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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

WASHINGTON, D.C. 20549

FORM 10-K

ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934

For the fiscal year ended December 31, 2013
or

O 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 001-36189
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Indicate by check mark if the registrant is a welbwn seasoned issuer, as defined in Rule 405%e0b#dturities Act.  Yed] No
Indicate by check if the registrant is not requitedile reports pursuant to Section 13 or Sectib(d) of the Act. Yes[ No

Indicate by check mark whether the registrant @b filed all reports required to be filed by Secti or 15(d) of the Securities Exchange Act of4.88ring the
preceding 12 months (or for such shorter periotittraregistrant was required to file such repatsj (2) has been subject to such filing requirdmfar the past 90
days. Yes No O

Indicate by check mark whether the registrant idsnitted electronically and posted on its corpo¥&b site, if any, every Interactive Data File riegd to be
submitted and posted pursuant to Rule 405 of Régnl&-T (§ 232.405 of this chapter) during the precedi@gnonths (or for such shorter period that thestesit was
required to submit and post such files). YEb No

Indicate by check mark if disclosure of delinquiélers pursuant to Item 405 of Regulation S-K i¢ contained herein, and will not be containedhthest of
registrant’s knowledge, in definitive proxy or imfisation statements incorporated by reference ihlRaf this Form 10-K or any amendment to thisifol0-K. [

Indicate by check mark whether the registrantlegge accelerated filer, an accelerated filer, aaccelerated filer, or a smaller reporting comp&@se definitions of
“large accelerated filer, “accelerated filer” arsirfaller reporting company” in Rule 12b-2 of the Exicge Act. (Check one):
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Non-accelerated file (Do not check if a smaller reporting compa Smaller reporting compar O
Indicate by check mark whether the registrantshell company (as defined in Rule 12b-2 of the Actyes O No

As of June 30, 2013, the last business day ofdfistrant’s most recently completed second fisoaltgr, the registrars’common stock was not listed for trading on
exchange or over-the-counter market and there wa&stablished public market for the common stotie Gommon stock began trading on The NASDAQ Global
Market on November 14, 2013. As of December 31, 20f3aggregate market value of the registrantsmon stock held by non-affiliates was approxima$2g4.2
million based on the closing price for the commtutk of $25.77 on that date. Shares of common dtetk by each executive officer, director, andrtaéiliated
stockholders have been excluded from this cal@nas such persons may be deemed to be affiliBies determination of affiliate status is not neszggly a conclusive
determination for other purposes.

As of February 28, 2014, there were 22,939,35%shaf the registrant’s common stock outstanding.
DOCUMENTS INCORPORATED BY REFERENCE
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CAUTIONARY NOTE REGARDING FORWARD-LOOKING STATEMENT S

This Annual Report on Form 10-K contains forwémdking statements within the meaning of Sectioh @fthe Securities Act of 1933,
amended, and Section 21E of the Securities Exchaogef 1934, as amended. All statements includédcorporated by reference in this
Annual Report other than statements of historiaat,fare forwarelooking statements. You can identify these andrdtrward-looking
statements by the use of words such as “may,” {Wittould,” “anticipate,” “expect,” “intend,” “beli eve,” “continue” or the negative of su
terms, or other comparable terminology. Forwardkow statements also include the assumptions uyidgrbr relating to such statements.

Our actual results could differ materially from $@anticipated in these forward-looking statemasta result of various factors,
including those set forth below under the captidtisk Factors” in Part I, Item 1A and “Managemenbsscussion and Analysis of Financial
Condition and Results of Operationisi' Part I, Item 7 of this Annual Report and els@néhin this Annual Report. Readers are cautionetdta
place undue reliance on forwelooking statements. The forward-looking statemepesak only as of the date on which they are madense
undertake no obligation to update such statementsftect events that occur or circumstances thxétteafter the date on which they are made
except as required by law.

TRADEMARKS

As of December 31, 2013 our trademark portfoliotadrs seven pending U.S. trademark applicationssamdn pending foreign
trademark applications, as well as 13 trademaristregions, including four U.S. trademark registras and nine foreign trademark
registrations. All other trademarks or trade nanmeésrred to in this prospectus are the propertyeir respective owners. Solely for
convenience, the trademarks and trade names ipribépectus are referred to without theand ™ symbols, but such references should not k
construed as any indicator that their respectiveeya/will not assert, to the fullest extent undeplable law, their rights thereto.
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PART |

Iltem 1. Business
Overview

We are a medical device company with an innovatjweroach to the design, development and commeraialn of products for people
with insulin-dependent diabetes. We designed anthwercialized our flagship product, the t:slim InsWelivery System, or t:slim, based on
our proprietary technology platform and unique eonsr-focused approach. Our technology platformufestour patented Micro-Delivery
Technology, a miniaturized pumping mechanism wihiicdws insulin from a flexible bag within the pumpartridge rather than relying on a
syringe and plunger mechanism. It also featuresaay-to-navigate software architecture, a vividcauchscreen and a micro-USB
connection that supports both a rechargeable padtet t:connect, our data management applicationirthovative approach to product desigr
and development is also consumer-focused and lmesedr extensive market research as we believagéeis the primary decision maker
when purchasing an insulin pump. This researclchasisted of more than 6,000 responses obtainideirviews, focus groups and online
surveys, to understand what people with diabeltes; taregivers and healthcare providers are sgafiorder to improve diabetes therapy
management. We also apply the science of humaorattt our design and development process, whiekss® optimize our devices to the
intended users, allowing users to successfullyatpesur devices in their intended environment. kagimg our technology platform and
consumer-focused approach, we develop productddieas unmet needs of people in all segments dathe and growing insulin-dependent
diabetes market.

We developed t:slim to offer the specific featuttest people with insulin-dependent diabetes seekriaxt-generation insulin pump. We
designed it to have the look and feel of a modemsumer electronic device, such as a smartphoigethe first and only insulin pump to
feature a high resolution, color touchscreen. #$® the slimmest and smallest durable insulingpuauarrently on the market, and can easily
discreetly fit into a pocket, while still carryirggcartridge with 300 units of insulin. The touckssr and intuitive software architecture make it
easy to use, learn and teach, and to update theasefwithout requiring any hardware changes. Simo modern consumer electronic devit
t:slim incorporates colors, language, icons andbfeek that consumers find intuitive to use. Werofféroad range of accessories allowing
users to customize t:slim to their individual lifide and sense of style.

According to the American Diabetes AssociationADA, in 2012 approximately 22.3 million people tmet United States had diabetes.
Close Concerns, Inc., an independent consultingpabtishing company that provides diabetes adviseryices, or Close Concerns, estimate:
that there are approximately 1.5 million peoplewtitpe 1 diabetes in the United States and 4.5amipeople with type 2 diabetes in the
United States who require daily administrationredulin. Our target market consists of these apprately 6.0 million people in the United
States who are insulin-dependent.

The U.S. Food and Drug Administration, or FDA, ctsht:slim in November 2011, making it one of thstfinsulin pumps to be cleared
under the FDA'’s Infusion Pump Improvement Initiativl his initiative is intended to foster the dewsieent of safer, more effective infusion
pumps and support the safe use of these devicesoWimenced commercial sales of t:slim in the Un@tattes in the third quarter of 2012. |
the years ended December 31, 2013 and 2012, as wale $29.0 million and $2.5 million, respectjvélor the years ended December 31,
2013 and 2012, our net loss was $63.1 million e8@i@million, respectively. Our accumulated defastof December 31, 2013 was $169.2
million. Since the launch of t:slim, the numberuriits shipped has increased each quarter, and veeshipped approximately 7,500 pumps as
of December 31, 2013. Based on customer survegswbrage age of our existing customers that haxehased t:slim is 33 years old, with
relatively equal distribution between men and women

We believe we have an opportunity to rapidly insgeaales by expanding our sales and marketingstnficture, and by continuing to
provide strong customer support. We expanded des salinical and
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marketing organization from approximately 30 pegdeof December 31, 2012 to approximately 100 @&eckember 31, 2013. Beginning in
January 2014 we have initiated a further expansfaur sales, clinical and marketing organizatife believe our recent and ongoing
expansion will allow us to engage with more powntustomers, their caregivers and healthcare geosito promote t:slim. By demonstrating
the benefits of t:slim and the product and techgylshortcomings of existing insulin therapies, vetidve more people will choose t:slim for
their insulin pump therapy needs, allowing us twhfer penetrate and expand the market. As of Deeefih 2013, a significant percentage of
our customers had converted from multiple dailgdtion to t:slim for their insulin therapy. We alselieve we are positioned to address
consumers’ needs in all segments of the insulireddpnt diabetes market with our development prejecthe following areas:

e increased insulin volume capacity targeted to peapth greater insulin requirements, in particikarse with type 2 diabete
e integrated continuous glucose monitoring, or CGNmi@ating the need to carry an additional dev
* reduced size to appeal to people who seek grdaidifity and discretion; an

» multiple hormone delivery through a single syst

Our headquarters and our manufacturing facilitylacated in San Diego, California and we employ2d feople as of December 31,
2013.

The Market

Diabetes is a chronic, life-threatening diseasenmuaich there is no known cure. The disease is chwsen the pancreas does not produc
enough insulin or the body cannot effectively dseihsulin it produces. Insulin is a life-sustagimormone that allows cells in the body to
absorb glucose from blood and convert it to enefgya result, a person with diabetes cannot utthizeglucose properly and it continues to
accumulate in the blood. If not closely monitored @roperly treated, diabetes can lead to seriadical complications, including damage to
various tissues and organs, seizures, coma anl. deat

The International Diabetes Federation, or IDF neates that in 2012 more than 371 million people diatetes worldwide and that by
2030, this will increase to 552 million people wiwide. According to the ADA, in 2012 approximat@l®.3 million people in the United Sta
had diabetes.

There are two primary types of diabetes:

* Type 1 diabetes is caused by an autoimmun@nsgpin which the body attacks and destroys thdimproducing cells of the
pancreas. As a result, the pancreas can no longéuge insulin, requiring patients to administeifydimsulin injections to survive.
According to Close Concerns, approximately 1.5ionlpeople have type 1 diabetes in the United St

* Type 2 diabetes occurs when the body doesnodiuge enough insulin to regulate the amount afage in the blood, or cells
become resistant to insulin and are unable toteféeictively. Initially, many people with type 2athetes attempt to manage their
diabetes with improvements in diet, exercise arad medications. However, as their diabetes advasosse patients progress to
daily rapid-acting insulin therapy. According too8& Concerns, approximately 4.5 million peoplenim Wnited States with type 2
diabetes are insul-dependent

Our target market consists of approximately 6.0iomilpeople in the United States who require dadyninistration of insulin, which
includes approximately 1.5 million people with typeliabetes and the approximately 4.5 million peapith type 2 diabetes who are insulin-
dependent. Throughout this Annual Report, we riefgreople with type 1 diabetes and people with ®géabetes who are insuldependent &
people with insulin-dependent diabetes.
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People with insulirdependent diabetes require intensive insulin thet@amanage their blood glucose levels within dthgaange, whic
is typically between 70-120 milligrams per deciljter mg/dL. Blood glucose levels can be affectgdrany factors, such as type or quantity o1
food eaten, illness, stress and exercise. Hypogliaeor low blood glucose levels, can cause a iaaklong-term effects or complications,
including damage to various tissues and organsyiges, coma or death. Hyperglycemia, or high blglodose levels, can also cause a variety
of long-term effects or complications, includingdiavascular disease and damage to various tissesrgans. It can also cause the
emergency condition ketoacidosis, which can reautbmiting, shortness of breath, coma or death.

There are two primary therapies practiced by peojile insulin-dependent diabetes, insulin injections and inqulimps, each of which
designed to supplement or replace the insulin-mimgdufunction of the pancreas. Insulin injections aften referred to as multiple daily
injection, or MDI, and involve the use of syringgsinsulin pens to inject insulin into the persobody. Insulin pumps are used to perform \
is often referred to as continuous subcutaneouwdimimfusion, or insulin pump therapy, and typlgalse a programmable device and an
infusion set to administer insulin into the persobody.

MDI therapy involves the administration of a rapicking insulin before meals, or bolus insulin, tmg blood glucose levels down into
the healthy range. MDI therapy may also requireagate injection of a long-acting insulin, or Bassulin, to control glucose levels between
meals; this type of insulin is typically taken oraretwice per day. By comparison, insulin pump &pgruses only rapid-acting insulin to fulfill
both mealtime (bolus) and background (basal) reguénts. Insulin pump therapy allows a person ttocuige their bolus and basal insulin
doses to meet their insulin needs throughout tlyeatad is intended to more closely resemble thesiplhggic function of a healthy pancreas.

5
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According to the American Association of DiabeteRkiEators, insulin pump therapy is considered tlotd‘gtandard” of care for people
with insulin-dependent diabetes. It has been showmovide people with insulidependent diabetes with numerous advantages estativDI
therapy. The following chart illustrates some & #ey advantages and disadvantages of using Mbdghierersus insulin pump therapy:

Therapy

Comparison of MDI Therapy vs. Insulin Pump Therapy

Advantages

Disadvantages

Multiple Daily Injection or MDI

Insulin Pump

Less training and shorter time to educate .
Does not tether the user to a device .
Lower upfront and ongoing supply costs

Lower risk of technological malfunction

Eliminates individual insulin injections .

Delivers insulin more accurately and prelgise
than injections .

Often improves HbAlc, a common measure of
blood glucose levels over time

Fewer large swings in blood glucose levels

Provides greater flexibility with meals,
exercise and daily schedules

Can improve quality of life
Reduces severe low blood glucose episodes

Eliminates unpredictable effects of
intermediate or long-acting insulin

Allows exercise without having to eat large
amounts of carbohydrates, as insulin delivery
can be adjuste

Requires injections up to seven times pgr da

Delivers insulin less accurately than insuli
pumps

Results in greater variability in blood ghse
levels or less accurate glycemic control

Requires more planning around and restrici
regarding meals and exerc

Requires intensive education on insulin pump
therapy and management

Wearing a pump can be bothersome
Can be more costly

Risk of diabetic ketoacidosis if the catlete
comes out and insulin infusion is interrupted

According to Close Concerns, more than 400,000 lpesijth type 1 diabetes in the United States usmsulin pump, or approximately
27% of the type 1 diabetes population. In additagproximately 75,000 people with type 2 diabetethé United States use an insulin pump,
or less than 2% of the type 2 diabetes populatiba are insulin-dependent. Close Concerns also atgiihat there are approximately 25,000
people in the United States who begin using ingulimp therapy each year, representing a 5% anncra@ase in pump use. In 2012, the U.S.
insulin pump market was approximately $1.2 billion.
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We believe that the distinct advantages and ineckas/areness of insulin pump therapy as compareth&y available insulin therapies
will continue to generate demand for insulin punepides and pumpelated supplies. We also believe that the adogmtfonsulin pump therap
would be even greater if not for the significantl dandamental perceived shortcomings of durablelimgumps currently available, which we
refer to as traditional pumps.

The Opportunity

The foundation of our consumer-focused approaahaigket research, through which we seek to bettderstand the opportunity within
the insulin-dependent diabetes market, as wetli@sdasons why the adoption rate of insulin purepatby is not greater in light of its benefits
when compared to MDI therapy. We have conductednsite research consisting of more than 6,000 nsgsoobtained from interviews, for
groups and online surveys to understand what peuvitiediabetes, their caregivers and healthcargigers are seeking to improve diabetes
therapy management, as we believe the user igitinany decision maker when purchasing an insulimpuBased on our research and
statistical analysis, we believe that the limitedgtion of insulin pump therapy by people with ilnswlependent diabetes is largely due to the
shortcomings of traditional pumps currently avd#ald hese shortcomings include:

Antiquated styleWhile consumer electronic devices have rapidly esolin form and function over the past decade jttoachl pumps
have not achieved similar advances. Our marketirekénas shown that consumers believe traditiomalgs resemble a pager, as they still
feature small, low contrast display screens, pudteh interfaces, plastic cases and disposableriegtt Because an insulin pump must be use
multiple times throughout the day, often in sosiettings, its style and appearance are importameos. Our market research has shown that
traditional insulin pump users frequently reporingeembarrassed by the style of their traditionahp. For current MDI users, the style of
traditional pumps is often cited as a reason foragopting pump therapy.

Bulky size.Our market research has shown that consumers xagitibnal pumps as large, bulky and inconveniergdrry or wear,
especially when compared to modern consumer etactdevices, such as smartphones. The size ofutmp ffurther contributes to users being
embarrassed by the pump. This complaint, along eatiterns relating to how and where the pump cantilized due to its size and shape, is
frequently cited among users of traditional punis. current MDI users, the size is often commumidats a reason for not adopting pump
therapy.

Difficult to learn and teach.Traditional pumps often rely on complicated anddaigd technology and are not intuitive to operaiar.
research has shown that it can take several dayampetently learn how to use traditional pumpadieg to frustration, frequent mistakes and
additional training, each of which may discouradegion. We believe difficult-tarse traditional pumps result in a higher frequenfcgalls by
the user to the pump manufacturer or their healéhpeovider for support. We also believe that tbmplicated functionality of traditional
pumps significantly limits the willingness of hdadaire providers to recommend insulin pump therapyany patients, and limits the numbe
patients they consider as candidates for insulmpotherapy.

Complicated to useTraditional pumps are designed with linear softwaenus, which require the user to follow displasesas
sequentially, limiting their ability to access infimation within workflows or easily return to thesging point. Most traditional pumps require
users to scroll through numerous menus and inplifpfeucommands to make selections. This processeaime-consuming, and must be
performed multiple times per day. Our researchdhasvn that the complicated nature of the procesdezal to confusion, frustration and fear
of making mistakes with the pump, which in turn &anit the user’s willingness to take advantagadbéanced therapy features, or even
discourage use entirely.
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Pump mechanism limitationsTraditional pumps utilize a syringe and plunger hadsm to deliver insulin. This design limits thsligy
to reduce the size of the pump due to the lengthdéameter of the syringe and plunger. The desigm gotentially exposes the user to the
unintended delivery of the full volume of insulintkin the pump, which can cause hypoglycemia ottdekhis effect is well-documented and
can occur when traditional pumps are elevated abimveser’s infusion site, referred to as siphonargvhen the user experiences pressure
changes during air travel. Our research has shbatritie fear of adverse health events due to teehmialfunctions related to traditional pump
mechanism limitations deters the adoption of imsplimp therapy.

%

_|—| To Parson

Insulin Dispensing
Syringe and
Insulin Reservalr

Plunger
Electrical
Motor

Lead Screw | Encoder

Gear Train

Traditional Pump Mechanism

We believe that these shortcomings of traditionahps have greatly limited the adoption of pumpdpgr By addressing these issues,
there is a meaningful opportunity to not only addrthe concerns and unmet needs of traditiondlimngump users, but also to motivate
eligible MDI users to adopt pump therapy.

Our Solution

We developed our proprietary technology platforimgs consumer-focused approach by first utilizmgensive market research to
ascertain what consumers want, and then desigmodypts to meet those specific consumer demandsge &elieve the user is the primary
decision maker when purchasing an insulin pump.d@welopment process then applies the scienceméhdactors, which optimizes a device
or system to the intended user through iteratieabiity and design refinement. This multi-stepragh has resulted in products that provide
users with the distinct product features they seekin a manner that makes the features usabldeiiéa/e this approach is fundamentally
different from the approach applied to the tradisibmedical device development process, which aftes not involve seeking out specific
consumer feedback in advance or applying the seiehbuman factors to optimize the design of a pcbd

Our products, technology platform and consumer$eduapproach are intended to address the unmes oé#dditional insulin pump
users and the concerns that have discouraged pligitdeeMDI users from adopting pump therapy. Sfieaily, our solution addresses the
shortcomings of traditional pumps identified througur market research. Our solution includes:

Contemporary styleWe designed our flagship product, t:slim, to hahelbok and feel of a modern consumer electronicéesuch as a
smartphone. Relying on significant consumer input feedback during the development process, weuwetislim’s aesthetically-pleasing,
modern design addresses the embarrassing appeaetateel concerns of insulin pump users. Key protkatures such as a high-resolution,
color
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touchscreen with shatter-resistant glass, alumicasing and rechargeable battery, make our produgue in the insulin pump market. In
addition, we designed a broad range of accessalt@sing users to customize t:slim to their indiva lifestyle and sense of style.

108 b

t:slim Insulin Delivery System (Actual Size)

Compact sizet:slim is the slimmest and smallest durable insplimp on the market. With its narrow profile, sianito many
smartphones, t:slim can easily and discreetlynfit & pocket. Its size and shape were designerbtade increased flexibility with respect to
how and where the pump can be worn. Based on éx¢éecsnsumer input during development, we beliesient addresses both the
embarrassment and functionality concerns relatédesize and inconvenience of carrying a trad#igrump.

Easy to learn and teactOur technology platform allows for the use of aigitouchscreen and easy-to-navigate software acthite,
providing users simple access to the key functafrisslim directly from the Home Screen. Insulimmo users can quickly learn how to
efficiently navigate t:slim’s software, thereby bfiag healthcare providers to spend less time fegch person how to use the pump and more
time improving management of their diabetes. Wéehelthese features also allow healthcare proviensore efficiently train people to use
our pump and have a higher degree of confidendeuieas can successfully operate our pump, inctuiténmore advanced features. We also
believe the ease with which our pump can be leaangidtaught will help attract current insulin puogers as well as people who may have
been frustrated or intimidated by traditional pumps

mn 10:20 AM
Btk Timed Selfings  ADD i Barprlimbaer 1, 2002

!‘ BOLUS

&3 oFTions

AT 134 hrs

t:slim Insulin Delivery System
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Intuitive to use.Similar to what is found in modern consumer elattaevices, the embedded software displayed owigig
touchscreen features intuitive and commonly inetgut colors, language, icons and feedback. Owvaodtalso features numerous shortcuts,
including a simple way to return to the Home Scraed view critical information for therapy managemd hese features were designed to
enable users to operate their pump with greatefidamce and expand the set of functions that tlegylarly utilize. Users can also execute
most tasks in fewer steps than traditional pumps.bélieve these features allow users to more effii manage their diabetes without fear or
frustration.

