires management to make estimates and assumptions that affect the reported
amounts of assets and liabilities and the disclosure of contingent assets and liabilities at the date of the consolidated
financial statements and the reported amounts of revenue and expenses during the reporting period. Accordingly,
actual results could differ from those estimates.

Accounts Receivable:

Accounts receivable are recorded at net realizable value consisting of the carrying amount less allowance for doubtful
accounts, as needed. We assess the collectability of accounts receivable based primarily upon the creditworthiness of
the customer as determined by credit checks and analysis, as well as the customer’s payment history. Management
reviews the composition of accounts receivable and analyzes historical bad debts, customer concentrations, customer
credit worthiness, current economic trends, and changes in customer payment patterns to evaluate the adequacy of
these reserves.

15
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Inventories:

The Company’s inventories are stated at lower of cost or market. Cost is determined on a moving-average basis. Costs
of inventories include purchase and related costs incurred in delivering the products to their present location and
condition. Market value is determined by reference to selling prices after the balance sheet date or to management’s
estimates based on prevailing market conditions. Inherent in the lower of cost or market calculation are several
significant judgments based on a review of the aging of the inventory, inventory movement of products, economic
conditions, and replacement costs. Because the sales price of the MASCT System was substantially lower than its cost
for the nine months ended September 30, 2012 and for the year ended December 31, 2011, resulting in the net
realizable value of the MASCT System being determined at zero as of the balance sheet dates through taking the
average sales price subtracted by selling expenses per unit, a $29,884 and $92,026 loss on reduction of inventory to
the lower of cost or market was assessed and recorded as of and for the period and for the year then ended,
respectively. Additionally, management periodically evaluates the composition of its inventories at least quarterly to
identify slow-moving and obsolete inventories to determine if any valuation allowance is required. As of September
30, 2012 and December 31, 2011, management had identified no slow moving or obsolete inventory.

The Company provides ForeCYTE testing specimen collection kits to doctors with our MASCT System for doctors to
collect specimens that are returned to the Company for diagnostic analysis. These collection kits are considered part of
the MASCT System. During the initial marketing phase, the Company has decided to distribute the kits to customers
at no cost and bundle them with the MASCT System, and has not intended to deem the kits as a primary product line
due to their nominal cost and value per unit. As a result, the kits are immediately expensed and recorded as selling
expense upon purchasing of the kits. For the nine months ended September 30, 2012 and for the year ended December
31, 2011, selling expense of $36,741 and $0 was recorded related to the ForeCYTE Kkits, respectively.

Property, plant, and equipment:
Property, plant and equipment are stated at cost less accumulated depreciation. Expenditures for maintenance and
repairs are charged to earnings as incurred; additions, renewals and betterments are capitalized. When property, plant

and equipment are retired or otherwise disposed of, the related cost and accumulated depreciation are removed from
the respective accounts, and any gain or loss is included in operations.

Depreciation is computed using the straight-line method over the estimated useful lives of the assets as follows:

Useful Life
(in years)

Machinery and equipment 5

Intangible assets:

16
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For intangible assets subject to amortization, an impairment loss is recognized if the carrying amount of the intangible
asset is not recoverable and exceeds fair value. The carrying amount of the intangible asset is considered not
recoverable if it exceeds the sum of the undiscounted cash flows expected to result from the use of the asset.
Intangible assets as of September 30, 2012 and December 31, 2011 were mainly software acquired for the purpose of
managing laboratory results and patents acquired (see Note 7).

17
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Research and Development Expenses:

Research and development costs are generally expensed as incurred. The Company’s research and development
expenses consist of costs incurred for internal and external research and development.

Share Based Payments:

In December 2004, the Financial Accounting Standards Board, or the FASB, issued the Statement of Financial
Accounting Standards, or SFAS, No. 123(R), “Share-Based Payment”, which replaces SFAS No. 123 and supersedes
APB Opinion No. 25. SFAS No. 123(R) is now included in the FASB’s ASC Topic 718, “Compensation — Stock
Compensation.” Under SFAS No. 123(R), companies are required to measure the compensation costs of share-based
compensation arrangements based on the grant-date fair value and recognize the costs in the financial statements over
the period during which employees or independent contractors are required to provide services. Share-based
compensation arrangements include stock options and warrants, restricted share plans, performance-based awards,
share appreciation rights and employee share purchase plans. In March 2005, the SEC issued Staff Accounting
Bulletin No. 107, or SAB 107, which expresses views of the staff regarding the interaction between SFAS No. 123(R)
and certain SEC rules and regulations and provides the staff’s views regarding the valuation of share-based payment
arrangements for public companies. SFAS No. 123(R) permits public companies to adopt its requirements using one
of two methods. On April 14, 2005, the SEC adopted a new rule amending the compliance dates for SFAS No.
123(R). Companies may elect to apply this statement either prospectively, or on a modified version of retrospective
application under which financial statements for prior periods are adjusted on a basis consistent with the pro forma
disclosures required for those periods under SFAS No. 123.

The Company has fully adopted the provisions of FASB ASC 718 and related interpretations as provided by SAB 107.
As such, compensation cost is measured on the date of grant as the fair value of the share-based payments. Such
compensation amounts, if any, are amortized over the respective vesting periods of the option grant.