7 Day Average

TOTAL INSULIN 41.62u

18320 46.4%

—
18.95u 45.8%

TEE

Quick Access to Pump History

Next generation pump mechanisrmur Micro-Delivery Technology is unique comparedraditional pumps. Its miniaturized pumping
mechanism draws insulin from a flexible bag witthie pump’s cartridge rather than relying on a maids# syringe and plunger mechanism.
The pump is specifically designed to help prevhatunintentional delivery of insulin from the regar by limiting the volume of insulin that
can be delivered to a person at any one time aretliece fear associated with using a pump. Ountdoly was tested under typical and
extreme operating conditions and is designed tddast least the anticipated four-year life o fpump. Our technology also allows us to
reduce the size of the device as compared toivaditpumps and is capable of delivering the sretllecrement of insulin to users of any pt
currently available.

To Person |

|| Micro-Delivery

Gear Train
Chamber
Electrical 300w Insulin
Motor O—1 Storage
Encoder Chamber

Volume
Measurement
Sensor

t:slim Pump Mechanism

We believe our technology platform will allow ouroplucts to further penetrate and expand the ingulimp therapy market by addres:
the specific product and technology limitationst tare raised by people

10
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with diabetes, their caregivers and healthcareigess throughout our market research and iterdtivean factors-based design process. We
also believe our product platform provides us wlith opportunity to address unmet needs in theimsi@pendent diabetes market, including
with respect to insulin volume capacity, integra®@M solutions, further device miniaturization andltiple hormone delivery capabilities.

Our Strategy

Our goal is to significantly expand and further @eate the insulin-dependent diabetes market aodnbe the leading provider of insulin
pump therapy. We intend to pursue the followingibess strategies:

Advance our platform of innovative, consumer-focusproducts to address the unmet needs of peopklisegments of the insulin-
dependent diabetes mark&t/e believe that our proprietary technology platf@iows us to provide the most sophisticated andtiie insulin
pump therapy products on the market. We intendwerhge this platform to expand our product offgsito address all segments of the large
and growing insulin-dependent diabetes market.

Invest in our consumer-focused approactile believe that our consumer-focused approachadyat design, marketing and customer
care is a key differentiator. Our extensive marksearch involving people with diabetes, their gavers and healthcare providers has driven
the design and development of our current prodarmtscustomer care model. This approach allows agddahe product features most
requested by people with insulin-dependent diabéteseby affording the consumer the opportunityntre efficiently manage their diabetes.
We will continue to apply the science of humandasthroughout the design, development and contimiroprovement of our products to
optimize our products for intended users. We wihtinue to invest in our consumer-focused appraacdughout our business.

Promote awareness of our products to consumersirtharegivers and healthcare provider®ur products were specifically designed to
address the shortcomings of currently availablbrietogies that have limited the adoption of insylirmp therapy. We intend to broaden our
direct-toconsumer marketing and promote the benefits opoanucts through our redesigned website and useail media tools. We plan
leverage our sales force and clinical specialstauttivate relationships with diabetes clinicsutin-prescribing healthcare professionals and
other key opinion leaders. By promoting awarenéssipoproducts, we believe that we will attractngsef other pump therapies and MDI to
products.

Expand our sales and marketing infrastructure toide adoption of our productdespite a limited sales force, we have been able to
achieve commercial success since our launch. @es aad marketing infrastructure is scalable, aadhewe initiated an expansion and will
continue to invest in the expansion of this infrasture to increase our access to people with tkabheir caregivers and healthcare providers
We believe that investment in our sales and margetifrastructure will drive continued adoptionafr products and significantly increase our
revenues.

Broaden third-party payor coverage for our produdtsthe United StatesWe believe that third-party reimbursement is anantgmt
determinant in driving consumer adoption. We alsliebe that customer and healthcare provider isténeour products is an important factor
that enhances our prospect of contracting witldtparty payors. As our sales and marketing ressurage been limited thus far, we have
generally located our sales representatives iretargetropolitan areas and have concentrated aubresement efforts on third-party payors
with large numbers of members residing in the sareas. We intend to intensify our efforts to enagerthird-party payors to establish
reimbursement for t:slim as we expand our salemaadketing infrastructure.

Leverage our manufacturing operations to achievestand production efficienciedNe manufacture our products at our headquarters
San Diego, California. We utilize a semi-automatezhufacturing process for our pump products andig-&utomated manufacturing process
for our disposable cartridges. With our existing

11



Table of Contents

production lines, we have the capacity to signiftbaincrease our manufacturing output. We havectifgbility to replicate these production
lines within our current facility to further incre@ our manufacturing capacity and we currentlynidt® install additional equipment for the
automated manufacturing of our disposable cartedyer the next six to eighteen months. Our pradnaystem is also adaptable to new
products due to shared product design featuresni®ed to reduce our product costs and drive ofmeralt efficiencies by leveraging our
scalable, flexible manufacturing infrastructure.

Our Technology Platform

Utilizing our unique consumer-focused approach,civtis based on our extensive market research asttbnce of human factors, we
have developed an innovative technology platforat it fundamental to the design of our existingdpicis and provides the foundation for
development of our future products. The key elesiehour platform are:

Advanced core technologur patented Micr@elivery Technology is unique compared to tradisibpumps. Our miniaturized pumpil
mechanism allows us to reduce the size of the pasmgpmpared to traditional pumps. Reducing thedfitlee pumping mechanism also allows
us to support various insulin cartridge capacitieaas designed to provide precise dosing as fratiyas every five minutes and in increme
as small as 0.001 u/hr, or units per hour, as coaap@ the smallest increment available in tradaigpumps, which is 0.025 u/hr. This
technology also helps prevent unintentional insdétivery by limiting the volume of insulin thatrtée delivered to a person at any one time.

Easy-to-navigate embedded software architect@er technology platform was developed using amitee human factors design
process that results in the intuitive software aedhure which features commonly interpreted coltasguage, icons and feedback. This allows
the user to easily navigate the system and penf@eassary functions in fewer steps than traditipnaips, including a one-touch method to
return to the Home Screen that facilitates easeawhing, teaching and use. The flexible softwachitecture also allows easy updates to the
software without requiring any hardware changes.

Vivid color touchscreenOur full color touchscreen allows users to accestsemlined, easy-to-use interface. The high-grsiaatter-
resistant glass touchscreen provides the uselbility & enter numbers and access features dyre@ther than scrolling through numerous
screens and options. The touchscreen facilitafesysgatures that were designed to prevent unitgdrmpump operations. The vivid color
touchscreen also supports enhanced visual antetiesdback.

Lithium-polymer rechargeable battery technologyslim is the first and only insulin pump to useeghargeable battery, unlike traditio
pumps that rely on disposable batteries. By usihgil-in rechargeable battery, we eliminate tts& 10f losing personal settings associated wit
replacing batteries. Our lithium-polymer rechardediattery charges rapidly with a standard micr@W8nnection, and a full charge lasts for
up to seven days. Users report that they keep llagtiery powered by charging it for just 10 to 1Butes each day, often while showering or
commuting with the use of the car charger we prewiith the pump. Our battery has been tested tddast least the four-year life of the
pump. Our battery also allows for precise and aibksmonitoring of the current charge level on diegice’s Home Screen.

Compatibility and connectivityOur PC- and Mac-compatible, cloud-based data manegeapplication, t:connect, provides our insulin
pump users a fast, easy and visual way to displerapy management data from t:slim and supportatdbylucose meters. Our platform
empowers people with diabetes, as well as the@gieers and healthcare providers, to easily andkiyuidentify meaningful insights and
trends, allowing them to fine-tune therapy andslijée choices for better control of their diabetedditionally, our platform enables rapid data
uploads through a micro-USB connection, withouglinipting insulin delivery.
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Our Products

We have introduced to the market our flagship peddire t:slim Insulin Delivery System, and t:coonéts companion diabetes
management application. These products were cldsréiae FDA under its Infusion Pump Improvementiéttive. We believe our unique
products address the significant and fundamentatebmings of traditional pumps and will allow pé®po manage their diabetes more
efficiently and effectively.

Marketed Products
t:slim Insulin Delivery System

The t:slim Insulin Delivery System is comprisediod t:slim Pump, its disposable cartridge and &msion set. We commercially
introduced t:slim in the United States in the thqudarter of 2012.

Cartridge being Inserted into t:slim Pump

Measuring 2.0 x 3.1 x 0.6 inches, t:slim is thensliest and smallest durable insulin pump on the etatislim has a black aluminum case
and chrome trim that give it the look and feel shadern consumer electronic device, such as a ghaaré. t:slim is also watertight, with an
IPX7 rating, eliminating concerns about getting/ét. The device also features a micro-USB connedtiat supports rapid recharging and
connectivity to t:connect, both of which can befpened without disconnecting or interrupting insudielivery.

t:slim’s vivid, full color touchscreen is made afh-grade, shatter-resistant glass and provides tise ability to enter numbers and
access features directly, rather than scrollingugh a list of numbers and screens. We designestitb@mlined, user-friendly interface to
facilitate rapid access to the features peoplenss, such as delivering a bolus, viewing insulirbeard, viewing insulin cartridge volume ¢
monitoring current pump status and settings. Therfiace also includes an options menu that provigiésk and intuitive navigation to key
insulin management features, pump settings, cgerdading and use history. t:slim also feature®me Screen button that immediately
returns the user to the Home Screen where impaatamtnistrative features are displayed, includimg d¢urrent battery charge level, a time anc
date display and an LED indicator for alerts, akand reminders.

t:slim enables the creation of six customizablespeal profiles, each supporting up to 16 timedlinsielivery settings. This feature
allows users to manage their day-to-day insulimapy with less effort and interruption. Users carckly and easily adjust insulin settings
based on a number of key factors, including basal correction factor, carbohydrates to insultrorand target blood glucose levels.

The other key components of the t:slim Insulin Bedy System are the disposable cartridge and stamofaision set. The cartridge
features our proprietary Micro-Delivery Technolagyd miniaturized pumping
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mechanism and has a capacity of 300 units of indhét is typically replaced by a user every thdags. We designed t:slim with a standard
Luer Lock connector to accommodate flexibility imser’s infusion set choice, thereby enabling #taof options in cannula materials,
adhesive materials, insertion angles and insetéionniques.

We also designed t:slim to support a broad rangeoéssories allowing users to customize theirogeta their individual lifestyle and
sense of style. We offer a full set of accessdndacrease user flexibility and willingness to @s® carry their insulin pump. These access:
include different color casings, belt clips, leatbases and convenient portable power adapters.

t:slim Accessories

t:connect Diabetes Management Application

We commercially introduced our complementary pradiaconnect Diabetes Management Application, @orinect, in the first quarter of
2013. t:connect is a PC- and Mac-compatible, cloasked data management application that provides,ubeir caregivers and their healthc
providers a fast, easy and visual way to displayapy management data from the pump and suppdded glucose meters. This application
empowers people with diabetes, as well as theithezae providers, to easily and quickly identifeamingful insights and trends, allowing
them to refine therapy and lifestyle choices fatdremanagement of their diabetes. We also belieaet:connect can serve as a key compa
of mobile health applications that we may deciddawgelop in the future.
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We developed t:connect to be intuitive, with themeaconsumer-focused approach utilized in the dewvedmt of t:slim. It features built- smari
logic that manages duplicate blood glucose readings a user’'s pump and blood glucose meter torensport accuracy. t:connect also can
generate color-coded graphs and interactive, rdirttensional reports that make it easy to identigrapy management trends, problems and
successes. There are six different report optiookjding a dashboard, therapy timeline, blood gagctrends, activity summary, notes and
logbook and pump settings. While t:slim holds théadyenerated over a period of up to 90 days, anser uploads to t:connect their therapy
management information is retained for as londhag tetain an account. t:connect maintains thedsigstandards of patient data privacy and i
hosted on secure, Health Insurance PortabilityAaabuntability Act of 1996, or HIPAA, compliant sers.
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t:connect Diabetes Management Application

Products in Developmer

We intend to leverage our consumer-focused appraadiproprietary technology platform to continugléwelop products targeted at all
segments of the insulin-dependent diabetes market.

t:flex Insulin Pump

The t:flex Insulin Pump, or t:flex, is designed fodividuals who require more than 300 units olilisover a typical three day cycle,
which will make it the largest reservoir size cathg available. t:flex incorporates the same prdguatform, technology and user interface as
t:slim, but will offer a 480 unit cartridge. Utiliag this larger cartridge, people who require laglgees of insulin, such as teenage boys with
1 diabetes and people with type 2 diabetes, wikire the advantages associated with insulin pimagpy without having to replace
disposable insulin cartridges as frequently as theyld with a 300 unit cartridge.

In our market research, two-thirds of endocrinddtgcited limited volume capacity as the numberlmneier to pump adoption for their
patients with type 1 diabetes who require largeed@s insulin, or people with type 2 diabetes wiguire insulin. We believe that offering a
480 unit cartridge will address the typical insulieéeds of a person with type 2 diabetes who idimsi@pendent. Our research has also showr
that the appearance of traditional pumps is anatétrrent to pump adoption. The t:flex cartridggerds out slightly on one side to
accommodate the extra volume while maintainingfthe other benefits of t:slim, including its slaend sleek appearance. As a result, we
believe t:flex provides us with an opportunity tgpand the current insulin pump market.

Based on feedback from our previous discussions thié& FDA, we currently intend to file a 510(k) suibsion for t:flex in mid 2014.
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t:sensor Insulin Pump and CGM System

We have entered into a development and commeraiaiz agreement with DexCom, Inc., or DexCom, wigobvides us a non-
exclusive license to integrate our product platfevith the DexCom G4 PLATINUM Continuous Glucose Nton t:sensor Insulin Pump with
an integrated CGM System, or t:sensor, will incogpe the same pump technology and user interfatslias. We intend to market the t:sen
product under the t:slim G4 brand name. It will\pde the added convenience of allowing CGM inforigrato be displayed on the pump,
eliminating the need to carry an additional devigased on this information, users will be abletibze the pump to take direct action with tt
insulin pump therapy. In addition, we intend to afedt:connect in order to display the additionalNC@ata that is collected on the pump and
for other functionality associated with t:sensor.

CGM is a therapy used in conjunction with bloodogise testing, and will provide users with real-tiaceess to their glucose levels as
well as trend information. Close Concerns estimtitas5% to 10% of people with type 1 diabetes@&&. We believe the DexCom G4
PLATINUM, which is not currently commercially avable integrated with an insulin pump in the Uni&tdtes, is the most accurate and easy
to-use CGM technology on the market. We believe @@M utilization will be significantly increased/ ffering an accurate CGM sensor in
combination with an innovative and consumer-focusedlin pump, such as t:slim.

We held a pre-submission discussion with the FD&anfourth quarter of 2013. Based on feedback filuimsdiscussion, we anticipate
submitting a pre-market approval, or PMA applicatfor t:sensor with the FDA in the second quarfe2@i4. We expect the application will
reference the PMA-approved DexCom G4 PLATINUM amel 510(k)-cleared t:slim, and provide informatiegarding the safety and
effectiveness of t:sensor. The PMA application @ilo include t:connect, which will allow usersview data retrieved from the t:sensor on the
user’'s computer.

t:sport Insulin Delivery System

The t:sport Insulin Delivery System, or t:sport|lwitilize our platform technology to create a puthpt is smaller than t:slim. t:sport is
being designed for people who seek even greateratisn and flexibility with the use of their ingulpump. We anticipate it will include a
wireless, touchscreen controller and a small, wiateof insulin pump. We also anticipate that thatooller, such as a mobile device, will
communicate wirelessly to the pump, and potentiabeive and display CGM information.

t:dual Infusion System

In January 2013, we announced a strategic reldtipngith Juvenile Diabetes Research Foundation @0R develop the t:dual Infusion
System, or t:dual, which is being designed to bestof-its-kind, dual-chamber infusion pump féretmanagement of diabetes. The
collaboration agreement with JDRF is designed telecate the development of a fully automatedieidif pancreas system that has the
capability of delivering other hormone therapiesdmjunction with insulin. We believe that our umégMicro-Delivery Technology is
particularly well suited for providing two-hormottteerapy in a compact and sleek design, and that@sy-to-use touchscreen and software
architecture are customizable for the needs of-theabpy regimens.

Current insulin pumps only offer one hormone, witile human pancreas produces several hormoneslitioado insulin. We believe
that an infusion pump that is capable of simultaisodelivering two or more natural or synthetierones will be an important step forward
in the development of an artificial pancreas syst#dRF is supporting a portion of the developmests through performandssed milestor
funding to complete the development, testing andufecturing of t:dual.
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Sales and Marketing
Our sales and marketing objectives are to:

* generate demand and acceptance for t:slimwndef products developed with our technology ptatfamong people with insulin-
dependent diabetes; a

» promote advocacy and support for healthcare prosi

As of December 31, 2013, we had a sales, clinicdlraarketing team of approximately 100 employeegxeSJanuary 2014 we have
continued to further expand our sales, clinical aradtketing organization and anticipate scalingdiganization to 60 territories by the end of
the second quarter of 2014. Each territory within gales organization consists of a territory manaad a clinical diabetes specialist who as
team call on endocrinologists, primary care physisj certified diabetes educators and potentidbmess. Based on historical sales force
performance, we expect most of the new territorpagers to reach their steady state level of sadsnmance within nine to twelve months
from their date of hire. Our sales team is augntehteindividuals in our customer sales support nizgtion who follow up on leads generated
through promotional activities and educate peopl¢éhe benefits of our proprietary technology anodpicts. As t:slim market penetration
continues to build momentum, we expect to furthgramd our sales and marketing infrastructure inlthi¢ed States and may evaluate
international commercialization opportunities.

In addition, as of December 31, 2013, we had exgcagreements with 32 independent distributorstiyear ended December 31,
2013, Edgepark Medical Supplies, Inc. and CCS M#dinc., both independent distributors, accourfibed.6.1% and 13.6% of our sales,
respectively. For 2012, Edgepark Medical Supplies, accounted for 19.3% of our sales and Solardidéé Supplies Inc., an independent
distributor, accounted for 15.7% of our sales. Noheur independent distributors has been requesll our products exclusively and eacl
them may freely sell the products of our competit@ur distributor agreements generally have olae iniial terms with automatic one-year
renewal terms, and are terminable in connectioh wiparty’s material breach.

Healthcare provider focused initiativesiealthcare providers are a critical resource ipihgl patients understand and select their dial
therapy options. Each of our territories is suppaity a clinical diabetes specialist who is a fiedidiabetes educator and holds either a
registered nurse or registered dietician license.dDnical diabetes specialists support and e@dubatlthcare providers on our products and
proprietary technology, certify healthcare provaltr train people to use our products and supportestomers with initial training following
the purchase of our products.

In addition to calling on healthcare providersheit offices, some of our recent marketing initiesi include:

* presentations and product demonstrations at,loegional, and national tradeshows, includingefican Diabetes Association
Scientific Sessions and the American AssociatioRiabetes Educators Annual Meeting; ¢

» our Demonstration Unit Program, through whiah pvovide healthcare professionals with a t:slimpiamp demonstrations to their
patients.

Consumer-focused initiativedVe sell t:slim directly to consumers through redésifrom healthcare providers and through leads
generated through our promotional activities. Oteal-to-consumer marketing efforts focus on positig t:slim as an innovative, consumer-
focused insulin pump with a unique Micro-Delivergchnology, slim touchscreen design and intuitiver irsterface. Some of our recent
consumer-focused marketing initiatives include:

e participation at consumer-focused regional eliab conferences and events including the JDRFaRdgs8ummit, the American
Diabetes Association Expo, Children With Diabetasrkes for Life Conference and Taking Control OfuY @iabetes, or TCOYD,
Conference
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* redesign of our website and utilization of sbonedia, online video modules and consumer-focasedsletters to drive online
awareness and expand web prese

» corporate sponsorships of organizations focesepeople with diabetes, including TCOYD, Insudigpendence and Diabetes
Education & Camping Association; a

» community diabetes fundraising and awareness e\

Branding. We developed our comprehensive branding strategpgage consumers and communicate our identitynasdarn and
progressive company that works “in tandenith the diabetes community, healthcare provideus,employees and business partners. We
to embody this through our product offerings, mérgefforts and interactions throughout our bus&eur product names are family brande
using a “t:;” to create uniformity and help consumeuickly identify our products. Our “touch simpti¢ marketing campaign highlights the
slim touchscreen design and easy-to-navigate softv@ur other product packaging, website, advedisind promotional materials are a
reflection of our consumer-focused approach anderrodtyle. We value having clear, friendly and hdlpommunications throughout our
business.

Training and Customer Care

Given the chronic nature of diabetes, and the pialncomplicated dynamic of health insurance cage, training and customer care is
important for developing long-term relationshipshwour customers. Our customer care infrastruatarnsists of individuals focused on
training, technical services and insurance vetiiica We believe our consumer-focused approachlesais to develop a personal relationship
with the customer, or potential customer, beginnisitly the process of evaluating our products, thavigating insurance coverage and
extending to our provision of training and ongogupport. Providing reliable and effective ongoimngtomer support reduces anxiety, imprc
our customers’ overall experiences with our proslaetd helps reinforce our positive reputation endlabetes community. In order to provide
complete training and customer care solutions,everage the expertise of our clinical diabetesiafists who provide one-oane training, an
we offer ongoing complementary technical serviessyell as ongoing support with insurance veriiarat

Training. Our research has shown that it can take severalfday user to competently learn how to use attoaal pump, leading to
frustration, frequent mistakes and additional iraineach of which may ultimately discourage admptiAs a result, we believe that healthcare
providers may be less likely to recommend pumpaieto potential candidates.

With t:slim’s intuitive user interface, we belietaealthcare providers will be able to train peoplese our pump more efficiently and
effectively and have a higher degree of confidehet users can successfully operate it, includisigr’'s more advanced features. In addition,
the intuitive nature of t:slim likely will allow tedthcare providers to spend less time teachingsopehow to use their pump and more time
helping to improve the management of their diabéthis ease of training may also help users fesl istimidated and fearful of pump thera
leading to increased adoption and market expansion.

We tailor our training efforts for insulin pump usend healthcare providers. In some cases, aucalitraining managers may certify
clinic-based healthcare providers to train thetiquas on t:slim. In other cases, a member of dinical team will conduct t:slim training one-
on-one with the customer. We have also establishsetwork of independent, licensed certified diab&ducators who have been certified to
train on t:slim and will conduct customer trainiog our behalf.

Technical ServicesWe believe that a difficult-to-use pump will resitusers making more frequent calls to the pumpufecturer or
their healthcare provider for support in using deeice. This can be frustrating for the customet ewstly for the pump manufacturer as we
for the healthcare provider. We expect the inteitiature of t:slim to result in fewer calls frometsrequesting support from our technical
services team or their healthcare provider.
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Our customer-focused technical services team pesvédipport seven days a week, 24 hours a day leeng questions, trouble-
shooting and addressing issues or concerns. islmvered by a four-year warranty that includesZthour product replacement program
through which our technical services team membanspcovide a customer with a replacement devickimR24 hours to minimize the
interruption to their therapy.

Insurance Verification.Our insurance verification team provides suppofidip customers, and potential customers, undetkeair
insurance benefits. We work with the customer dedt thealthcare provider to collect informationuiggqd by the insurance provider and to
determine their insurance benefit coverage fopwaducts and notify them of their benefit.

Following communication of a person’s estimatedéficial responsibility, final confirmation of thelesire to purchase the device and
method of fulfillment, the customer’s order is typily shipped to their home. The initial order getig contains t:slim as well as a 90-day
supply of infusion sets and cartridges. A membeahefteam then contacts the customer prior to rildeoé their 90-day supply to re-verify their
insurance benefits and assist in reordering sugpplie

Third-Party Reimbursement

Customer orders are typically fulfilled by billingird-party payors on behalf of our customers,yutilizing our network of distributors
who then bill third-party payors on our customdrshalf. Our fulfillment and reimbursement systemesfally integrated such that our products
are shipped only after receipt of a valid physitgawder and verification of current health inswarinformation.

We are accredited by the Community Health AccréiditaProgram and are an approved Medicare provider.products are described
existing Healthcare Common Procedure Coding Systaes for which Medicare reimbursement is wellld&hed. Over the last ten years,
Medicare reimbursement rates for insulin pumpsdisposable cartridges have remained relatively angid. In fact, in recent years,
Medicare has revised the relevant fee scheduleskight increases to the reimbursement codes #stribe our products. However, Medicare
has also recently begun to review its reimbursemeattices for diabetes-related products. Medizapemented a competitive bidding
process for blood glucose strip reimbursement, whésulted in a significant reduction in the reimgmment rate for those products. More
recently, Medicare has also initiated a competitiidgling process for insulin pumps in limited gesqgties. As a result, there is some
uncertainty as to the future Medicare reimbursemaetfor our current and future products.

As of December 31, 2013, we had entered into comiaderontracts with 56 national and regional thpakty payors to establish
reimbursement for t:slim, its disposable cartridged other related supplies. We employ a team ofaged care managers who are responsib
for negotiating and securing contracts with thiadtp payors throughout the United States. For #a ¥nded December 31, 2013,
approximately 22% of our sales were generated girawr direct third-party payor contracts.

If we are not contracted with a person’s third-parayor and in-network status cannot be otherwigained, then to the extent possible
we utilize distribution channels so our customersiers can be serviced. As of December 31, 2013ade=xecuted distributor agreements
with 32 distributors. In some cases, but not hls hetwork of distributors allows us to accesspgheavho are covered by commercial payors
with whom we are not contracted, at in-networksdbteat are generally more affordable for our cusiem

Manufacturing and Quality Assurance

We currently manufacture our products at our headgts in San Diego, California. By locating ourmaacturing operations near our
other business functions we believe we have siganfly enhanced our ability to monitor and managrenoanufacturing and to adjust
manufacturing operations quickly in response tolginess needs.
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We utilize a semi-automated manufacturing processtir pump products and a fullyytomated manufacturing process for our dispo
cartridges. The pump production line requires 12uf@cturing assemblers and limited support staffitothe line and reaches a maximum
output of approximately 20,000 pumps per year simgle shift. t:slim cartridges are manufacturechorautomated production line that
requires 12 to 20 manufacturing operators and dichgupport staff and reaches a maximum output moapmately 1,000,000 cartridges per
year on a single shif

The cartridge automation equipment was designegéoate at capacity. As such, the line was congltiuia several modular sections t
perform different aspects of the assembly. Thimjgortant because at any given time, maintenameeice or inspection can be performed on
any one section independent of the rest of the Tihe manufacturing process may then continue emumpted while the assembly step is
performed manually until the automation sectiobdsk on-line.

With our existing pump and cartridge productiorenwe have the capacity to significantly increasemanufacturing output. We can
replicate these production lines within our curragility to further increase our manufacturing aeity and we currently intend to install
additional equipment for the automated manufactuofour disposable cartridges over the next sigighteen months. Due to shared product
design features, our production system is eas#ytable to new products. We intend to reduce ooyt cost and drive operational
efficiencies by leveraging this scalable, flexiblanufacturing infrastructure.

Outside suppliers are the source for most of tmepmments and some sub-assemblies in the produaftiosiim. Any sole and single
source supplier is managed through our supplierag@ment program that is focused on reducing sugmdin risk. Key aspects of this progr
include managing component inventory in house arnleasupplier, contractual requirements for lasetbuy opportunities and second
sourcing approaches for specific suppliers. Tybjcalur outside vendors produce the componentsitgpecifications and in many instance
our designs. Our suppliers are audited periodidallpur quality department to ensure conformityhwiite specifications, policies and
procedures for our devices. Members of our qualyartment also inspect our devices at various stepng the manufacturing cycle to
facilitate compliance with our devices’ stringepesifications.

We have received certification from BSI Group, aified Body to the International Standards Orgatigg or ISO, of our quality
system. This ISO 13485 certification includes designtrol requirements. Certain processes utilingtle manufacturing and testing of our
devices have been verified and validated as redjbyehe FDA and other regulatory bodies. As a emdievice manufacturer, our
manufacturing facility and the facilities of ouestization and other critical suppliers are subgecperiodic inspection by the FDA and certain
corresponding state agencies.

Research and Development

Our research and development team includes empayke specialize in software engineering, mechaeitgineering, electrical
engineering, fluid dynamics and graphical usenfate design, many of whom have considerable expeeiin diabetes-related products. Our
research and development team focuses on the sonSrimprovement and support of current produaroffjs, as well as our products in
development.

We have entered into a development and commeraiaiz agreement with DexCom, which provides usm@a@xclusive license to
integrate the DexCom G4 PLATINUM with t:sensor digrihe term of the agreement. The license coverdtiited States, and such other
territories as may be added from time to time. \&iel pexCom $1.0 million at the commencement ofdbiéaboration, and will make two
additional $1.0 million payments upon the achievenaé certain development milestones. We have ai@pay DexCom a royalty payment
in the amount of $100 for each integrated systeloh galditionally, we will reimburse DexCom up to $1million of its development costs and
are responsible for our own development costs apdreses. Our agreement with DexCom runs until Fafrii, 2015, with automatic onear
renewals. Prior to the commercial
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launch of t:sensor, either party may terminateatipeeement without cause provided that the partyasting the termination must reimburse the
other party for up to $1.0 million of previouslycimred development expenses. Following the commldazinch of t:sensor, either party may
terminate the agreement without cause upon 18 ragtbr notice. In addition, in the event of a cpaf control of either party, the other
party may unilaterally elect to terminate the agrest at any time, subject to limited ongoing oliigas.

We have also entered into a research, development@nmercialization agreement with JDRF to develgual drug infusion pump
designed to deliver both insulin and a second haarar drug. Under this agreement, JDRF will provigiearch funding of up to $3.0 million
payable upon reaching certain performance-baseasstoites. Through December 31, 2013, we have raeteit@al of $0.7 million from JDRF
under this agreement. Under the terms of the agreewe have agreed to pay JDRF a royalty calailasea percentage of each dual drug
infusion pump we sell until JDRF has received riyyphyments equal to three times the amount ofifgnthat we receive from JDRF under
this agreement. Thereafter, no royalty paymentshgildue under the agreement. The agreement raih®unreceipt of the final milestone
payment, which is anticipated to be in 2015. Eifbemty may terminate the agreement without caus@yatime upon 90 days prior notice,
provided that if we terminate the agreement withzautse prior to 2017, then we may be required yoJpiRF two times the amount we have
received from JDRF prior to such termination, anslé terminate the agreement without cause aftgrdhte we may be required to pay JDRF
three times the amount we have received from JI2RF.intellectual property developed by either partyhe performance of this agreement
will be owned or exclusively licensed by us.

In addition to our product development efforts, ale have collaborated with leading researchefiacdities such as the University of
Virginia, Boston University, Massachusetts Genelagpital and Stanford University to advance develept of a fully automated artificial
pancreas solution. An artificial pancreas systeanigxternal device, or combination of devicesrded to aid a person with insuliependen
diabetes by automatically testing and controllingitt blood glucose through the administration gilin by itself or in combination with a
second hormone. We believe an artificial pancraasbe achieved by combining an insulin pump an@&8Cwith sophisticated computer
software that allows the two devices to automdticadmmunicate to determine and provide the righbant of insulin, or insulin plus another
hormone, at the correct time.

Intellectual Property

We have made protection of our intellectual proparstrategic priority. We rely on a combinationcopyright, patent, trademark, trade
secret and other intellectual property laws, na@eldisure agreements and other measures to proteptaprietary rights.

As of December 31, 2013, our patent portfolio cstesl of approximately 20 issued U.S. patents angeb8ing U.S. patent applications.
Of these, our issued U.S. patents expire betweprogimately 2021 and 2031. We are also seekingnpatetection for our proprietary
technology in other countries throughout the wadaddition, we have licensed 31 other U.S. patant patent applications owned by Smith
Medical ASD, Inc., or Smiths Medical, under thertierof an agreement described below. We also haxamgeending U.S. trademark
applications and seven pending foreign trademapkicgiions, as well as 13 trademark registratiomsuding four U.S. trademark registrations
and nine foreign trademark registrations.

In July 2012, we entered into an agreement withtisyiVliedical pursuant to which we were granted,ufhocertain assignments and
certain non-exclusive and exclusive, worldwidelyfplaid-up, royalty-free licenses, certain righdgpatents and patent applications related to
ambulatory infusion pumps and related softwareanussories for the treatment of diabetes. We dgoegay $5.0 million in license fees and
to share equally any associated sublicense revemiesay receive. As of December 31, 2013, we hatl$&0 million of such license fees ¢
have not entered into any sublicense agreements.
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Our development and commercialization agreemerit BxCom provides us with a non-exclusive licemsmtegrate the DexCom G4
PLATINUM into t:sensor. For additional informatiosee “—Research and Development.”

Competition

The medical device industry is intensely competitisubject to rapid change and highly sensitiibédantroduction of new products or
other market activities of industry participantse Wbmpete with a number of companies that manufaatsulin delivery devices, such as
Medtronic MiniMed, a division of Medtronic, Inc.,Mmas Corporation, a division of Johnson & John&wche Diagnostics, a division of F.
Hoffman-La Roche Ltd., and Insulet Corporation.

Many of our competitors are either publicly tradenpanies or divisions or subsidiaries of publichded companies with significantly
more market share and resources than we have. Mahgse companies have several competitive adgastaver us, including greater
financial resources for sales and marketing andybdevelopment, established relationships witiitheare providers and third-party payors
and larger and more established distribution ndta«dn some instances, our competitors also offedyrcts that include features that we do
currently offer. For instance, Insulet offers asulin pump with a tubeless delivery system thaisduat utilize an infusion set, and Medtronic
currently offers a traditional insulin pump thainsegrated with a CGM system and a recently apgildtireshold suspend feature.

In addition, we face competition from a number @fpanies, medical researchers and existing pharrtiagecompanies that are
pursuing new delivery devices, delivery technolegsensing technologies, procedures, drugs and thtr@peutics for the monitoring,
treatment and prevention of diabetes.

Government Regulation

Our products are medical devices subject to exterrgigulation by the FDA, corresponding state raguy authorities and, if we
commence international sales, other regulatorydsouii other countries. The Federal Food, Drug asgh@tic Act, or FDCA, and the FDA’s
implementing regulations govern:

» product design and developme

» pre-clinical and clinical testing

» establishment registration and product listi

e product manufacturing

» labeling and storag:

» pre-market clearance or approval; advertising and ptmmng
» product sales and distributic

» recalls and field safety corrective actions; .

e servicing and po-market surveillance

FDA's Pre-Market Clearance and Approval Requirementnless an exemption applies, each new or signifigamodified medical
device we seek to commercially distribute in thetébh States will require either a pre-market noéfion under Section 510(k) of the FDCA,
also referred to as a 510(k) clearance, or appifoval the FDA through the PMA process. Both the(&1@learance and PMA processes ca
expensive, lengthy and require payment of significesser fees, unless an exemption is available.

The FDA classifies medical devices into one of ¢htkasses. Devices requiring fewer controls bectieseare deemed to pose lower risk
are placed in Class | or Il. Class | devices atgesit to general controls such as
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labeling, pre-market notification and adherenctheoFDA’s Quality System Regulation, or QSR, whidver manufacturers’ methods and
documentation of the design, testing, productiemtiol quality assurance, labeling, packaging,ilgation, storage and shipping of products.
Class Il devices are subject to special contrath &5 performance standards, post-market surved|dDA guidelines, or particularized
labeling, as well as general controls. Some ClasglIClass Il devices are exempted by regulatiom the 510(k) clearance requirement, and
the requirement of compliance with substantiallyofthe QSR. t:slim and t:connect received FDAactace as Class Il devices, and we
anticipate t:flex will also be considered a Cldssevice. A PMA application is required for deviasemed by the FDA to pose the greatest
risk, such as life-sustaining, life-supporting ertain implantable devices, or those that are Sutistantially equivalent” either to a device
previously cleared through the 510(k) process ar ‘tpreamendment” Class Ill device in commerciatrithution before May 28, 1976 when
PMA applications were not required. t:sensor iseexpd to be considered a Class Il device thatiresja PMA application.

We obtained 510(k) clearance for t:slim, in Novem®@11. t:slim is one of the first insulin pumpsb® cleared under the FDA's Infusion
Pump Improvement Initiative. Infusion pumps are ofthe most commonly recalled categories of mddiesices, often as a result of
deficiencies in device design and engineering. Mhesion Pump Improvement Initiative is intendedrtgorove the current pre-market and
post-market regulatory processes and requiremsestxited with infusion pumps and other home usticakdevices. As part of this effort,
the FDA is reviewing the adverse event reporting @atall processes for insulin pumps.

We obtained 510(k) clearance for t:connect in Fatyr2013.

We held discussions with the FDA in the second iguarf 2013 regarding the appropriate regulatontedor obtaining clearance for
t:flex, and accordingly, we currently intend tcefé 510(k) submission for this device in mid 2014.

We held discussions with the FDA in the fourth deiaof 2013 regarding the appropriate regulatoguirements for obtaining approval
for t:sensor. Based on these discussions, we patéefiling a PMA application with the FDA for thilevice that will reference the PMA
approved DexCom G4 PLATINUM and our 510(k) clearrstim during the second quarter of 2014. The PMA also need to incorporate
support for the additional functionality of t:cormtéo support t:sensor. The application will pravitew information on how these devices
interface with each other, and with t:connect, ali @s human factors testing completed on the C&dlaly screens. A PMA application must
be supported by valid scientific evidence thatagfly includes extensive technical, pre-clinicdihical, manufacturing and labeling data, to
demonstrate to the FDA'’s satisfaction the safety efficacy of the device. A PMA application also shinclude a complete description of the
device and its components, a detailed descriptidgheomethods, facilities and controls used to nfacture the device, and proposed labeling.
After a PMA application is submitted and found ®dufficiently complete, the FDA begins an in-demhiew of the submitted information.
During this review period, the FDA may request &ddal information or clarification of informatioalready provided. Also during the review
period, an advisory panel of experts from outsideRDA may be convened to review and evaluate fipcation and provide
recommendations to the FDA. In addition, the FDAeyally will conduct a pre-approval inspection loé tmanufacturing facility to evaluate
compliance with QSR, which requires manufactureiisiplement and follow design, testing, controlcgimentation and other quality
assurance procedures.

FDA review of a PMA application generally takesveeén one and three years, but may take significéomiger. The FDA can delay,
limit or deny approval of a PMA application for mareasons, including:

* systems may not be safe or effective to the ’s satisfaction
« the data from prclinical studies and clinical trials may be insaiint to support approve
» the manufacturing process or facilities may not tna@plicable requirements; a

» changes in FDA approval policies or adoption of megulations may require additional de
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If an FDA evaluation of a PMA application is favbte, the FDA will either issue an approval letrapprovable letter, which usually
contains a number of conditions that must be metdier to secure final approval of the PMA. Whed #rithose conditions have been fulfilled
to the satisfaction of the FDA, the agency willisss PMA approval letter authorizing commercial ke#éing of a device, subject to the
conditions of approval and the limitations estdl#is in the approval letter. If the FDA's evaluatmfra PMA application or manufacturing
facilities is not favorable, the FDA will deny appal of the PMA or issue a not approvable lettdre FDA also may determine that additional
tests or clinical trials are necessary, in whickecthe PMA approval may be delayed for several hwoot years while the trials are conducted
and data is submitted in an amendment to the PNW&.AMA process can be expensive, uncertain andhigagd a number of devices for
which FDA approval has been sought by other congzanave never been approved by the FDA for maidketin

New PMA applications or PMA supplements may be iregufor modifications to the manufacturing procdabeling, device
specifications, materials or design of a devicé ltas been approved through the PMA process. PNdpalsments often require submission of
the same type of information as an initial PMA égggion, except that the supplement is limitednfeimation needed to support any changes
from the device covered by the approved PMA appbticaand may or may not require as extensive teetmir clinical data or the convening
an advisory panel.

Clinical trials are typically required to supporPMA application and are sometimes required fot@(k) clearance. These trials gener
require submission of an application for an ingetional device exemption, or IDE, to the FDA. TB& application must be supported by
appropriate data, such as animal and laboratotindgeiesults, showing that it is safe to test theide in humans and that the testing protocol i
scientifically sound. The IDE application must ppeoved in advance by the FDA for a specified nundigatients, unless the product is
deemed a non-significant risk device and eligibleabbreviated IDE requirements. Generally, clinidals for a significant risk device may
begin once the IDE application is approved by tBé&fnd the study protocol and informed consentaggroved by appropriate institutional
review boards at the clinical trial sites. The FBApproval of an IDE allows clinical testing tofgoward, but it does not bind the FDA to
accept the results of the trial as sufficient toverthe product’s safety and efficacy, even ifttied meets its intended success criteria. All
clinical trials must be conducted in accordancénhte FDA's IDE regulations that govern investigatl device labeling, prohibit promotion,
and specify an array of recordkeeping, reporting) monitoring responsibilities of study sponsors andly investigators. Clinical trials must
further comply with the FD/AS regulations for institutional review board appband for informed consent and other human sulpjextections
Required records and reports are subject to ingpeloy the FDA. The results of clinical testing niag/ unfavorable or, even if the intended
safety and efficacy success criteria are achievay, not be considered sufficient for the FDA torgrapproval or clearance of a product. The
commencement or completion of any clinical trialynb@ delayed or halted, or be inadequate to supgpmroval of a PMA application, for
numerous reasons, including, but not limited te, fiillowing:

» the FDA or other regulatory authorities do not &wera clinical trial protocol or a clinical triadr place a clinical trial on hol
» patients do not enroll in clinical trials at theée@xpected

e patients do not comply with trial protoco

» patient follow-up is not at the rate expectt

e patients experience adverse side effe

» patients die during a clinical trial, even thoubhkit death may not be related to the productsatepart of our trial

» institutional review boards and th-party clinical investigators may delay or reject thal protocol;

« thirdyparty clinical investigators decline to particip@ien trial or do not perform a trial on the anpated schedule or consistent v
the clinical trial protocol, good clinical practi&er other FDA requirement
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* we or third-party organizations do not perfatata collection, monitoring and analysis in a tiynel accurate manner or consistent
with the clinical trial protocol or investigationaf statistical plans

» third-party clinical investigators have signdnt financial interests related to us or our stilndy the FDA deems to make the study
results unreliable, or the company or investigataiigo disclose such interes

» regulatory inspections of our clinical trialsmanufacturing facilities, which may, among ottténgs, require us to undertake
corrective action or suspend or terminate our cdihirials;

« changes in governmental regulations or administattions
» the interim or final results of the clinical triate inconclusive or unfavorable as to safety acaffy; anc

« the FDA concludes that our trial design is inadégt@a demonstrate safety and effica

Other Regulatory Requirement&ven after a device receives clearance or appeowdis placed in commercial distribution, numerous
regulatory requirements apply. These include:

» establishment registration and device listi

* QSR, which requires manufacturers, includirigithbarty manufacturers, to follow stringent desitgsting, production, control,
supplier/contractor selection, complaint handlidggumentation and other quality assurance procedlineng all aspects of the
manufacturing proces

» labeling regulations that prohibit the promatiaf products for uncleared, unapproved or “offdBiluses, and impose other
restrictions on labeling, advertising and promat

* MDR regulations, which require that manufactsneport to the FDA if their device may have calusecontributed to a death or
serious injury or malfunctioned in a way that wolike&tly cause or contribute to a death or seriojgry if the malfunction were to
recur,;

» voluntary and mandatory device recalls to addresslpms when a device is defective and could bskao health; an

» corrections and removals reporting regulatievtich require that manufacturers report to the Highd corrections and product
recalls or removals if undertaken to reduce ataghealth posed by the device or to remedy a viatf the FDCA that may
present a risk to healt

Also, the FDA may require us to conduct post-maskeveillance studies or establish and maintaiystesn for tracking our products
through the chain of distribution to the patientdle The FDA and the Food and Drug Branch of thif@aia Department of Health Services
enforce regulatory requirements by conducting plitijcunannounced inspections and market surve#laimspections may include the
manufacturing facilities of our subcontractors.