NOTE 4: PREPAID EXPENSES

Prepaid expenses consisted of the following:

September 30, December 31,

2012 2011
Prepaid payroll taxes $ 36,083 $ -
Prepaid insurances 2,472 14,146
Prepaid hardware/software maintenance and support service fee 1,420 12,850
Prepaid rent - 4,188

$ 39,975 $ 31,184

18
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NOTE 5: RENTAL DEPOSITS

Rental deposits amounted to $1,500 and $2,200 as of September 30, 2012 and December 31, 2011, respectively,
mainly consisted of the security deposits for office leases. The rental deposit in the amount of $1,500 as of September
30, 2012 consisted of one office lease with the lease term from April 1, 2011 to March 31, 2013 (see Note 13). The
rental deposits of $2,200 as of December 31, 2012 consisted of two office leases separate from the one as of
September 30, 2012, and the lease terms were from July 11, 2011 to July 31, 2012 and from October 1, 2011 to March
31, 2012 (see Note 13). Both were terminated on July 31, 2012 and March 31, 2012, respectively and were not
renewed, and the security deposits have been received in full amount as of September 30, 2012.

19
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NOTE 6: PROPERTY, PLANT, AND EQUIPMENT

Property, plant and equipment consisted of the following:

September 30, December 31,

2012 2011
Machinery and equipment $ 86,465 $ 86,465
Less: Accumulated depreciation (18,968 ) (5,998 )
Property, plant, and equipment, net $ 67,497 $ 80,467

Depreciation expense for the nine months ended September 30, 2012 and 2011 was $12,970 and $3,920, respectively.

NOTE 7: INTANGIBLE ASSET

Intangible assets consisted of the following:

September 30, December 31,

2012 2011
Software $ 50,466 $ 50,466
Patents 4,674,853 -

Less: Accumulated amortization (22,241 ) (9,625 )
$ 4,703,078 $ 40,841

Intangible asset amounted to $4,703,078 and $40,841 as of September 30, 2012 and December 31, 2011, respectively,
and mainly consisted of patents acquired from Acueity in September 2012 in an asset purchase transaction and
software previously acquired for the purpose of managing laboratory results. The acquired software in the amount of
$50,466 for the purpose of managing laboratory results pursuant to a software installation agreement was entered into
on June 8, 2011. The amortization period for the purchased software is 3 years. Amortization expense for the nine
months ended September 30, 2012 and 2011 was $12,616 and $5,500, respectively.

Patents

Patents amounted to $4,674,853 and $0 as of September 30, 2012 and December 31, 2011, respectively, and mainly
consisted of patents acquired from Acueity on September 30, 2012 in an asset purchase transaction (see Note 15).

20
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Patents will be amortized based on their determined useful life, and tested annually for impairment. The amortization
period is from 9 to 14 years. Amortization expense related to patents was $0 for the nine months ended September 30,
2012 and 2011, respectively.
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Future estimated amortization expenses as of September 30, 2012 for the five succeeding years is as follows:

As of September 30, Amounts

2013 $376,841
2014 371,341
2015 360,100
2016 360,019
2017 360,019
Thereafter 2,874,758
$4,703,078

NOTE 8: LINE OF CREDIT

In June 2011, the Company entered into a commercial line of credit agreement with JPMorgan Chase Bank. The term
of the loan started from June 28, 2011 with maturity date on June 28, 2012. On July 23, 2012, the Company entered
into a business loan extension agreement with JPMorgan Chase Bank to extend the loan for three months from the
original maturity date. The line of credit agreement provides for borrowings up to $1,000,000. The adjustable interest
rate is a rate per annum equal to the sum of an index, which is the LIBOR Rate plus 1.914 percentage point(s). The
outstanding balance of the line of credit was $250,000 and $1,000,000 as of September 30, 2012 and December 31,
2011, respectively. The adjustable annual interest rate for the line of credit was 2.9138% and 2.2070% as of

September 30, 2012 and December 31, 2011, respectively. On October 22, 2012, the Company paid off the line of
credit in full amount.

As of September 30, 2012 and December 31, 2011, $250,000 and $1,000,000 of cash was restricted as collateral for
the commercial line of credit, respectively.

NOTE 9: ACCRUED EXPENSES

Accrued expenses consisted of the following:

September 30, December 31,

2012 2011
Accrued expenses $ 1,744,555 $ 201,113
Accrued bonus payable 135,239 153,830
Accrued payroll tax liabilities 7,951 87,386
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Accrued interest 599 -
$ 1,888,344 $ 442329

NOTE 10: STOCKHOLDERS’ EQUITY

The Company is authorized to issue a total of 85,000,000 shares of stock consisting of 75,000,000 shares of Common
Stock, par value $0.001 per share, and 10,000,000 shares of Preferred Stock, par value $0.001 per share.

Reverse Stock-Split

On September 28, 2010, the Board of Directors approved a 1-for-2.26332 reverse share split for all issued and
outstanding shares of Common Stock, with no change to the par value of the Common Stock.
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Prior Issuances of Common Stock

On April 30, 2009 (inception), the Company issued 1,767,316 shares (or 4,000,000 shares prior to the reverse
stock-split on September 28, 2010) to Ensisheim Partners LLC, a related party to the Company through common
ownership, for cash in the amount of $24,000, or $0.014 per share (or $0.006 per share prior to the reverse stock-split
on September 28, 2010); 1,325,487 shares (or 3,000,000 shares prior to the reverse stock-split on September 28, 2010)
to Manistee Ventures LLC, a related party to the Company through common ownership, for cash in the amount of
$18,000, or $0.014 per share (or $0.006 per share prior to the reverse stock-split on September 28, 2010); and 883,662
shares (or 2,000,000 shares prior to the reverse stock-split on September 28, 2010) to the Chairman, CEO and
President of the Company at that time for cash in the amount of $12,000, or $0.01