In January 2014 we implemented a voluntary redadktect lots of cartridges used with the t:slirattthay be at risk of leaking. A
cartridge leak could potentially result in the dety of too much or too little insulin, which coulelad to unexpected high or low blood glucose
levels. Too much insulin can result in severe Id@od sugar, or hypoglycemia, and too little inswan lead to severe high blood sugar, or
hyperglycemia, both of which can lead to serioggrinor death. We notified the FDA of the recalbdggromptly notified our customers and ¢
of our independent distributors that may have rekaffected cartridges. The cause of the recalidentified during the Company’s internal
product testing and related to a certain piecegafgment used to test cartridges after they areufagtured. We believe that we have modified
our cartridge testing process to prevent this i$sara occurring in the future.

Of the lots that were recalled, an aggregate of@apmately 13,000 boxes were shipped to customedsstributors. We are replacing a
affected cartridges at no additional charge. Thidagbruary 28, 2014 we
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have replaced approximately 6,000 boxes of affectetfidges. We are uncertain whether additionakbmf the affected lots will be returned
in the future. In addition, we have removed addiiomaterial that was in our internal inventoryha time of the recall, including finished
goods and work in process, that we determined waseilable and have segregated it in a differecation.

In general, failure to comply with applicable regfolry requirements can result in enforcement astignthe FDA and other regulatory
agencies. These may include any of the followingc8ans or consequences:

e warning letters or untitled letters that requirereotive action

» fines and civil penalties

* unanticipated expenditure

» delays in approving or refusal to approve futumedpicts;

» FDA refusal to issue certificates to foreign goveemts needed to export products for sale in otbentries;
» suspension or withdrawal of FDA clearance or apal

» product recall or seizur

» interruption of production

e operating restrictions

e injunctions; anc

» criminal prosecutior

We and our contract manufacturers, specificatioreligpers and some suppliers of components or dewicessories, also are required to
manufacture our products in compliance with cur@@obd Manufacturing Practice, or GMP, requiremeaetsforth in the QSR. The QSR
requires a quality system for the design, manufaectpackaging, labeling, storage, installation sevicing of marketed devices, and it inclu
extensive requirements with respect to quality gangent and organization, device design, buildiegsjpment, purchase and handling of
components or services, production and processatsnpackaging and labeling controls, device eatiun, distribution, installation, complai
handling, servicing, and record keeping. The FDAleates compliance with the QSR through periodanmounced inspections that may
include the manufacturing facilities of our subcantors. If the FDA believes that we or any of oantract manufacturers or regulated
suppliers are not in compliance with these requéets) it can shut down our manufacturing operaticetsuire recall of our products, refuse to
approve new marketing applications, institute lggrateedings to detain or seize products, enjduréwiolations or assess civil and criminal
penalties against us or our officers or other eygss.

Licensure.Several states require that durable medical equigme DME, providers be licensed in order to petiducts to patients in tr
state. Some of these states require that DME peowichaintain an in-state location. Although wedaiwe are in compliance with applicable
state regulations regarding licensure requireméntse were found to be noncompliant, we could lose licensure in that state, which could
prohibit us from selling our current or future puats to patients in that state. In addition, wesargject to certain state laws regarding
professional licensure. We believe that our cedifiliabetes educators are in compliance with ah state laws. However, if we or our
educators were to be found non-compliant in a gatate, we may need to modify our approach to gingieducation, clinical support and
customer service.

Fraud and Abuse LawsThere are numerous U.S. federal and state lawaipierg to healthcare fraud and abuse, includingkacikback
laws and physician self-referral laws. Our relasioips with healthcare providers and other thirdipaiare subject to scrutiny under these laws
Violations of these laws are punishable by crimamad civil sanctions, including, in some instand@grisonment and exclusion from
participation in federal and state healthcare @, including the Medicare, Medicaid and Veterddsninistration health programs.
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Federal Anti-Kickback and Self-Referral Lawd.he Federal Anti-Kickback Statute prohibits perstsom knowingly and willfully
soliciting, receiving, offering or providing remuiagion, directly or indirectly, to induce eitheretheferral of an individual, or the furnishing,
recommending, or arranging of a good or servicewftich payment may be made under a federal heafthgrogram such as Medicare and
Medicaid. The definition of “remuneration” has bdmeoadly interpreted to include anything of valunejuding such items as gifts, discounts,
the furnishing of supplies or equipment, crediaagements, waiver of payments and providing angthirless than its fair market value. The
Department of Health and Human Services, or HHS jsgued regulations, commonly known as safe haytiwat set forth certain provisions
which, if fully met, will assure healthcare provideand other parties that they will not be proseduinder the federal Anti-Kickback Statute.
The failure of a transaction or arrangement tpri@cisely within one or more safe harbors doesiroessarily mean that it is illegal or that
prosecution will be pursued. However, conduct amsiriess arrangements that do not fully satisfy epgicable safe harbor may result in
increased scrutiny by government enforcement aitit®such as the HHS Office of Inspector General.

The penalties for violating the federal Aitiekback Statute include imprisonment for up tcefiyears, fines of up to $25,000 per viola
and possible exclusion from federal healthcare rarog such as Medicare and Medicaid. Many states adopted prohibitions similar to the
federal Anti-Kickback Statute, some of which apgdythe referral of patients for healthcare serviegémbursed by any source, not only by the
Medicare and Medicaid programs. Further, the PaReotection and Affordable Care Act, as amendethbyHealth Care and Education
Affordability Reconciliation Act, or PPACA, amenti®e intent requirement of the federal anti-kickbaokl criminal healthcare fraud statutes.
A person or entity no longer needs to have actnahkedge of this statute or specific intent to &telit. The PPACA also provides that the
government may assert that a claim including itemservices resulting from a violation of the fealeanti-kickback statute constitutes a false
or fraudulent claim for purposes of the false clastatutes.

We provide the initial training to patients neceggar appropriate use of our products either tigloour own diabetes educators or by
contracting with outside diabetes educators the¢ templeted a Tandem Pump training course. Outiadeetes educators are reimbursed for
their services at fair market value. Although wédse that these arrangements do not violate tivedlegulatory authorities may determine
otherwise, especially as enforcement of this lastdnically has been a high priority for the fedegalernment. In addition, because we may
provide some coding and billing information to phasers of our devices, and because we cannot geerdat the government will regard any
billing errors that may be made as inadvertentféderal anti-kickback legislation may be appliedis. Noncompliance with the federal anti-
kickback legislation could result in our exclusivom Medicare, Medicaid or other governmental pamgs, restrictions on our ability to opet
in certain jurisdictions, and civil and criminalrties.

Federal law also includes a provision commonly kn@s the “Stark Law,” which prohibits a physiciaarfi referring Medicare or
Medicaid patients to an entity providing “desigmabealth services,” including a company that furasdurable medical equipment, in which
the physician has an ownership or investment isterewith which the physician has entered int@@gensation arrangement. Violation of the
Stark Law could result in denial of payment, digganent of reimbursements received under a noncant@rrangement, civil penalties, and
exclusion from Medicare, Medicaid or other governtaéprograms. Although we believe that we havecstired our provider arrangements to
comply with current Stark Law requirements, thesaragements may not expressly meet the requirenfi@enépplicable exceptions from the
law.

Additionally, as some of these laws are still eridy we lack definitive guidance as to the applarabf certain key aspects of these laws
as they relate to our arrangements with providetis respect to patient training. We cannot prethietfinal form that these regulations will t
or the effect that the final regulations will hawe us. As a result, our provider and training ageanents may ultimately be found to be not in
compliance with applicable federal law.

Federal False Claims AcfThe Federal False Claims Act provides, in part, the federal government may bring a lawsuit aganyg
person whom it believes has knowingly presentedaosed to be presented, a false
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or fraudulent request for payment from the federalegnment, or who has made a false statement oraufse record to get a claim appron
In addition, amendments in 1986 to the FederaleF@laims Act have made it easier for private patiebring “qui tam” whistleblower
lawsuits against companies under the Federal RA&ms Act. Penalties include fines ranging froms8® to $11,000 for each false claim, |
three times the amount of damages that the fedexarnment sustained because of the act of thabpe@Qui tam actions have increased
significantly in recent years, causing greater neralof healthcare companies to have to defendsa &im action, pay fines or be excluded
from Medicare, Medicaid or other federal or statalthcare programs as a result of an investigatitaing out of such action. We believe that
we currently are in compliance with the federal gonment’s laws and regulations concerning thedibif reimbursement claims.

Civil Monetary Penalties LawThe Federal Civil Monetary Penalties Law prohiltits offering or transferring of remuneration to a
Medicare or Medicaid beneficiary that the persoovis or should know is likely to influence the beaiafry’s selection of a particular supplier
of Medicare or Medicaid payable items or servidésncompliance can result in civil money penaltiespto $10,000 for each wrongful act,
assessment of three times the amount claimed &brig=m or service and exclusion from the fedeealitincare programs. We believe that our
arrangements comply with the requirements of ttaeFa Civil Monetary Penalties Law.

State Fraud and Abuse Provisionblany states have also adopted some form of antbkick and anti-referral laws and a false claims
act. We believe that we are in conformance to $amis. Nevertheless, a determination of liabilitdansuch laws could result in fines and
penalties and restrictions on our ability to opeiatthese jurisdictions.

Health Insurance Portability and Accountability Aadf 1996.The Health Insurance Portability and Accountabifitst of 1996, or
HIPAA, created two new federal crimes: healthcaaeid and false statements relating to healthcateersaThe healthcare fraud statute
prohibits knowingly and willfully executing a scherto defraud any healthcare benefit program, inoty@rivate payors. A violation of this
statute is a felony and may result in fines, imgmiment or exclusion from government sponsored piogr The false statements statute
prohibits knowingly and willfully falsifying, con@ing or covering up a material fact or making amgterially false, fictitious or fraudulent
statement in connection with the delivery of or &yt for healthcare benefits, items or servicegiofation of this statute is a felony and may
result in fines or imprisonment. We believe we iarsubstantial compliance with the applicable HIPfeulations.

U.S. Foreign Corrupt Practices Acthe U.S. Foreign Corrupt Practices Act, or FCPAhjbiits U.S. corporations and their
representatives from offering, promising, autherizor making corrupt payments, gifts or transferarty foreign government official,
government staff member, political party or polilicandidate in an attempt to obtain or retainiess abroad. The scope of the FCPA would
include interactions with certain healthcare prsi@sals in many countries.

International Regulation

We may evaluate international expansion opportesith the future. International sales of medicaiaks are subject to local government
regulations, which may vary substantially from cwyno country. The time required to obtain apptaaaanother country may be longer or
shorter than that required for FDA approval, arerédquirements may differ. There is a trend towaatsnonization of quality system stand:
among the European Union, United States, Canadaaalis other industrialized countries.

The primary regulatory body in Europe is that af Buropean Union, which includes most of the magumtries in Europe. Other
countries, such as Switzerland, have voluntarilypdeld laws and regulations that mirror those offheopean Union with respect to medical
devices. The European Union has adopted numereertisies and standards regulating the design, raahwg, clinical trials, labeling and
adverse event reporting for medical devices. Devibhat comply with the requirements of a relevargative will be entitled to bear the CE
conformity marking, indicating that the device comhs to the essential requirements of the applkcabl
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directives and, accordingly, can be commercialtrdbuted throughout Europe. The method of assgssinformity varies depending on the
class of the product, but normally involves a camakibn of self-assessment by the manufacturer ahiichparty assessment by a “Notified
Body.” This third-party assessment may consisto&adit of the manufacturer’s quality system anecffjr testing of the manufacturer’s
product. An assessment by a Notified Body of onentry within the European Union is required in arfte a manufacturer to commercially
distribute the product throughout the European bnfdditional local requirements may apply on argoyrby-country basis. Outside of the
European Union, regulatory approval would neede@diught on a country-by-country basis in ordeufto market our products.

Employees

As of December 31, 2013, we had 324 full-time emeés. None of our employees are represented byeztbee bargaining agreement,
and we have never experienced any work stoppagéélieere we have good relations with our employees.

Available Information

Our website addresswvw.tandemdiabetes.cariVe post links to our website to the followingrfds as soon as reasonably practicable
after they are electronically filed with or furnesdhto the Securities and Exchange Commission,e88#C: Annual Reports on Form 10-K,
quarterly reports on Form 10-Q, current report$-orm 8K, proxy statements, and any amendments to thgeeteefiled or furnished pursua
to Section 13 or 15(d) of the Securities Exchangeoh 1934, as amended. All such filings are aldélahrough our website free of charge.
filings may also be read and copied at the SECHi®®eference Room at 100 F Street, NE, Washindd@120549. Information on the
operation of the Public Reference Room may be péthby calling the SEC at 1-800-SEC-0330. The SE€maintains an internet site at
www.sec.govthat contains reports, proxy and information staets, and other information regarding issuersfiteaelectronically with the
SEC.
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Iltem 1A. Risk Factors

An investment in our common stock involves ris@&a.should consider carefully the risks describeldwetogether with all of the other
information included in this Annual Report, as walin our other filings with the SEC, in evaluatiour business. If any of the following risks
actually occur, our business, financial conditiaperating results and future prospects could beemalty and adversely affected. In that case,
the trading price of our common stock may decling you might lose all or part of your investmertte Tisks described below are not the only
ones we face. Additional risks that we currentlyndd know about or that we currently believe tarenaterial may also impair our business,
financial condition, operating results and prosped@ertain statements below are forw-looking statements. For additional informationese
the information included under the heading “Caution Note Regarding Forward-Looking Statements.”

Risks Relating to Our Business and our Industry
We have incurred significant operating losses sirineeption and cannot assure you that we will achéeprofitability.

Since our inception in January 2006 we have incuarsignificant net loss. As of December 31, 208 had an accumulated deficit of
$169.2 million. To date, we have financed our ofjens primarily through sales of equity securiti@glebt financing with Capital Royalty
Partners, and limited sales of our products. We ltiawoted substantially all of our resources taésearch and development of our products,
the commercial launch of our products, the develapnof a sales and marketing team and the assevhblynanagement team to manage our
business.

We began commercial sales of t:slim in the thirdrtger of 2012. Beginning in the first quarter ofL30we have been able to manufacture
and sell t:slim at a cost and in volumes sufficikenallow us to achieve a positive gross margin.the year ended December 31, 2013, our
gross profit was $6.2 million. However, although ave achieved a positive gross margin, we stérafe at a substantial net loss and expect
that we will continue to do so for at least thetreeveral years.

To implement our business strategy we need to, grothrer things, grow our sales and marketing itfugsure to increase sales of our
products, fund ongoing research and developmeivitaes, expand our manufacturing capabilities, abtain regulatory clearance or approval
to commercialize our products currently under depelent. We expect our expenses to increase significas we pursue these objectives.
extent of our future operating losses and the gnahprofitability are highly uncertain, especiafiiven that we only recently began to
commercialize t:slim, which makes forecasting ales more difficult. Any additional operating losseill have an adverse effect on our
stockholders’ equity, and we cannot assure youweatill ever be able to achieve or sustain proflity.

We currently rely on sales of t:slim to generatesignificant portion of our revenue, and any factothat negatively impact sales of this
product may adversely affect our business, finaria@andition and operating results

Our primary revenue-generating commercial prodsitisiim, which we introduced to the market in thied quarter of 2012. We expect
to continue to derive a significant portion of eavenue from the sale of t:slim and pump-relatggpbes. Accordingly, our ability to generate
revenue is highly dependent on our ability to maee sell t:slim.

Sales of t:slim may be negatively impacted by mfacyors, including:

» problems arising from the expansion of our nfacturing capabilities, or destruction, loss, anp®rary shutdown of our
manufacturing facility

» changes in reimbursement rates or policies reldtirigslim or similar products or technologies hiyrd-party payors
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» our inability to enter into contracts with th-party payors on a timely basis and on acceptalest;
» claims that t:slim, or any component thereof, imfieés on patent rights or other intellectual propgghts of thirc-parties;

« the harm to our reputation or any other assedifiability or perceived risks that may arisenfrour January 2014 recall of
cartridges used with the t:slim; a

« adverse regulatory or legal actions relating tiint:er similar products or technologie

Because we currently rely on a single product teegate a significant portion of our revenue, amydes that negatively impact sales of
this product, or result in sales of this product@asing at a lower rate than expected, could adlyeaffect our business, financial condition
and operating results and negatively impact ouitgld successfully launch future products curhgninder development.

The failure of t:slim to achieve and maintain markacceptance could result in us achieving salesdvebur expectations, which would
cause our business, financial condition and operajiresults to be materially and adversely affected.

Our current business strategy is highly dependeristim achieving and maintaining market accepgame order for us to sell t:slim to
people with insulin-dependent diabetes, we mustioge them, their caregivers and healthcare praosittet it is an attractive alternative to
competitive products for the treatment of diabeteduding traditional insulin pump products and Mberapies, as well as alternative insulin
treatment methodologies. Market acceptance andtiadogf t:slim depends on educating people wittbdtas, as well as their caregivers and
healthcare providers, as to the distinct featurase-of-use, positive lifestyle impact, and oth@ceived benefits of t:slim as compared to
competitive products. If we are not successfuldnwincing existing and potential customers of thaddits of t:slim, or if we are not able to
achieve the support of caregivers and healthcanédqers for t:slim, our sales may decline or we rfalto increase our sales in line with our
forecasts.

Achieving and maintaining market acceptance oint:glould be negatively impacted by many factorsluding:

» the failure of t:slim to achieve wide accept@aenong people with insulin-dependent diabeteg, theegivers, insulin-prescribing
healthcare providers, th-party payors and key opinion leaders in the diagbgtatment communit

» lack of evidence supporting the safety, easesefor other perceived benefits of t:slim over petitive products or other currently
available insulin treatment methodologi

» perceived risks associated with the use of t:slirsimilar products or technologies genera
« the introduction of competitive products and the iaf acceptance of those products as compareslito;tand

» results of clinical studies relating to t:slim amgar competitive product:s

In addition, t:slim may be perceived by people viitbulin-dependent diabetes, their caregivers attheare providers to be more
complicated, less reliable or less effective thraditional insulin therapies, including MDI, andagpée may be unwilling to change their current
treatment regimens. These negative perceptionsm&gightened following our January 2014 recallavfridges used with the t:slim.
Moreover, we believe that healthcare providers tertok slow to change their medical treatment prastbecause of perceived liability risks
arising from the use of new products and the uaaest of third party reimbursement. Accordingly altcare providers may not recommend
t:slim until there is sufficient evidence to consénthem to alter the treatment methods they tylpicabommend, such as receiving
recommendations from prominent healthcare providerther key opinion leaders in the diabetes tneat community that our products are

effective in providing insulin therapy.
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If t:slim does not achieve and maintain widespneaaket acceptance, we may fail to achieve sales@bove our projected amounts. If
our sales do not meet projected amounts, we mhbtofaieet our strategic objectives, and our busing@sancial condition and operating results
could be materially and adversely affected.

Failure to secure or retain adequate coverage oimmbursement for t:slim and our potential future prcts by third-party payors could
adversely affect our business, financial conditiamd operating results.

We have derived nearly all of our revenue fromdalke of t:slim in the United States and expecibtatioue to do so until we are able to
commercialize our other products that are curremntiger development. A substantial portion of thecpase price of an insulin pump is
typically paid for by third-party payors, includiqgivate insurance companies, preferred providgawizations and other managed care
providers. Future sales of our current and futuoelpcts will be limited unless our customers cdn oa third-party payors to pay for all or p:
of the associated purchase cost. Access to adecmateage and reimbursement for our current anddytroducts by third-party payors is
essential to the acceptance of our products bymests.

Many third-party payors use coverage decisionspaytinent amounts determined by the Centers for Meeliand Medicaid Services, or
CMS, which administers the U.S. Medicare prograsmg@delines in setting their coverage and reimdament policies. Medicare has recently
begun to review its reimbursement practices fobetias-related products. Medicare implemented a etitiye bidding process for blood
glucose strip reimbursement, which resulted irgaiicant reduction in the reimbursement rate farse products. More recently, Medicare ha
also initiated a competitive bidding process fauilin pumps in limited geographies. As a resulty¢hs uncertainty as to the future Medicare
reimbursement rate for our products. In additibose third-party payors that do not follow the ChlBdelines may adopt different coverage
and reimbursement policies for our current andrifaroducts. It is possible that some third-pagyqgrs will not offer any coverage for our
current or future products.

We currently have contracts establishing reimbuesarfor t:slim with 56 national and regional thjpdfty payors in the United States.
While we anticipate entering into additional contsawith third-party payors, we cannot guarantes we will succeed in doing so or that the
reimbursement contracts that we are able to negatidl enable us to sell our products on a prafiébasis. In addition, contracts with third-
party payors generally can be modified or termiddig the third-party payor without cause and wittifel or no notice to us. Moreover,
compliance with the administrative procedures quiements of third-party payors may result in gielen processing approvals by those third-
party payors for customers to obtain coverage:#tint. Failure to secure or retain adequate covetageimbursement for t:slim and our future
products by third-party payors, or delays in pret®s approvals by those payors, could result indke of sales, which could have a material
adverse effect on our business, financial conditiod operating results.

Furthermore, the healthcare industry in the Un8#ates is increasingly focused on cost containmgigiovernment and private insurers
seek to control healthcare costs by imposing Iqregment rates and negotiating reduced contract veite third-party payors. If third-party
payors deny coverage or reduce their current lefgiyment, or if our production costs increasgefathan increases in reimbursement level
we may be unable to sell t:slim on a profitableidas

We operate in a very competitive industry and if faéd to compete successfully against our existiagpotential competitors, many of whom
have greater resources than we have, our sales aperating results may be negatively affected.

The medical device industry is intensely competitisubject to rapid change and highly sensitiviégntroduction of new products or
technologies, or other activities of industry papants. t:slim competes directly with a numbetraflitional insulin pumps as well as other
methods for the treatment of diabetes. Many ofexisting and potential competitors are major mddieaice companies that are either
publicly traded companies or divisions or subsidmpf publicly traded companies. For instance, ftedc MiniMed, a division of Medtronic,
Inc., has been the market leader for many yeardhasdhe majority share of the traditional insulin
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pump market in the United States. Other significastilin pump suppliers in the United States ineldédimas Corporation, a division of
Johnson & Johnson, Roche Diagnostics, a divisidh. ¢foffman-La Roche Ltd., and Insulet Corporation.

These competitors also enjoy several competitivaaihges over us, including:
» greater financial and human resources for salesrarleting, and product developme
» established relationships with healthcare providexs thir-party payors
» established reputation and name recognition ameaditicare providers and other key opinion leadethe diabetes industr
* in some cases, an established base o-time customers
» products supported by lo-term clinical data
» larger and more established distribution netwa
» greater ability to cro-sell products or provide incentives to healthcamvigders to use their products; a

e more experience in conducting research andldprent, manufacturing, clinical trials, and obtagqregulatory approval or
clearance

In some instances, our competitors also offer petedthat include features that we do not curreottfigr. For instance, Medtronic
currently offers a traditional insulin pump thairisegrated with a CGM system with a recently apprbthreshold suspend feature, and Insule
offers an insulin pump with a tubeless deliverytegsthat does not utilize an infusion set. For ¢hesd other reasons, we may not be able to
compete successfully against our current or paikfutture competitors. As a result, we may faiirteet our strategic objectives and forecastec
budget, and our business, financial condition gmetating results could be materially and adveraéfcted.

Competitive products or other technological breaktlighs for the monitoring, treatment or preventiasf diabetes or technological
developments may render our products obsolete ss idesirable.

Our ability to achieve our strategic objectiveslwépend, among other things, on our ability toelep and commercialize products for
the treatment of diabetes that offer distinct feeduare easy-to-use, receive adequate coverageiamaursement from third-party payors, and
are more appealing than available alternatives.pbiorary competitors, as well as a number of ottmenpanies, medical researchers and
existing pharmaceutical companies are pursuingdwivery devices, delivery technologies, sensimfptelogies, procedures, drugs and other
therapies for the monitoring, treatment and preeenf diabetes. Any technological breakthroughdiabetes monitoring, treatment or
prevention could reduce the potential market faimx or render t:slim obsolete altogether, whichuldosignificantly reduce our sales.

Because of the size of the insulin-dependent désheriarket, we anticipate that companies will cargito dedicate significant resources
to developing competitive products. The frequetrbitiuction by competitors of products that arelame to be superior to our products may
create market confusion that may make it diffitaltifferentiate the benefits of our products osempetitive products. In addition, the entn
multiple new products may lead some of our compettito employ pricing strategies that could adugra#ect the pricing of our products. If a
competitor develops a product that competes witls perceived to be superior to t:slim, or if a gatitor employs strategies that place
downward pressure on pricing within our industnyr sales may decline significantly or may not imsein line with our forecasts, either of
which would materially adversely affect our busméd@ancial condition and operating results.

Moreover, we have designed our products to resembbiern consumer electronic devices to addresaicexnbarrassment and
functionality concerns consumers have raised veipect to traditional pumps. The
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consumer electronics industry is itself highly catifive, and characterized by continual new prodiicbductions, rapid developments in
technology, and subjective and changing consunefegances. If, in the future, consumers ceaseetw wur products as contemporary or
convenient as compared to then-existing consuneetrehics technology, our products may becomedesgable.

If we are unable to expand our sales, marketing aclthical infrastructure, we may fail to increaseur sales to meet our forecast

Because we began commercialization of t:slim inthive quarter of 2012, we have only limited expade marketing and selling our
products as well as training new customers on #eeafi t:slim. We derive nearly all of our revenuani the sale of t:slim and pump-related
supplies and we expect that this will continuetf@ next several years unless and until we reaeiyelatory clearance or approval for other
products currently in development. As a result, fmancial condition and operating results are aiiticontinue to be highly dependent on the
ability of our sales representatives to adequatsdynote, market and sell t:slim and the abilityoaf diabetes educators to train new customer
on the use of t:slim. If our sales and marketimgesentatives or diabetes educators fail to acltlesie objectives, our sales could decrease or
may not increase at levels that are in line withfovecasts.

A key element of our business strategy is the ooetil expansion of our sales, marketing and clinnfedstructure to drive adoption of
our products, which includes our team of diabethgators that trains new customers on the usslofht:We have rapidly increased the
number of sales, marketing and clinical personmglleyed by us since the initial commercial laun€lglim. However, we have faced
considerable challenges in quickly growing our satearketing and clinical force over the past 12¥i#hths, including with respect to
recruiting, training and assimilation of new tesries and accounts. We expect to continue to figeefisant challenges as we manage and ¢
our sales, marketing and clinical infrastructurd arrk to retain the individuals who make up thoséworks. If any of our sales, marketing or
clinical representatives were to leave us, ourssedelld be adversely affected. If a sales, margetirclinical representative were to depart and
be retained by one of our competitors, we maytéafirevent them from helping competitors solicisimess from our existing customers, wh
could further adversely affect our sales. In additif we are not able to recruit and retain a mekwof diabetes educators, we may not be able
to successfully train new customers on the useshiit, which could delay new sales and harm ouutaon.

As we increase our sales, marketing and clinicpbarlitures with respect to existing or planned potgl we will need to further expand
the reach of our sales, marketing and clinical neta. Our future success will depend largely onahility to continue to hire, train, retain and
motivate skilled sales, marketing and clinical esgmtatives with significant industry-specific kiedge in various areas, such as diabetes
treatment techniques and technologies, as welieasdmpetitive landscape for our products. Recdritd sales representatives require
training and take time to achieve full productivitfwe fail to train recent hires adequately, fové experience high turnover in our sales force
in the future, we cannot be certain that new hiviisbecome as productive as may be necessary iotaia or increase our sales. In addition,
the expansion of our sales, marketing and clirpeasonnel will continue to place significant bursd@m our management team.

If we are unable to expand our sales, marketingcéinital capabilities, we may not be able to efffesly commercialize our existing or
planned products, or enhance the strength of @ndyreither of which could result in the failureonfr sales to increase in line with our
forecasts.

Our sales and marketing efforts are dependent odépendent distributors who are free to market pratiithat compete with t:slim. If we
are unable to maintain or expand our network of iegendent distributors, our sales may be negatiadfected.

For the year ended December 31, 2013, approximé@g8ly of our sales were generated through 32 inadbgrerdistributors. While we
expect that the percentage of our sales genenatedifidependent
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distributors will decrease over time as we ent&y aontracts with additional third party payors, bedieve that a meaningful percentage of our
sales will continue to be generated by independishtibutors for the foreseeable future. None afiodependent distributors has been require
to sell our products exclusively and each of theay fineely sell the products of our competitors. @istributor agreements generally have one
year initial terms with automatic o-year renewal terms, and are terminable in conoedtith a party’s material breach.

Some of our independent distributors account feigaificant portion of our sales volume. For thelyended December 31, 2013, our
largest independent distributors comprised appratety 30% of our sales. If any of our key independistributors were to cease to distribute
our products, our sales could be adversely affetteslich a situation, we may need to seek altematdependent distributors or increase our
reliance on our other independent distributorswrdirect sales representatives, which may notgregur sales from being adversely affected
Additionally, to the extent that we enter into d@iliial arrangements with independent distributorsdrform sales, marketing, or distribution
services, the terms of the arrangements could cawsgroduct margins to be lower than if we dingetlarketed and sold our products.

Our ability to maintain and grow our revenue depegith part on retaining a high percentage of our dasner base.

A key to maintaining and growing our revenue isttttention of a high percentage of our customeestduhe potentially significant
revenue generated from ongoing purchases of dibfos®sulin cartridges. In addition, t:slim is dgrséd and tested to remain effective for four
years and a satisfied customer may consider purghasother product from us when the time comagace the pump. We have develo
retention programs aimed at customers, their caeegiand healthcare providers, which include trajrépecific to t:slim, ongoing support by
sales and clinical employees and 24/7 technicggau@nd customer service. If demand for our preslfiactuates as a result of the
introduction of competitive products, changes imiursement policies, manufacturing problems, pgeecesafety or reliability issues with our
or competitors’ products, the failure to secureutatpry clearance or approvals, or for other reasounr ability to attract and retain customers
could be harmed. The failure to retain a high petage of our customers would negatively impactreuenue growth and may have a material
adverse effect on our business, financial conditiod operating results.

If important assumptions about the potential markietr our products are inaccurate, or if we have fad to understand what people wi
insulin-dependent diabetes are seeking in an insyiump, our business and operating results may lbeersely affected.

Our business strategy was developed based on aemwhimportant assumptions about the diabetessiingin general, and the insulin-
dependent diabetes market in particular, any omease of which may prove to be inaccurate. For edaimwe believe that the benefits of
insulin pump therapy as compared to other commsuliim treatment alternatives will continue to driy@wth in the market for insulin pump
therapy. In addition, we believe the incidenceiabédtes in the United States and worldwide is iasireg rapidly. However, each of these tre
is uncertain and limited sources exist to obtaliaiée market data. The actual incidence of diahedad the actual demand for our products or
competitive products, could differ materially framar projections if our assumptions are incorrattaddition, our strategy of focusing
exclusively on the insulin-dependent diabetes ntarkay limit our ability to increase sales or acleigvrofitability.

Another key element of our business strategy lzumi market research to understand what peoptle diabetes are seeking to improve
their diabetes therapy management. This stratedgnlias our entire product design, marketing arstauer support approach and is the basis
on which we developed t:slim. However, our marksearch is based on interviews, focus groups alimtessurveys involving people with
insulin-dependent diabetes, their caregivers aadtheare providers that represent only a smallgraege of the overall insulin-dependent
diabetes market. As a result, the responses weveecmay not be reflective of the broader market aray not provide us accurate insight into
the desires of people with insulin-dependent diehdh addition, understanding the meaning andfiignce of the responses received during
our market research necessarily
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requires that analysis be conducted and conclusierdsawn. We may not be able perform an analgsisyields meaningful results, or the
conclusions we draw from the analysis could beeniding. Moreover, even if our market research hawed us to better understand the
features consumers are seeking in an insulin pentpprove management of their diabetes therapyetban be no assurance that consumers
will actually purchase our products or that our petitors will not develop products with similar feees.

We have a limited operating history and may facéfidulties encountered by companies early in themmmercialization in competitive and
rapidly evolving markets.

We commenced operations in 2006 and began comrtizirggt:slim in the third quarter of 2012. Accongjly, we have a limited
operating history upon which to evaluate our bussrend forecast our future sales and operatindfsebuassessing our business prospects,
you should consider the various risks and diffieglfrequently encountered by companies earlyeir tommercialization in competitive a
rapidly evolving markets, particularly companieattbevelop and sell medical devices. These risisidie our ability to:

» implement and execute our business strat
« expand and improve the productivity of our sales mmarketing infrastructure to grow sales of ousgrg and proposed produc

» increase awareness of our brand and build tpyahong people with insulin-dependent diabetesiy taregivers and healthcare
providers;

* manage expanding operatio

* expand our manufacturing capabilities, incladincreasing production of current products effithe while maintaining quality
standards and adapting our manufacturing faciltbese production of new produc

» respond effectively to competitive pressures aneidgments

* enhance our existing products and develop proppsstiicts;

« obtain and maintain regulatory clearance or apprimveommercialize proposed products and enhancexisting products
» perform clinical trials with respect to our exigfiproducts and proposed products;

e attract, retain and motivate qualified personneldrious areas of our busine
Due to our limited operating history, we may notdshe institutional knowledge or experience tabke to effectively address these anc
other risks that may face our business. In additimay not be able to develop insights into tsathét could emerge and negatively affect

business and may fail to respond effectively tséhtvends. As a result of these or other risksmag not be able to execute key components «
our business strategy, and our business, finaograition and operating results may suffer.

Manufacturing risks may adversely affect our abifito manufacture products and could reduce our gsasargins and negatively affect ol
operating results.

Our business strategy depends on our ability touf@ture our current and proposed products ina@efit quantities and on a timely
basis so as to meet consumer demand, while adherfprgduct quality standards, complying with regaty requirements and managing
manufacturing costs. We are subject to numerolts ridating to our manufacturing capabilities, utihg:

» quality or reliability defects in product compongthat we source from third party supplie

* our inability to secure product components in a&tynmanner, in sufficient quantities or on commaltgireasonable term
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» our failure to increase production of products Eetrdemanc
» the challenge of implementing and maintaining ataiglp quality systems while experiencing rapid gio\

e our inability to modify production lines to drla us to efficiently produce future products oplement changes in current products
in response to regulatory requiremel

« difficulty identifying and qualifying alternativeuppliers for components in a timely manner;

e potential damage to or destruction of our manufauguequipment or manufacturing facilit

These risks are likely to be exacerbated by outditnexperience with our current products and mactufing processes. As demand for
our products increases, we will have to invest @althl resources to purchase components, hireraimdémployees, and enhance our
manufacturing processes and quality systems. iléo increase our production capacity efficigntthile also maintaining quality
requirements, our sales may not increase in lilke atir forecasts and our operating margins couictdiate or decline. In addition, although
expect some of our products in development to shier@uct features and components with t:slim, mactufing of these products may require
the modification of our production lines, the hgiof specialized employees, the identification efvrsuppliers for specific components, or the
development of new manufacturing technologies.dymot be possible for us to manufacture theseyatsdat a cost or in quantities sufficient
to make these products commercially viable.

We depend on a limited number of third-party supgh for certain components, and the loss of anytleése suppliers, or their inability to
provide us with an adequate supply of materialsultbharm our business

We rely on third-party suppliers to supply compasest t:slim and of our potential future produdtsr example, we rely on plastic
injection molding companies to provide plastic nemldcomponents, electronic manufacturing suppl@emdvide electronic assemblies, and
machining companies to provide machined mechao@ajponents. For our business strategy to be s’atessr suppliers must be able to
provide us with components in sufficient quantitiascompliance with regulatory requirements andlify control standards, in accordance
with agreed upon specifications, at acceptablescstl on a timely basis. Increases in our procalesswhether forecasted or unanticipated,
could strain the ability of our suppliers to detiamn increasingly large supply of components insmner that meets these various requirement

We do not have long-term supply agreements withtmiosur suppliers and, in many cases, we makguarghases on a purchase order
basis. Under most of our supply agreements, we hawbligation to buy any given quantity of prody&nd our suppliers have no obligation
to manufacture for us or sell to us any given gityaof products. As a result, our ability to purskeaadequate quantities of our products may b
limited. Additionally, our suppliers may encounggoblems that limit their ability to manufactureoducts for us, including financial difficulti
or damage to their manufacturing equipment or itasl If we fail to obtain sufficient quantitie$ lbigh quality components to meet demand ot
a timely basis, we could lose customer ordersyeputation may be harmed and our business couldrsuf

We generally use a small number of suppliers forpsaducts. Depending on a limited number of sugsplexposes us to risks, including
limited control over pricing, availability, qualignd delivery schedules. Moreover, due to the tem@mmercialization of our products and the
limited amount of our sales to date, we do not Hamg-standing relationships with our manufactugerd may not be able to convince
suppliers to continue to make components avail@bles unless there is demand for such componeststheir other customers. As a result,
there is a risk that certain components could beatitinued and no longer available to us. We hake past been, and we may in the future
be, required to make significant “last time” purséa of component inventory that is being discomiihiby the manufacturer to ensure supply
continuity. If any one or more of our suppliers &0 provide us with sufficient quantities of campnts in a timely manner or on terms
acceptable to us, we would have to seek alternativeces of supply. Because of factors such aprthyietary nature of
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our products, our quality control standards andilegry requirements, we cannot quickly engagetamdil or replacement suppliers for some
of our critical components. Failure of any of ouppliers to deliver products at the level our basmrequires would limit our ability to meet
our sales commitments, which could harm our repariaind could have a material adverse effect orbasiness. We may also have difficulty
obtaining similar components from other supplibt are acceptable to FDA, or other regulatory egsnand the failure of our suppliers to
comply with strictly enforced regulatory requirengenould expose us to regulatory action includiragning letters, product recalls, terminai
of distribution, product seizures or civil penadtiét could also require us to cease using the cots, seek alternative components or
technologies and modify our products to incorpoadternative components or technologies, whichaoesult in a requirement to seek
additional regulatory approvals. Any disruptiortla nature or increased expenses could harm eumewcialization efforts and adversely
affect our operating results.

We operate primarily at a facility in a single lotian, and any disruption at this facility could a@vsely affect our business and operating
results.

Our principal offices are presently located in thoentiguous buildings in San Diego, Californiab&mantially all of our operations are
conducted at this location, including our manufao processes, research and development activitissomer and technical support, and
management and administrative functions. In additmbstantially all of our inventory of componsnpplies and finished goods is held at this
location. We take precautions to safeguard outifigcincluding acquiring insurance, employing bagk generators, adopting health and safet
protocols and utilizing off-site storage of compudata. However, vandalism, terrorism or a nataraither disaster, such as an earthquake, fil
or flood, could damage or destroy our manufactueiqgipment or our inventory of component supplieBrished goods, cause substantial
delays in our operations, result in the loss of ikdgrmation, and cause us to incur additional eiggs. Our insurance may not cover our losse
in any particular case. In addition, regardlestheflevel of insurance coverage, damage to oulittasimay have a material adverse effect on
our business, financial condition and operatingltes

If we do not enhance our product offerings throughur research and development efforts, we may faikffectively compete or becor
profitable.

In order to increase our sales and our market shahe insulin-dependent diabetes market, we rankance and broaden our product
offerings in response to the evolving demands opfeewith insulin-dependent diabetes and healthpereiders, as well as competitive
pressures and technologies. We may not be suctéssieveloping, obtaining regulatory approval for,marketing our proposed products
when anticipated, or at all. In addition, notwitirsting our market research efforts, our future petglmay not be accepted by consumers, the
caregivers, healthcare providers or third-partygpsiyvho reimburse consumers for our products. Tieeess of any proposed product offering:
will depend on numerous factors, including our igbtb:

» identify the product features that people viitsulin-dependent diabetes, their caregivers aadtheare providers are seeking in an
insulin pump and successfully incorporate thoséufes into our product:

» develop and introduce proposed products in suffta@antities and in a timely mann

» offer products at a price that is competitive wither products then availab

» adequately protect our intellectual property angidinfringing upon the intellectual property rightf thirc-parties;
» demonstrate the safety and efficacy of proposedumts; anc

* obtain the necessary regulatory approvals for pseggroducts

If we fail to generate demand by developing prositicat incorporate features requested by consunheis caregivers or healthcare
providers, or if we do not obtain regulatory clew® or approval for proposed
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products in time to meet market demand, we maytdailenerate sales sufficient to achieve or mairebfitability. We have in the past
experienced, and we may in the future experienglayd in various phases of product developmentantnercial launch, including during
research and development, manufacturing, limitézhee testing, marketing and customer educati@nteffAny delays in our anticipated
regulatory submissions or approvals, or subsequeatuct launches, may significantly impede ourigbib successfully compete in our
markets. In particular, such delays could caustouers to delay or forego purchases of our prodoct® purchase our competitors’ products
Even if we are able to successfully develop proggseducts when anticipated, these products mapmatuce sales in excess of the costs of
development, and they may be quickly rendered ebsdly changing consumer preferences or the inttamuby our competitors of products
embodying new technologies or features.

The safety and efficacy of our products is not sapted by long-term clinical data, which could limgales, and our products could cause
unforeseen negative effects.

The product we currently market in the United Stateeived pre-market clearance under Section »ddtke U.S. Federal Food, Drug,
and Cosmetic Act, or FDCA. This process is shatet typically requires the submission of less sujipp documentation than other FDA
approval processes and does not always requiretésngclinical studies. As a result, we currentlgk the breadth of published long-term
clinical data supporting the safety and efficacpof products and the benefits they offer that miglve been generated in connection with
other approval processes. For these reasons, psitplesulin-dependent diabetes and healthcareigeos may be slower to adopt or
recommend our products, we may not have compardétaethat our competitors have or are generattirirgl-party payors may not be willing
to provide coverage or reimbursement for our prtgland we may be subject to greater regulatorypaoduct liability risks. Further, future
studies or clinical experience may indicate theatment with our products is not superior to treattwith competitive products. Such results
could slow the adoption of our products and sigaifitly reduce our sales, which could prevent us faghieving our forecasted sales targets c
achieving or sustaining profitability. Moreover fifture results and experience indicate that oadpets cause unexpected or serious
complications or other unforeseen negative effewtscould be subject to mandatory product recallspension or withdrawal of FDA
clearance or approval, significant legal liabilityharm to our business reputation.

Any alleged iliness or injury associated with afiyor products or product recall may negatively @otpour financial results and business
prospects depending on the scope, degree of pyblieaction of our customers, healthcare profesds and collaborators, competitive
reaction, and consumer attitudes overall. Evendhsan allegation or product liability claim laakerit, cannot be substantiated, is unsucce
or is not fully pursued, the negative publicity reumding any assertion that our products causeest, injury or death could adversely affect
our reputation with customers, healthcare profesds) and existing and potential collaborators, @ndd adversely affect our operating result:
and cause a decline in our stock price.

We may enter into collaborations, in-licensing amgements, joint ventures, strategic alliances ormerships with third-parties that may
not result in the development of commercially vialpproducts or the generation of significant futurevenues.

In the ordinary course of our business, we mayrénte collaborations, in-licensing arrangememt ventures, strategic alliances or
partnerships to develop proposed products andrgupwnew markets. Proposing, negotiating and imgigimg collaborations, in-licensing
arrangements, joint ventures, strategic alliancgsdnerships may be a lengthy and complex pro€tser companies, including those with
substantially greater financial, marketing, saleshnology or other business resources, may comyititeis for these opportunities or
arrangements. We may not identify, secure, or cetagny such transactions or arrangements in &timenner, on a cost-effective basis, on
acceptable terms or at all. We have limited insthal knowledge and experience with respect tsg¢hmisiness development activities, and wi
may also not realize the anticipated benefits gfsarch transaction or arrangement. In particutasé collaborations may not result in the
development of products that achieve commerciatesecor result in significant revenues and coultelbainated prior to developing any
products.
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Additionally, we may not be in a position to exsecsole decision making authority regarding thesaation or arrangement, which co
create the potential risk of creating impassesarisibns, and our collaborators may have economiusiness interests or goals that are, or
that may become, inconsistent with our busineggests or goals. It is possible that conflicts rmage with our collaborators, such as conflicts
concerning the achievement of performance milestomethe interpretation of significant terms undey agreement, such as those related to
financial obligations or the ownership or contrbirdellectual property developed during the cofiedtion. If any conflicts arise with our
current or future collaborators, they may act igirtlself-interest, which may be adverse to our bdstest, and they may breach their
obligations to us. In addition, we have limited ttohover the amount and timing of resources thataurrent collaborators or any future
collaborators devote to our collaborators’ or autufe products. Disputes between us and our colléus may result in litigation or arbitration
which would increase our expenses and divert tigatidn of our management. Further, these trarmatind arrangements are contractual in
nature and may be terminated or dissolved undeetines of the applicable agreements and, in suehtewe may not continue to have rights
to the products relating to such transaction aragement or may need to purchase such rightsratnaiym.

For example, we have entered into a developmentaminercialization agreement with DexCom, whichvjides us a non-exclusive
license to integrate the DexCom G4 PLATINUM Contina Glucose Monitor with t:sensor during the tefrthe agreement. This agreement
runs until February 1, 2015, with automatic oneryeaewals. The license granted covers the UnitateS and other territories may be added
from time to time. Subject to payments of certdithe non-terminating party’s development expenesagreement may be terminated by
either party without cause. Termination of thisesgnent could require us to redesign t:sensor dachpt to integrate an alternative CGM
system into t:sensor, which would require significdevelopment and regulatory activities that midgity the launch and commercializatiol
this product or, following its launch, might not bempleted in time to prevent an interruption ia #vailability of t:sensor to our customers.
For additional information, see “Business—Reseaiuth Development.”

We may seek to grow our business through acquisisi@f complementary products or technologies, ahd failure to manage acquisitions,
or the failure to integrate them with our existinigusiness, could have a material adverse effect anfwusiness, financial condition and
operating results.

From time to time, we may consider opportunitieatquire other products or technologies that mdnaece our product platform or
technology, expand the breadth of our markets stotner base, or advance our business strategientiRabacquisitions involve numerous
risks, including:

e problems assimilating the acquired products orreldyies;

e issues maintaining uniform standards, procedurasrals and policies

e unanticipated costs associated with acquisiti

» diversion of manageme’s attention from our existing busine

» risks associated with entering new markets in wiaehhave limited or no experience; ¢

» increased legal and accounting costs relatingaatiyuisitions or compliance with regulatory matt

We have no current commitments with respect toagisition. We do not know if we will be able tieitify acquisitions we deem
suitable, whether we will be able to successfutlynplete any such acquisitions on favorable ternet ail, or whether we will be able to
successfully integrate any acquired products dirtelogies. Our potential inability to integrate agquired products or technologies
effectively may adversely affect our business, afieg results and financial condition.
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If there are significant disruptions in our inform#on technology systems, our business, financiahddion and operating results could k
adversely affected.

The efficient operation of our business dependsuwrinformation technology systems. We rely oniofwrmation technology systems to
effectively manage sales and marketing data, at¢twuand financial functions, inventory managemendduct development tasks, research
and development data, customer service and tedhsipport functions. Our information technologyteyss are vulnerable to damage or
interruption from earthquakes, fires, floods anteotnatural disasters, terrorist attacks, attagksonputer viruses or hackers, power losses,
and computer system or data network failures. thtewh, t:connect, our cloud-based data managemaygplication, is hosted by a third-party
service provider whose security and informatioriedogy systems are subject to similar risks, amdt:glim Pumps and products currently in
development contain software which could be sulifpcomputer virus or hacker attacks or other faiu

The failure of our or our service providers’ infation technology systems or our pumps’ softwaneeidorm as we anticipate or our
failure to effectively implement new informatiorctenology systems could disrupt our entire operadioadversely affect our software prodt
and could result in decreased sales, increasetieagicosts, and product shortages, all of whickdduave a material adverse effect on our
reputation, business, financial condition and ofiegaresults.

If we fail to properly manage our anticipated grokjtour business could suffe

Our rapid growth has placed, and we expect thaillicontinue to place, a significant strain on ananagement team and on our financia
resources. For example, between December 31, 2@l Pecember 31, 2013 our employee base has nearbletl and we expect to continue
to experience rapid growth of our employee basendut014. Failure to manage our growth effectivauld cause us to misallocate
management or financial resources, and resultsisel® or weaknesses in our infrastructure, whicldaoaterially adversely affect our busine
Additionally, our anticipated growth will increatiee demands placed on our suppliers, resulting imereased need for us to manage our
suppliers and monitor for quality assurance. Anlufa by us to manage our growth effectively conéve an adverse effect on our ability to
achieve our business objectives.

We depend on the knowledge and skills of our semmnagement and other key employees, and if weusrable to retain and motivate
them or recruit additional qualified personnel, olsusiness may suffer.

We have benefited substantially from the leaderahip performance of our senior management, asasalértain key employees. For
example, our chief executive officer, as well dsotkey members of management, have experiencesafally scaling an early stage medical
device company to achieve profitability. Our suscedl depend on our ability to retain our curreminagement and key employees, and to
attract and retain qualified personnel in the feit@ompetition for senior management and key enagleyn our industry is intense and we
cannot guarantee that we will be able to retainpausonnel or attract new, qualified personnel. [6ke of the services of certain members of
our senior management or key employees could ptevatelay the implementation and completion of stnategic objectives, or divert
management’s attention to seeking qualified replesgs. Each member of senior management as wellrdeey employees may terminate
employment without notice and without cause or gaason. The members of our senior managemenbasibject to non-competition
agreements. Accordingly, the adverse effect reguftiom the loss of certain members of senior mamaant could be compounded by our
inability to prevent them from competing with us.

In addition, the sale of our products is logistigalomplex, requiring us to maintain an extensiates, marketing and clinical
infrastructure consisting of sales representatigisical diabetes educators and customer supgosionnel. We face considerable challenges i
recruiting, training, managing, motivating and neitag the members of these teams, including manggéographically dispersed efforts. Th
challenges are exacerbated by the fact that categic plan requires us to rapidly grow our saiesketing and clinical infrastructure in order
to generate demand for our products. If we faihtintain and grow a dedicated team of sales an#latiag and clinical personnel, we could
fail to take advantage of an opportunity to enhasread recognition and grow sales, and our busjtiesscial condition and operating results
could be adversely affected.
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If we are found to have violated laws protectingetisonfidentiality of patient health information, weould be subject to civil or crimine
penalties, which could increase our liabilities arighrm our reputation or our busines:

There are a number of federal and state laws piotethe confidentiality of certain patient heaitifiormation, including patient records,
and restricting the use and disclosure of thatgated information. In particular, the U.S. Depamtn&f Health and Human Services, or HHS,
promulgated patient privacy rules under the HIPARAese privacy rules protect medical records andrgibrsonal health information by
limiting their use and disclosure, giving individsighe right to access, amend and seek accourttitigio own health information and limiting
most use and disclosures of health informatioméominimum amount reasonably necessary to accamiplésintended purpose. If we or an'
our service providers are found to be in violatidthe promulgated patient privacy rules under HiP#ve could be subject to civil or criminal
penalties, which could increase our liabilities;rhaur reputation and have a material adverse teffeour business, financial condition and
operating results.

Risks Related to our Financial Results and Need fdfinancing
We will need to generate significant sales to ackagrofitable operations.

We intend to increase our operating expenses sutfahain connection with the continued growthafr sales and marketing
infrastructure, our ongoing research and developmetvities, the expansion of our manufacturingatalities, and the commensurate
development of our management team, administréfivetions and facilities. We will need to genersignificant sales to achieve profitability,
and we might not be able to do so. Even if we dwegate significant sales, we might not be ablectdexve, sustain or increase profitability o
quarterly or annual basis in the future. If ouesagrow more slowly than we have forecasted, ouifoperating expenses exceed our
expectations, our financial performance and resiltperations will be adversely affected.

Our future capital needs are uncertain and we maged to raise additional funds in the future, andebe funds may not be available on
acceptable terms or at all.

At December 31, 2013, we had $124.4 million in caistl cash equivalents. We believe that our availeash, cash available under our
term loan agreement and proceeds from the exestisarrants and options will be sufficient to sBtisur liquidity requirements for at least"
next 18 months. However, the continued growth aflausiness, including the expansion of our salesnaarketing infrastructure, research and
development activities, and manufacturing capabdjtwill significantly increase our expenses. didigion, the amount of our future product
sales is difficult to predict, especially in lightt the recent commercialization of t:slim, and at®gales may not be in line with our forecasts. A:
a result, we may be required to seek additionaddun the future. Our future capital requiremeniis depend on many factors, including:

» the revenue generated by sales of t:slim and dmyr dtiture products that we may develop and comialéere;

» the costs associated with expanding our sales amkieting infrastructure

» the expenses we incur in maintaining our manufaauacility and adding further manufacturing equignt and capacit
» the cost associated with developing and commerzaigliour proposed products or technolog

» the cost of obtaining and maintaining regulatosacince or approval for our current or future pobs

» the cost of ongoing compliance with regulatory isgments;

e expenses we incur in connection with potentiajdition or governmental investigatiol
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» anticipated or unanticipated capital expendituaest

* unanticipated general and administrative expet

As a result of these and other factors, we do notkwhether and the extent to which we may be redqub raise additional capital. We
may in the future seek additional capital from bk private offerings of our capital stock, bomings under credit lines or other sources. If
we issue equity or debt securities to raise aduififunds, our existing stockholders may experiatitgion, and the new equity or debt
securities may have rights, preferences and pges#esenior to those of our existing stockholderaddition, if we raise additional funds
through collaborations, licensing, joint venturstsategic alliances, partnership arrangementshar@imilar arrangements, it may be necessat
to relinquish valuable rights to our potential figtyproducts or proprietary technologies, or grenrises on terms that are not favorable to us.

If we are unable to raise additional capital, weymat be able to expand our sales and marketimgstricture, enhance our current
products or develop new products, take advantafetafe opportunities, or respond to competitivegsures, changes in supplier relationship:s
or unanticipated changes in customer demand. Atlyasfe events could adversely affect our abilitgdbieve our strategic objectives, which
could have a material adverse effect on our busjrigmncial condition and operating results.

Our operating results may fluctuate significantlydm quarter to quarter.

We began commercial sales of t:slim in the thirdrtgr of 2012. Although we have a very limited @ierg history, there has been and
there may continue to be meaningful variabilityour operating results among quarters, as well #am&ach quarter. Our operating results,
and the variability of these operating results| bél affected by numerous factors, including:

e our ability to increase sales of t:slim andtonmercialize and sell our future products, andfmaber of our products sold in each
quarter;

» acceptance of our products by people with in-dependent diabetes, their caregivers, healthcaredars and thir-party payors
» the pricing of our products and competitive produend the effect of thi-party coverage and reimbursement polic
* our ability to establish and grow an effective sadad marketing infrastructut

« the amount of, and the timing of the payment fasurance deductibles required to be paid by oupmers and potential customa
under their existing insurance pla

e interruption in the manufacturing or distributiohaur products

« our ability to manufacture products that meet dyalnd reliability requirement:

» seasonality and other factors affecting the tinahgurchases of our produc

» timing of new product offerings, acquisitions, lses or other significant events by us or our cditys;

» results of clinical research and trials on our #xgsand future product:

« the ability of our suppliers to timely provide ugtlwan adequate supply of components that meeteguirements
» regulatory clearance or approvals affecting oudpots or those of our competitors; ¢

» the timing of revenue recognition associated withgroduct sales pursuant to applicable accourstiagdards
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As a result of our limited operating history, andgedo the complexities of the industry in which eygerate, it will be difficult for us to
forecast demand for our current or future produgth any degree of certainty, which means it wal difficult for us to forecast our sales. In
addition, we will be significantly increasing ouperating expenses as we expand our business. Aeghydve may experience substantial
variability in our operating results from quarterquarter, including unanticipated quarterly los$esur quarterly or annual operating results
fall below the expectations of investors or se@sitinalysts, the price of our common stock coeldlide substantially. Furthermore, any
quarterly or annual fluctuations in our operatiegults may, in turn, cause the price of our comstook to fluctuate substantially. We believe
that quarterly comparisons of our financial resahes not necessarily meaningful and should notebed upon as an indication of our future
performance.

We may not be able to generate sufficient cashdovice our indebtedness, which currently consistoar credit facility with Capital Royalt
Partners.

As of December 31, 2013, we owed an aggregateipahamount of $30 million to Capital Royalty Pata pursuant to a term loan
agreement. Under the agreement, we have the atoildyaw up to an additional $15 million provided are in compliance with the terms of
loan agreement up until May 30, 2014. Our abilityrtake scheduled payments or to refinance ouralsigtations depends on numerous
factors, including the amount of our cash researesour actual and projected financial and opeggigrformance. These amounts and our
performance are subject to certain financial arglrimss factors, as well as prevailing economiccamdpetitive conditions, some of which may
be beyond our control. We cannot assure you thatilenaintain a level of cash reserves or casiwfidrom operating activities sufficient to
permit us to pay the principal, premium, if anydamterest on our existing or future indebtedn#dssur cash flows and capital resources are
insufficient to fund our debt service obligatiomse may be forced to reduce or delay capital expgares, sell assets or operations, seek
additional capital or restructure or refinance imatlebtedness. We cannot assure you that we wouldblego take any of these actions, or that
these actions would permit us to meet our schedigdd service obligations. In addition, in the evaour breach of the term loan agreement
with Capital Royalty Partners, we may not be alldwe draw additional amounts under the agreemedtyae may be required to repay any
outstanding amounts earlier than anticipated.

Our existing term loan agreement contains restrigtiand financial covenants that may limit our opeirag flexibility.

Our existing term loan agreement with Capital RgyBlartners contains certain restrictive coventraslimit our ability to incur
additional indebtedness and liens, merge with atberpanies or consummate certain changes of coatrquire other companies, engage in
new lines of business, make certain investmenisdpadends, transfer or dispose of assets, amertdin material agreements or enter into
various specified transactions. We therefore mayeable to engage in any of the foregoing traitsag unless we obtain the consent of the
lender or terminate the term loan agreement. Theeagent also contains certain financial covenamtfjding minimum revenue and cash
balance requirements, and financial reporting remgoénts. There is no guarantee that we will be @bigenerate sufficient cash flow or sales t
meet the financial covenants or pay the principal iaterest under the agreement. Furthermore, there guarantee that future working
capital, borrowings or equity financing will be dable to repay or refinance the amounts outstandimder the agreement.

Prolonged negative economic conditions could adedysaffect us, our customers and suppliers, whiahutd harm our financial condition.

We are subject to the risks arising from adversmghs in general economic and market conditionsetiainty remains in the U.S.
economy as it continues to recover from a sevesaauic recession. The U.S. economy continues tergxpce market volatility, difficulties
the financial services sector, diminished liquidityd availability of credit, reduced property vapeoncerns regarding inflation, increases in
the cost of commaodities, continuing high unemplogtnmates, reduced consumer spending and consumfdence, and

44



Table of Contents

continuing economic uncertainties. The economimairand the uncertainty about future economic @ms could negatively impact our
existing and potential customers, adversely affeeffinancial ability of health insurers to payinia, adversely impact our expenses and abilit
to obtain financing of our operations, and caudaydeor other problems with key suppliers. We cammedict the timing or impact of the
recovery from this economic uncertainty.

Healthcare spending in the United States has lseehis expected to continue to be, negatively &ffkby the recent recession and
continuing economic uncertainty. For example, pasiavho have lost their jobs or healthcare coveragg no longer be covered by an
employer-sponsored health insurance plan, andmstieducing their overall spending may eliminatalthcare-related purchases. The recent
recession and continuing economic uncertainty f&simpacted the financial stability of many pridttealth insurers. As a result, we believe
that some insurers are scrutinizing insurance dairare rigorously and delaying or denying reimbomsiet more often. Since the sale of t:slim
generally depends on the availability of third-gagimbursement, any delay or decline in reimbuesatnwill adversely affect our sales.

Risks Related to our Intellectual Property and Potatial Litigation
Our ability to protect our intellectual property ahproprietary technology is uncertain.

We rely primarily on patent, trademark and tradeetelaws, as well as confidentiality and non-discire agreements, to protect our
proprietary technologies. As of December 31, 2@18,patent portfolio consisted of approximatelyi@ued U.S. patents and 58 pending U.S.
patent applications. Of these, our issued U.Snpagxpire between approximately 2021 and 2031awWwelso seeking patent protection for
proprietary technology in other countries througditbe world. . We also have seven pending U.Setradk applications and seven pending
foreign trademark applications, as well as 13 tnaald registrations, including four U.S. trademagggistrations and nine foreign trademark
registrations.

We have applied for patent protection relatingedain existing and proposed products and proce€sggently, three of our issued U.S.
patents as well as various pending U.S. and foneégent applications relate to the structure aretaton of our pumping mechanism and are
therefore particularly important to the functiomaldf our products. If we fail to timely file a gatt application in any jurisdiction, we may be
precluded from doing so at a later date. Furtheemwe cannot assure you that any of our patentcaioins will be approved in a timely
manner or at all. The rights granted to us undeipatents, and the rights we are seeking to haaneten in our pending patent applications,
not be meaningful or provide us with any commerathtantage. In addition, those rights could be epgpcontested or circumvented by our
competitors, or be declared invalid or unenforcedtljudicial or administrative proceedings. Thiéuf@ of our patents to adequately protect
our technology might make it easier for our contpetito offer the same or similar products or tedbgies. Even if we are successful in
receiving patent protection for certain productd processes, our competitors may be able to des@md our patents or develop products
provide outcomes which are comparable to ours witirdfringing on our intellectual property righfBue to differences between foreign and
U.S. patent laws, our patented intellectual propeghts may not receive the same degree of prioteat foreign countries as they would in-
United States. Even if patents are granted outhielé®nited States, effective enforcement in thasetries may not be available.

We rely on our trademarks and trade names to digsh our products from the products of our contpesj and have registered or
applied to register many of these trademarks. Wiaaizassure you that our trademark applicationsb&ilapproved in a timely manner or at
Third-parties also may oppose our trademark apjdics, or otherwise challenge our use of the traat&m In the event that our trademarks ar
successfully challenged, we could be forced toaetbrour products, which could result in loss ofhbreecognition, and could require us to
devote additional resources to marketing new braralither, we cannot assure you that competitoltsai infringe upon our trademarks, or
that we will have adequate resources to enforcerademarks.

45



Table of Contents

We have entered into confidentiality agreementsiatadlectual property assignment agreements withafficers, employees, temporary
employees and consultants regarding our intelléptugoerty and proprietary technology. In the evefninauthorized use or disclosure or othe
breaches of those agreements, we may not be prbwitfle meaningful protection for our trade seciat®ther proprietary information.

If a competitor infringes upon one of our patetiagdemarks or other intellectual property rightsfpecing those patents, trademarks and
other rights may be difficult and time consumingtéht law relating to the scope of claims in thaustry in which we operate is subject to
rapid change and constant evolution and, conselgu@atent positions in our industry can be ungertaven if successful, litigation to defend
our patents and trademarks against challengesemftoce our intellectual property rights couldeg@ensive and time consuming and could
divert management’s attention from managing ouirtass. Moreover, we may not have sufficient resesiar desire to defend our patents or
trademarks against challenges or to enforce oaliéatual property rights. Litigation also puts qatents at risk of being invalidated or
interpreted narrowly and our patent applicationsskt of not issuing. Additionally, we may provolt@rd-parties to assert claims against us.
may not prevail in any lawsuits that we initiatelahe damages or other remedies awarded, if any notsbe commercially valuable. The
occurrence of any of these events may have a rabselverse effect on our business, financial cammdlénd operating results.

The medical device industry is characterized byagtlitigation, and we could become subject todition that could be costly, result in the
diversion of management’s time and efforts, or reguus to pay damages.

Our success will depend in part on not infringihg patents or violating the other proprietary righit third-parties. Significant litigation
regarding patent rights exists in our industry. @ampetitors in both the United States and abroeohy of which have substantially greater
resources and have made substantial investmeatsripeting technologies, may have applied for oaioled or may in the future apply for and
obtain, patents that will prevent, limit or otheswiinterfere with our ability to make and sell puoducts. The large number of patents, the |
rate of new patent issuances, and the complexifidge technology involved increase the risk ofepatitigation.

In the future, we could receive communications faamous industry participants alleging our inframgent of their intellectual property
rights. Any potential intellectual property litigah could force us to do one or more of the follogyi
» stop selling our products or using technology twattains the allegedly infringing intellectual pesty;
» incur significant legal expense
* pay substantial damages to the party whose inteliéproperty rights we are allegedly infringir
» redesign those products that contain the allegedtinging intellectual property; c

e attempt to obtain a license to the relevargliattual property from third-parties, which mayt be available on reasonable terms or
at all.

Any litigation or claim against us, even those withmerit, may cause us to incur substantial castd,could place a significant strain on
our financial resources, divert the attention ohagement from our core business and harm our reput&urther, as the number of
participants in the diabetes market increasespdissibility of intellectual property infringemeriagns against us increases.

We may be subject to damages resulting from clathet we, or our employees, have wrongfully useddisclosed alleged trade secrets of
our competitors or are in breach of non-competitiam non-solicitation agreements with our competitor

Many of our employees were previously employedtla¢omedical device companies, including those dmatbur direct competitors or
could potentially be our direct competitors. In socases, those employees joined
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our company recently. We may be subject to clatmswe, or our employees, have inadvertently oemtise used or disclosed trade secrets
other proprietary information of these former enygls or competitors. In addition, we have beenraag in the future be subject to allegati
that we caused an employee to breach the termis of her non-competition or non-solicitation agnest. Litigation may be necessary to
defend against these claims. Even if we succegddefiend against these claims, litigation couldseaus to incur substantial costs, and could
place a significant strain on our financial resestdivert the attention of management from oue darsiness and harm our reputation. If our
defense to those claims fails, in addition to pgyimnetary damages, we may lose valuable inteBéptoperty rights or personnel. We canno
guarantee that this type of litigation will not ¢timie, and any future litigation or the threat trwfrmay adversely affect our ability to hire
additional direct sales representatives. A lodeegfpersonnel or their work product could hampeprewvent our ability to commercialize
proposed products, which could have an adverseteffeour business, financial condition and opetatesults.

We may incur product liability losses, and insuramcoverage may be inadequate or unavailable to ctlvese losses.

Our business exposes us to potential productiliglolaims that are inherent in the design, manuiig; testing and sale of medical
devices. We could become the subject of produbtlifia lawsuits alleging that component failuresamufacturing flaws, design defects or
inadequate disclosure of product-related risksrodpct-related information resulted in an unsafedition, injury or death to customers. The
risk of one or more product liability claims or lamit may be even greater following our January 28dldntary recall of cartridges used with
the t:slim Pump. In addition, the misuse of ourdurcts or the failure of customers to adhere to atpeg guidelines could cause significant
harm to customers, including death, which couldltéa product liability claims. Product liabilittawsuits and claims, safety alerts or product
recalls, with or without merit, could cause usrtour substantial costs, and could place a sigmifisaain on our financial resources, divert the
attention of management from our core businessn lwarr reputation and adversely affect our abilityattract and retain customers, any of
which could have a material adverse effect on airtess, financial condition and operating results.

Although we maintain third-party product liabililygsurance coverage, it is possible that claimsregais may exceed the coverage limits
of our insurance policies. Even if any productilibloss is covered by an insurance policy, thpekcies typically have substantial deductil
for which we are responsible. Product liabilityiola in excess of applicable insurance coverageddoave a material adverse effect on our
business, financial condition and operating restitaddition, any product liability claim brougagainst us, with or without merit, could result
in an increase of our product liability insuranecerpiums. Insurance coverage varies in cost andveatifficult to obtain, and we cannot
guarantee that we will be able to obtain insurazmesrage in the future on terms acceptable to & alf. Our inability to obtain sufficient
insurance coverage to protect again potential piéhbility claims could prevent or limit our conarcialization of current products or
products currently under development.

Risks Related to our Legal and Regulatory Environmet

Our products and operations are subject to exteresgjovernmental regulation, and failure to complytiapplicable requirements could
cause our business to suffer.

The medical device industry is regulated extengitgl governmental authorities, principally the FRAd corresponding state regulatory
agencies. The regulations are very complex andubject to rapid change and varying interpretati®egulatory restrictions or changes could
limit our ability to carry on or expand our opeaats or result in higher than anticipated cost®waelr than anticipated sales. The FDA and ¢
U.S. governmental agencies regulate numerous etsroépur business, including:

» product design and developme

e pre-clinical and clinical testing and trial
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» product safety

» establishment registration and product listi

e labeling and storag:

* marketing, manufacturing, sales and distribut
» pre-market clearance or approv

» servicing and po-market surveillance

» advertising and promotion; ai

» recalls and field safety corrective actio

Before we can market or sell a new regulated produa significant modification to an existing ptad in the United States, we must
obtain either clearance under Section 510(k) oFDEA or approval of a PMA application from the FD#nless an exemption from pre-
market review applies. In the 510(k) clearance gsscthe FDA must determine that a proposed déviseibstantially equivalent” to a device
legally on the market, known as a “predicate” deyieith respect to intended use, technology anetyaind effectiveness, in order to clear the
proposed device for marketing. Clinical data is sbmes required to support substantial equivalefibe.PMA pathway requires an applicant
to demonstrate the safety and effectiveness ad¢hiece based on extensive data. The PMA procdgpitsally required for devices that are
deemed to pose the greatest risk, such as lifeisirgg, life-supporting or implantable devices. @rots that are approved through a PMA
application generally need FDA approval before tbay be modified. Similarly, some modifications read products cleared through a 510(k)
may require a new 510(k). The process of obtaingguilatory clearances or approvals to market a caédevice can be costly and time-
consuming, and we may not be able to obtain thieseances or approvals on a timely basis, or doathur proposed products.

We received pre-market clearance for t:slim undetisn 510(k) of the FDCA in November 2011. We ated 510(k) clearance for
t:connect in February 2013. From time to time, wakenmodifications to these products that may regainew 510(k). If the FDA requires us
to go through a more rigorous examination for fatproducts or modifications to existing productsthve had expected, our product
introductions or modifications could be delayedtanceled, which could cause our sales to declite oot increase in line with our forecasts.
In addition, the FDA may determine that future protd will require the more costly, lengthy and uteie@ PMA process.

The FDA can delay, limit or deny clearance or appltof a device for many reasons, including:
e we may not be able to demonstrate that our produetsafe and effective for their intended us

» the data from our clinical trials may be insuffiti¢o support clearance or approval; i

» the manufacturing process or facilities we use matymeet applicable requiremer

In addition, the FDA may change its clearance gpt@val policies, adopt additional regulations@rise existing regulations, or take
other actions which may prevent or delay approval@arance of our products under development pathour ability to modify our currently
cleared or approved products on a timely basis.

Any delay in, or failure to receive or maintaineatance or approval for our products under devedmproould prevent us from generat
revenue from these products or achieving profitgbihdditionally, the FDA and other regulatory hatities have broad enforcement powers.
Regulatory enforcement or inquiries, or other iase scrutiny on us, could dissuade some custdnoansusing our products and adversely
affect our reputation and the perceived safetyedfidacy of our products.

Failure to comply with applicable regulations cojddpardize our ability to sell our products ansufein enforcement actions such as
fines, civil penalties, injunctions, warning legerecalls of products, delays in the
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introduction of products into the market, refusiihe FDA or other regulators to grant future cérares or approvals, and the suspension or
withdrawal of existing approvals by the FDA or athegulators. Any of these sanctions could resutigher than anticipated costs or lower
than anticipated sales and have a material adeéfesst on our reputation, business, financial ctadiand operating results.

Furthermore, we may evaluate international expangaportunities in the future. If we expand our iens outside of the United Stal
we will become subject to various additional retpig and legal requirements under the applicabies land regulations of the international
markets we enter. These additional regulatory requénts may involve significant costs and expené#and, if we are not able comply any
such requirements, our international expansiontarsihess could be significantly harmed.

Modifications to our products may require new 51Q&earances or pr-market approvals, or may require us to cease mairkgbr recall the
modified products until clearances are obtained.

Any modification to a 510(k)-cleared device thatlkcbsignificantly affect its safety or effectiveise®r that would constitute a major
change in its intended use, design, or manufactegeires a new 510(k) clearance or, possibly, &P®he FDA requires every manufacturer
to make this determination in the first instanagt, the FDA may review any manufacturer’s decisibime FDA may not agree with our
decisions regarding whether new clearances or apfgare necessary for changes that we have mame froducts. If the FDA disagrees
with our determination and requires us to submit 6&0(k) notifications or PMAs for modifications twir previously cleared or approved
products for which we previously concluded that reé@arances or approvals were not necessary, weomesquired to cease marketing or to
recall the modified product until we obtain cleararr approval, and we may be subject to significagulatory fines or penalties.

Furthermore, the FDA'’s ongoing review of the 510gk)gram may make it more difficult for us to mgdifur previously cleared
products, either by imposing stricter requiremamtsvhen a new 510(k) for a modification to a presiy cleared product must be submittec
applying more onerous review criteria to such suisions.

If we or our third-party suppliers fail to comply with the FDA’s goadanufacturing practice regulations, this could inair our ability to
market our products in a cost-effective and timehanner.

We and our third-party suppliers are required tmply with the FDA's Quality System Regulation, 08R), which covers the methods
and documentation of the design, testing, prodactontrol, quality assurance, labeling, packagsteyilization, storage and shipping of our
products. The FDA audits compliance with the QSRubh periodic announced and unannounced inspsatibmanufacturing and other
facilities. The FDA may impose inspections or asidit any time. If we or our suppliers have sigaifichon-compliance issues or if any
corrective action plan that we or our suppliergyese in response to observed deficiencies is rifitismt, the FDA could take enforcement
action against us. Any of the foregoing actionsiddiave a material adverse effect on our reputaboginess, financial condition and opera
results.

A recall of our products, or the discovery of sem®safety issues with our products, could havegngficant negative impact on us

The FDA has the authority to require the recat@hmercialized products in the event of materidictncies or defects in design or
manufacture or in the event that a product posasanceptable risk to health. Manufacturers magleutheir own initiative, recall a product if
any material deficiency in a device is found. A gmment-mandated or voluntary recall by us or dreuo distributors could occur as a result
of an unacceptable risk to health, component fadumanufacturing errors, design or labeling defecther deficiencies and issues. Recal
any of our products would divert managerial andficial resources and have an adverse effect oreputation, financial condition and
operating results, which could impair our abilitygroduce our products in a cost-effective and liimsnner.
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Further, under the FDA'’s medical device reportiigMDR, regulations, we are required to reportt® EDA any incident in which our
product may have caused or contributed to a deagbrous injury or in which our product malfuncetésl and, if the malfunction were to recur,
would likely cause or contribute to death or sesilmjury. Repeated product malfunctions may reisudt voluntary or involuntary product
recall, which could divert managerial and financ&dources, impair our ability to manufacture owrdpicts in a cost-effective and timely
manner and have an adverse effect on our reputditi@mcial condition and operating results.

In January 2014, we implemented a voluntary resfadelect lots of cartridges used with the t:sliattmay be at risk of leaking. A
cartridge leak could potentially result in the dety of too much or too little insulin, which coukehd to unexpected high or low blood glucose
levels. Too much insulin can result in severe Id@od sugar, or hypoglycemia, and too little insuan lead to severe high blood sugar, or
hyperglycemia, both of which can lead to serioggrinor death. We notified the FDA of the recalbaalso notified our customers and any of
our independent distributors that may have receaféatted cartridges. We have also filed multiplBRs with the FDA following the recall
and we expect to file additional MDRs in the futasewe collect additional information.

Any adverse event involving our products could lesufuture voluntary corrective actions, suchresalls or customer notifications, or
regulatory agency action, which could include irdjmm, mandatory recall or other enforcement actiamy corrective action, whether
voluntary or involuntary, will require the dediaati of our time and capital, distract managememhfoperating our business and may harm ot
reputation and financial results.

Our failure to comply with U.S. federal and stateafid and abuse laws, including anti-kickback lawsé other U.S. federal and state anti-
referral laws, could have a material, adverse impaa our business.

There are numerous U.S. federal and state lawaipig to healthcare fraud and abuse, includingladkback laws and physician self-
referral laws. Our relationships with healthcareviers and other third-parties are subjectdiutiny under these laws. Violations of these |
are punishable by criminal and civil sanctions)uding, in some instances, imprisonment and exatufiiom participation in federal and state
healthcare programs, including the Medicare, Madiaad Veterans Administration health programs.

Healthcare fraud and abuse regulations are comalekeven minor irregularities can potentially giiee to claims that a statute or
prohibition has been violated. The laws that mdgaifour ability to operate include:

» the federal healthcare programs’ Anti-Kickbaakv, which prohibits, among other things, persansfknowingly and willfully
soliciting, receiving, offering or providing remuwaion, directly or indirectly, in exchange fortorinduce either the referral of an
individual for, or the purchase, order or recomnaiwh of, any good or service for which payment rhaymade under federal
healthcare programs such as the Medicare and Mddicagrams

» federal false claims laws which prohibit, amanlger things, individuals or entities from knowipg@resenting, or causing to be
presented, claims for payment from Medicare, Medicar other thir-party payors that are false or fraudule

» the federal HIPAA of 1996, which created fedieraminal laws that prohibit executing a schemeléfraud any healthcare benefit
program or making false statements relating totheate matters

» the Federal Trade Commission Act and similar laggaitating advertisement and consumer protectiaors

+ foreign and U.S. state law equivalents of ezfdine above federal laws, such as anti-kickbackfatse claims laws which may
apply to items or services reimbursed by any -party payor, including commercial insure

Further, the recently enacted Patient Protectiah/Adfordable Care Act, as amended by the HealthaateEducation Affordability
Reconciliation Act, or, collectively, the PPACA, ang other things, amends the intent
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requirement of the federal anti-kickback and criahinealthcare fraud statutes. A person or entityraav be found guilty under the PPACA
without actual knowledge of the statute or spedifient to violate it. In addition, the PPACA prdess that the government may assert that a
claim including items or services resulting fromialation of the federal anti-kickback statute cituges a false or fraudulent claim for
purposes of the false claims statutes. Possiblgtisas for violation of these anti-kickback lawslumde monetary fines, civil and criminal
penalties, exclusion from Medicare and Medicaidgpams and forfeiture of amounts collected in violabf those prohibitions. Any violations
of these laws, or any action against us for violatf these laws, even if we successfully deferadresg it, could result in a material adverse
effect on our reputation, business, financial cbadiand operating results.

To enforce compliance with the federal laws, th8.UDepartment of Justice, or DOJ, has recentlyesmed its scrutiny of interactions
between healthcare companies and healthcare prsyidkich has led to a number of investigationespcutions, convictions and settlements
in the healthcare industry. Dealing with investigas can be time- and resource-consuming and eemtdhanagement’s attention from our
core business. Additionally, if a healthcare conypsettles an investigation with the DOJ or other émforcement agencies, we may be forcec
to agree to additional onerous compliance and tegprequirements as part of a consent decreerpocate integrity agreement. Any such
investigation or settlement could increase ourscosbtherwise have an adverse effect on our bssine

The scope and enforcement of these laws is unoeatal subject to rapid change in the current enuient of healthcare reform,
especially in light of the lack of applicable prdeat and regulations. Federal or state regulatottyosities might challenge our current or fut
activities under these laws. Any of these challergrild have a material adverse effect on our adjomt business, financial condition and
operating results. Any state or federal regulatemew of us, regardless of the outcome, woulddstlg and time-consuming. Additionally, we
cannot predict the impact of any changes in thass,lwhether or not retroactive.

We may be liable if we engage in the off-label protion of our products.

Our promotional materials and training methods ncostply with FDA and other applicable laws and tagjans, including the
prohibition of the promotion of the off-label uskaur products. Healthcare providers may use oodpets off-label, as the FDA does not
restrict or regulate a physician’s choice of treatinwithin the practice of medicine. However, i€ thDA determines that our promotional
materials or training constitutes promotion of &flabel use, it could request that we modify oumtirsg or promotional materials or subject
to regulatory or enforcement actions, includingigseiance of an untitled letter, a warning lefitgunction, seizure, civil fine and criminal
penalties. It is also possible that other fedestate or foreign enforcement authorities might tagkon if they consider our promotional or
training materials to constitute promotion of ampproved use, which could result in significanefiror penalties. Although our policy is to
refrain from statements that could be consider&thbkl promotion of our products, the FDA or arerthegulatory agency could disagree and
conclude that we have engaged in off-label prommotio addition, the off-label use of our productaynincrease the risk of product liability
claims. Product liability claims are expensive &festhd and could result in substantial damage awagdmst us and harm our reputation.

Legislative or regulatory healthcare reforms may k®it more difficult and costly for us to obtain gailatory clearance or approval of ot
products.

Recent political, economic and regulatory influehaee subjecting the healthcare industry to funddahehanges. The sales of our
products depend in part on the availability of cage and reimbursement from third-party payors sischovernment health administration
authorities, private health insurers, health maiatee organizations and other healthcare-relatgghrations. Both the Federal and state
governments in the United States continue to p@pos! pass new legislation and regulations designedntain or reduce the cost of
healthcare. This legislation and regulation mayltes decreased reimbursement for medical deviebg;h may further exacerbate industry-
wide pressure to reduce the prices charged forgakdevices. This could harm our ability to mar&et products and generate sales.
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In addition, FDA regulations and guidance are ofensed or reinterpreted by the FDA in ways thayrsignificantly affect our business
and our products. Any new regulations or revisioneeinterpretations of existing regulations mayase additional costs or lengthen review
times of our products. Delays in receipt of ordedl to receive regulatory clearances or approwalsir proposed products would have a
material adverse effect on our business, finarmatition and operating results.

Federal and state governments in the United States recently enacted legislation to overhaul #iteon’s healthcare system. While the
goal of healthcare reform is to expand coveragadee individuals, it also involves increased goweent price controls, additional regulatory
mandates and other measures designed to constedisahcosts. The PPACA substantially changes tiyehvealthcare is financed by both
governmental and private insurers, encourages vepnents in the quality of healthcare items andisesvand significantly impacts the
medical device industries. Among other things,RFACA:

» establishes a new Patient-Centered OutcomesaR#sInstitute to oversee, identify prioritiesaimd conduct comparative clinical
effectiveness researc

e implements payment system reforms includingt@onal pilot program on payment bundling to enegarhospitals, physicians and
other providers to improve the coordination, qyadihd efficiency of certain healthcare servicesuigh bundled payment models;
and

e creates an independent payment advisory bbatdntill submit recommendations to reduce Medicending if projected
Medicare spending exceeds a specified growth

In addition, other legislative changes have beep@sed and adopted since the PPACA was enacted.rétently, on August 2, 2011,
the President signed into law the Budget Contrala@011, which, among other things, creates tiet Select Committee on Deficit
Reduction to recommend to Congress proposals imdépg reductions. The Joint Select Committee didamhieve a targeted deficit reduction
of at least $1.2 trillion for the years 2013 thrb®P21, triggering the legislation’s automatic retilon to several government programs. This
includes aggregate reductions to Medicare paymemisoviders of up to 2% per fiscal year which coemwed in 2013. The uncertainties
regarding the ultimate features of the PPACA aimiohealthcare reform initiatives and their enactinaead implementation may have an
adverse effect on our customers’ purchasing dawsiegarding our products. In the coming yearsitiaddl changes could be made to
governmental healthcare programs that could sicanifly impact the success of our products. Costrabimitiatives could decrease the price
that we receive for our products. At this time, ea@not predict which, if any, additional healthceeform proposals will be adopted, when t
may be adopted or what impact they, or the PPACay lrave on our business and operations, and atyesé impacts may be adverse on our
operating results and financial condition.

Our financial performance may be adversely affecteg medical device tax provisions in the healthcaedorm laws.

The PPACA imposes, among other things, an annwidexax of 2.3% on any entity that manufactureisnmorts medical devices offer
for sale in the United States beginning in 2013dé&frthese provisions, the Congressional ReseamsticE@redicts that the total cost to the
medical device industry may be up to $20 billioreothe next decade. We do not believe that t:dicuirently subject to this tax based on the
retail exemption under applicable Treasury Regoati However, the availability of this exemptiorsigject to interpretation by the IRS, and
the IRS may disagree with our analysis. In addjtfature products that we manufacture, producengoirt may be subject to this tax. The
financial impact this tax may have on our busirisasiclear and there can be no assurance thausurdss will not be materially adversely
affected by it.
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Risks Related to our Common Stock

Because of their significant stock ownership, cdrtaf our executive officers, directors and prinapstockholders will be able to exe
control over us and our significant corporate deimss.

Based on an aggregate of 22,925,614 shares obounon stock outstanding as of December 31, 20Xr3sxacutive officers and
directors, and their affiliates owned, in the agate, over 50% of the voting power of our outstagdiommon stock. These persons, acting
together, will have the ability to significantlyfinence or determine the outcome of all mattersrsttbd to our stockholders for approval,
including the election and removal of directors angt merger, consolidation, or sale of all or sabsally all of our assets.

The interests of the aforementioned stockholdeghtmiot coincide with the interests of the otheldbos of our capital stock. This
concentration of ownership may reduce the valusuofcommon stock by, among other things:
» delaying, deferring or preventing a change in airdf our company
« impeding a merger, consolidation, takeover or othesiness combination involving our company

e causing us to enter into transactions or agreentleatsre not in the best interests of all stocttbrd.

Anti-takeover provisions in our organizational documerand Delaware law may discourage or prevent a apaof control, even if an
acquisition would be beneficial to our stockholdemshich could reduce our stock price and preventratockholders from replacing or
removing our current management.

Our amended and restated certificate of incorpmmaaind bylaws contain provisions that could delagrevent a change of control of our
company or changes in our board of directors tbastockholders might consider favorable. Somédesé provisions:

» authorize the issuance of preferred stock witvers, preferences and rights that may be semiourt common stock, which can be
created and issued by the board of directors withdar stockholder approve

« provide for the adoption of a staggered bodmdirectors whereby the board is divided into theeesses each of which has a
different thre-year term

e provide that the number of directors shall be fikgdhe board
e prohibit our stockholders from filling board vacées;

» provide for the removal of a director only withuse and then by the affirmative vote of the éxdaf a majority of the outstanding
shares

» prohibit stockholders from calling special stockderl meetings
» prohibit stockholders from acting by written consesithout holding a meeting of stockholde

» require the vote of at least two-thirds of thestanding shares to approve amendments to thiozge of incorporation or bylaws;
and

* require advance written notice of stockholder psgt® and director nominatior

We are subject to the provisions of Section 20thefDelaware General Corporation Law, which mayhiinio certain business
combinations with stockholders owning 15% or mdrew outstanding voting stock. These and othevigions in our amended and restated
certificate of incorporation, bylaws and Delawaaes Icould make it more difficult for stockholderspmtential acquirers to obtain control of «
board of directors or initiate actions that areaggad by our then-current board of directors, iniclgé merger, tender offer or proxy contest
involving our company. Any delay or prevention afteange of control transaction or changes in oardof directors could cause the market
price of our common stock to decline.
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Our board of directors is authorized to issue andsignate shares of our preferred stock in additidisaries without stockholder approval.

Our amended and restated certificate of incorpamaduthorizes our board of directors, without thpraval of our stockholders, to issue
5,000,000 shares of our preferred stock, subjelatiitations prescribed by applicable law, rulesl aegulations and the provisions of our
amended and restated certificate of incorporatisrshares of preferred stock in series, and tblegdtdrom time to time the number of shares
to be included in each such series, and to fixdmgnation, powers, preferences and rights ofhiages of each such series and the
qualifications, limitations or restrictions there@he powers, preferences and rights of theseiadédltseries of preferred stock may be senit
or on parity with our common stock, and the isseamftsuch shares in the future may reduce the \afloar common stock.

Our ability to use our net operating loss carryfoands and certain other tax attributes may be lindte

As of December 31, 2013, we have federal net ojperédss, or NOL, carryforwards of approximatelyl$17 million. In general, if there
is an “ownership change” with respect to our conypas defined under Section 382 of the InternaldRee Code of 1986, as amended, which
we refer to as the Code, the utilization of our N€itryforwards may be subject to substantial litiates imposed by the Code, and similar
state provisions. In general, an ownership chawgars whenever there is a shift in ownership ofammpany by more than 50% by one or
more 5% stockholders over a specified time pefldak Company updated their Section 382/383 analfysis, January 1, 2012 through
December 31, 2013, regarding the limitation ofrieeoperating losses and research and developmestitsc Based upon the analysis, the
Company determined that no ownership changes atduring that period. However, previous analysieinined that ownership changes
have occurred in years prior to 2012, but will have a material impact on the future utilizatiorsoth carryforwards. We may also experienc
ownership changes in the future as a result ofespEnt shifts in our stock ownership. Accordinglyye earn net taxable income, our ability
use net operating loss carryforwards to offset fe8eral taxable income may become subject toditiihs, which could potentially result in
increases in our future tax liabilities.

We do not intend to pay cash dividends.

We have never declared or paid cash dividends ooanital stock. We currently intend to retainathilable funds and any future
earnings for use in the operation and expansia@upbusiness and do not anticipate paying any dastiends in the foreseeable future. In
addition, pursuant to the term loan agreement @apital Royalty Partners, we are precluded fromnzaginy cash dividends. Accordingly, y
may have to sell some or all of your shares ofaaunmon stock in order to generate cash flow fromryovestment. You may not receive a
gain on your investment when you sell shares andnyay lose the entire amount of the investment.

The requirements of being a public company will ilease our costs and may strain our resources ancedi management’s attention.

As a public company, we are subject to the repgmaguirements of the Securities Exchange Act 8419s amended, the Dodd-Frank
Wall Street Reform and Consumer Protection ActherDodd-Frank Act, the listing requirements of M&SDAQ Stock Market and other
applicable securities rules and regulations. Coanpke with these rules and regulations has incremsgavill continue to increase our legal and
financial compliance costs, make some activitieseifficult, time-consuming or costly, and increatemand on our systems and resources.

The Sarbanes-Oxley Act of 2002, or the SarbanesyOktt, requires, among other things, that we na@ingffective disclosure controls
and procedures and internal control over finamapbrting. Recent legislation permits “emergingvgiitocompanies” to implement many of
these requirements over a longer period and up to
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five years from the end of our last fiscal year. Mend to take advantage of this new legislationdannot guarantee that we will not be
required to implement these requirements soonerlibdgeted or planned and thereby incur unexpectpenses.

In order to maintain and, if required, improve disclosure controls and procedures and internatcbover financial reporting to meet
this standard, significant resources and manageovemsight may be required. As a result, managematiention may be diverted from other
business concerns, which could harm our busines®p@rating results. Although we have hired addé@lemployees to help us comply with
these requirements, in the future we may needréorhore employees or utilize external consultamtsrder to further support our efforts, wt
will increase our expenses.

In addition, changing laws, regulations and statisiaelating to corporate governance and publidalsice, as well as an increase in
stockholder activism, are creating uncertaintypablic companies, increasing legal and financiahpliance costs and making some activities
more time consuming. New or changing laws, regafetiand standards in particular are subject toinguipterpretations, in many cases due tc
their lack of specificity, and, as a result, thegiplication in practice may evolve over time as meidance is provided by regulatory and
governing bodies. This could result in continuimgertainty regarding compliance matters and higbsts necessitated by ongoing revisior
disclosure and governance practices. We inteneviest resources to comply with evolving laws, ragjohs and standards, and this investmer
may result in increased general and administratiyenses and a diversion of management’s time téatian from revenue-generating
activities to compliance activities. If our effotts comply with new or evolving laws, regulationgastandards differ from the activities
intended by regulatory or governing bodies duembiguities related to practice, regulatory authesiimay initiate legal proceedings against u
and our business may be harmed.

Moreover, as a public company that is subject ésétrules and regulations, we may find it mordatiff and more expensive for us to
obtain certain types of insurance, and in particdigector and officer liability insurance. We miag required to incur substantial costs to
maintain our current levels of such coverage orpiable terms.

We are an “emerging growth company” and we do noiokv whether the reduced disclosure requirements aelief from certain other
significant obligations that are applicable to enwng growth companies will make our common stockdeattractive to investor.

We are an “emerging growth company,” as definetthnJumpstart our Business Startups Act of 201thedOBS Act, and we intend to
take advantage of certain exemptions from variepsnting requirements that apply to other publicmpanies that are not “emerging growth
companies.” These exemptions include the following:

* not being required to comply with the auditor adéen requirements of Section 404 of the Sark-Oxley Act;
» less extensive disclosure obligations regardingetkée compensation in our periodic reports anckyiatements; an

» exemptions from the requirements to hold a imatibg advisory vote on executive compensationstodkholder approval of any
golden parachute payments not previously apprc

We intend to take advantage of these exemptionsdnriot guarantee that we will not be requiredrtplément these requirements soc
than budgeted or planned and thereby incur uneggextpenses. We cannot predict if investors willl our common stock less attractive
because we will rely on these exemptions. If saomestors find our common stock less attractive @esalt, there may be a less active trading
market for our common stock, which could resulhireduction in the price of our common stock.
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Pursuant to the JOBS Act, our independent registéngublic accounting firm will not be required to st to the effectiveness of our interr
control over financial reporting for so long as ware an “emerging growth company.”

Under existing SEC rules and regulations, we walrbquired to disclose changes made in our inteoratol over financial reporting or
quarterly basis and management will be requireabs®ss the effectiveness of our controls annuddiwever, under the JOBS Act, our
independent registered public accounting firm wit be required to attest to the effectivenessuofiternal control over financial reporting
pursuant to Section 404 of the Sarbanes-Oxley A2062 until we are no longer an “emerging growtmpany.” We could be an “emerging
growth company” for up to five years.

If we fail to maintain an effective system of inteal control over financial reporting, we may not kable to accurately report our financie
results or prevent fraud. As a result, stockholdesuld lose confidence in our financial and othewuplic reporting, which would harm our
business and the trading price of our common stock.

Effective internal controls over financial repodiare necessary for us to provide reliable findmejaorts and, together with adequate
disclosure controls and procedures, are designpcet@nt fraud. Any failure to implement requireznor improved controls, or difficulties
encountered in their implementation could cause digil to meet our reporting obligations. In addlit, any testing by us conducted in
connection with Section 404(a) of the Sarbanes¥DAlg, or the subsequent testing by our independagistered public accounting firm
conducted in connection with Section 404(b) of $aegbanes-Oxley Act after we no longer qualify aseamerging growth company,” may
reveal deficiencies in our internal controls ovieahcial reporting that are deemed to be materéggknesses or that may require prospective ¢
retroactive changes to our consolidated finan¢&kments or identify other areas for further ditenor improvement. Inferior internal contr
could also cause investors to lose confidence imeported financial information, which could hawv@egative effect on the trading price of
common stock.

Internal control over financial reporting is a pess designed to provide reasonable assurance iregyrd reliability of financial
reporting and the preparation of financial statetm@naccordance with accounting principles gemgealcepted in the United States, or GA/
We are currently in the process of reviewing, doeating and testing our internal control over finahceporting, but we are not currently in
compliance with, and we cannot be certain when vildoe able to implement the requirements of Sec64(a). For instance, in September
2013, it was determined that we did not maintafaative internal controls over the process for ghting the weighted common shares used t
compute basic and diluted net loss per share oy#lars ended December 31, 2011 and 2012, andefiégency in our internal controls was
deemed to be a material weakness. We subsequantytiired additional individuals with accountingpertise within the finance department.
We have also developed and implemented new camiookdures over the process for calculating thglted common shares used to com
basic and diluted net loss per share and we coedltitht we had remediated this material weaknes§@ecember 31, 2013. These proced
are subject to ongoing management review and thesimht of the audit committee of our board of clioes to ensure that they are operating
effectively. We may be at risk for future matemaaknesses, particularly if these new procedurastioperate effectively.

We are required to disclose changes made in oaimiak control procedures on a quarterly basis amemanagement is required to asses:
the effectiveness of these controls annually. Hexeglor as long as we are an “emerging growth campander the recently enacted JOBS
Act, our independent registered public accountirg fvill not be required to attest to the effectiess of our internal control over financial
reporting pursuant to Section 404. We could beaamerging growth company” for up to five years. Adépendent assessment of the
effectiveness of our internal controls could defroblems that our managemengéissessment might not. Undetected material wesdés@s ou
internal controls could lead to financial statemmstatements and require us to incur the expersenzdiation.
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The price of our common stock might fluctuate sidicantly.

Prior to our recently completed initial public afifeg, there was no public market for our commortktd he trading price of our common
stock is likely to be volatile for the foreseeaflture. Our stock price could be subject to widestliations in response to a variety of factors,
including the following:

» actual or anticipated fluctuations in our quartdiancial and operating resul

* perceptions about the market acceptance of ouuptsdnd the recognition of our brau

« overall performance of the equity marke

« introduction of proposed products, or announcemeissgnificant contracts, licenses or acquisitidmgsus or our competitor
» legislative, political or regulatory developmer

» issuance of securities analy reports or recommendatior

» additions or departures of key personi

» threatened or actual litigation and governmentsitigations;

» sale of shares of our common stock by us or mendfeysr management; a

e general economic conditior

These and other factors might cause the markeg pfiour common stock to fluctuate substantiallgicls may negatively affect the
liquidity of our common stock. In addition, in reteyears, the stock market has experienced signifiprice and volume fluctuations. This
volatility has had a significant impact on the n@rgrice of securities issued by many companiessaamany industries. The changes
frequently appear to occur without regard to therapng performance of the affected companies. Atingly, the price of our common stock
could fluctuate based upon factors that have littleothing to do with our company, and these flatibns could materially reduce our share
price.

Securities class action litigation has often bewstituted against companies following periods détility in the overall market and in the
market price of a company’s securities. This litiga, if instituted against us, could result in stamtial costs, divert our managemsrattentiol
and resources, and harm our business, operatinisresd financial condition.

Future sales, or the perception of future sales,gbfares of our common stock could materially redube market price of our common stoc

Sales of our common stock, or the perception imtaeket that the holders of a large number of bares intend to sell such shares, ¢
reduce the market price of our common stock whiollelimpair our ability to raise future capital dhugh the sale of additional equity
securities. We have outstanding 22,925,614 shdiresnamon stock as of December 31, 2013, of whigir@gdmately 13,470,317 shares are
restricted securities that may be sold only in agaoce with the resale restrictions under Ruledf4ie Securities Act of 1933, as amended. i
addition, as of December 31, 2013, we had outstgnaiptions to purchase 4,539,616 shares of commoeak and warrants to purchase
1,358,090 shares of common stock that, if exercisiiiresult in these additional shares becomingilable for sale. As of December 31, 20
there are also an aggregate of 3,302,621 shams acbmmon stock reserved for future grant or issgainder our 2013 Equity Incentive Plan
and Employee Stock Purchase Plan.

Certain holders of shares of common stock will hidaeeright, subject to various conditions and latitins, to include their shares in
registration statements relating to our securitiegddition, these holders are entitled to piggiaeegistration rights with respect to the
registration under the Securities Act of sharesusfcommon stock. Shares of common stock sold uhése registration statements can be
freely sold in the public market. In the event ségition rights are exercised and a large numbshafes of common stock are sold in the p
market, those sales could reduce the trading pfioeir common stock.
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In the future, we also may issue our securitiegeifneed to raise additional capital. The numberes¥ shares of our common stock iss
in connection with raising additional capital coglohstitute a material portion of the then-outstagdhares of our common stock.

Item 1B.  Unresolved Staff Comments.
Not applicable.

Item 2. Properties.

As of December 31, 2013, we leased an aggregatppzbximately 66,000 square feet, of manufactulaiggratory and office space in
San Diego, California under an operating leas¢h@iFirst Lease, which was scheduled to expire &y RI017. Substantially all of our
operations are conducted at this facility, inclgdour manufacturing processes, research and dewelopactivities, customer and technical
support, and management and administrative funstion

On November 5, 2013 we entered into an extensidheoFirst Lease and concurrently entered intoci3e Lease, for up to
approximately an additional 41,000 square feebffice, laboratory and warehousing space in clos&imity to our other facilities. We expect
to occupy approximately 24,000 square feet undeSecond Lease beginning in the first half of 2@h# to occupy the remaining portion of
the space under the Second Lease within 12 mamghsatfter.

The First Lease and Second Lease will both exginearrently approximately 60 months following thetelwe occupy the first portion
the space associated with the Second Lease. Wavbdliat the facilities that we presently occupetber with the additional facilities that we
expect to occupy under the Second Lease will bigcgrit to support our current operations and tittable additional facilities would be
available to us should our operations require it.

Item 3. Legal Proceedings

From time to time we may be involved in variouspdi®es and litigation matters that arise in therady course of business. We are
currently not a party to any material legal proéegs.

Item 4. Mine Safety Disclosures

Not applicable.
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PART II

Item 5. Market for Registrant’s Common Equity, Related Stockholder Matters and Isuer Purchases of Equity Securitie
Market Information

Our common stock began trading on The NASDAQ Gldbatket on November 14, 2013 under the symbol “TNDRtior to such time,
there was no public market for our common stocle fidilowing table sets forth the high and low saléses per share of our common stock a:
reported on The NASDAQ Global Market for the perindicated.

Price Range
High Low

Year Ended December 31, 201
Fourth Quarter (commencing November 14, 2( $27.0C $18.61

The last sale price for our common stock as reddseThe NASDAQ Global Market on February 28, 20das $25.75 per share.

Holders of Record

As of February 28, 2014, there were approximat@g olders of record of our common stock. The datuanber of common
stockholders is greater than the number of recoldens, and includes stockholders who are benébeiaers, but whose shares are held in
street name by brokers and other nominees. Thivauof holders of record also does not includeldtolders whose shares may be held in
trust by other entities.

Dividend Policy

We have never declared or paid any cash dividendsiocommon stock. At the present time, we havplans to declare or pay any
dividends and intend to retain all of our futurengéags, if any, generated by our operations fordeeelopment and growth of our business.
future decision to pay dividends will be made by board of directors in its sole discretion and wépend upon our results of operations,
financial condition, capital requirements and otfaetors that our board of directors deems releiraits informed business judgment. In
addition, the terms of our term loan agreement Witlpital Royalty Partners restricts our abilitypy cash dividends.

Securities Authorized for Issuance under Equity Comensation Plans
Information about our equity compensation plansdsrporated herein by reference to Part Ill, ItE2nof this Annual Report.

Repurchases of Equity Securities
There were no repurchases of equity securitie®1r82
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Performance Measurement Comparison

The following graph shows a comparison from Novenize 2013 (the date our common stock commenceééhggaon The NASDAQ
Global Market) through December 31, 2013 of the wlative total return for our common stock, the NASD Composite Index and NASDA
Medical Equipment Index. The graph assumes araliitvestment of $100 on November 14, 2013. Thepaoigons in the graph are not
intended to forecast or be indicative of possihteife performance of our common stock.

Tandem Digbates Care, inc. w05 D% Coim podite il [ 0,5 000, ) Plidica) Eguigmien

The preceding graph and related information statlbe deemed “soliciting material,” shall not beheed “filed” with the SEC, shall not
be subject to the liabilities of Section 18 of Becurities Exchange Act of 1934, as amended, aaltirsdt be incorporated by reference in any
of our filings under the Securities Act of 1933 aasended, or the Securities Exchange Act of 1984n@ended, whether made before or after
the date hereof and irrespective of any generalpuaration language in any such filing.

Use of Proceeds

Our initial public offering of common stock was effed through a Registration Statement on Fornm(F8ld. No. 333-191601) which was
declared effective by the Securities and Exchargar@ission on November 13, 2013. On November 143 28dditional shares of our
common stock were registered through a Registr&tatement on Form S-1 (File No. 333-192324) fjedsuant to Rule 462(b) under the
Securities Act. On November 19, 2013, a total 608,000 shares of common stock were sold on oualbatan initial public offering price of
$15.00 per share, for aggregate gross offeringgade of $120.0 million, managed by BofA Merrill lgmand Piper Jaffray. In addition, on
November 15, 2013, in connection with the exeroisthe underwriter over-allotment option, 1,200,000 additional stsapé common stock
were sold on our behalf at the initial public offey price of $15.00 per share, for aggregate goffesing proceeds of $18 million.

We paid to the underwriters underwriting discountaling approximately $9.7 million in connectionthvthe offering. In addition, we
incurred additional costs of approximately $3.3lioml in connection with the offering, which whendsdl to the underwriting discounts paid by
us, amounts to total costs of approximately $13l0am. Thus, the net offering proceeds to us, afteducting underwriting discounts and
offering
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expenses, were approximately $125.0 million. Newfig expenses were paid directly or indirecthamny of our directors or officers (or their
associates) or persons owning ten percent or nfaeyoclass of our equity securities or to any otféliates.

The net proceeds from the offering have been iedeist money market funds and highly-liquid, high#ited securities. There has beet
material change in the expected use of the neepdsfrom our initial public offering as describeaur registration statement on Form S-1.

Item 6. Selected Financial Data

The selected financial data presented below urttkeheading “Statements of Operations Data” for ylears ended December 31, 2013, 2012
and 2011 and the selected financial data preseb&dow under the heading “Balance Sheet Data” aBetember 31, 2013, 2012 and 2011
have been derived from our audited financial statets included elsewhere in this Annual Report. S¢lected financial data presented below
should be read in conjunction with the informatiooluded under the heading “Management’s Discussind Analysis of Financial Condition
and Results of Operations” in Part Il, Item 7 ainetfinancial statements and the related notes it Patem 8. Our historical results for any
prior period are not necessarily indicative of réisuo be expected in any future peri

Statements of Operations Data:

Year Ended December 31

(in thousands, except share and per share 2013 2012 2011
Sales $ 29,00 $ 2,47¢ $ —
Cost of sale: 22,84( 3,828 —
Gross profit (loss 6,167 (1,349 —
Operating expense

Selling, general and administrati 44,52; 22,69 15,95

Research and developm 11,07¢ 9,00¢ 8,261
Total operating expen: 55,60: 31,70( 24,21
Operating los! (49,439 (33,049 (24,217
Total other income (expense), | (13,709 33 (1,299
Net loss and comprehensive I¢ $ (63,139 $(33,019 $(25,510
Net loss per share, basic and dilut $  (21.4¢ $(175.89 $(149.8)
Weighted average shares used to compute basidlatetichet loss per shar 2,942,00: 187,71t 170,20t

Balance Sheet Data:

As of December 31

(in thousands 2013 2012 2011

Cash and cash equivalents $124,38! $ 17,16 $ 8,65i
Working capital $134,39( $ 10,76: $ (6,87¢)
Property and equipment, r $ 9,88¢ $ 8,98¢ $ 4,171
Total asset $162,21! $ 39,817 $ 13,97¢
Notes payabl $ 29,39: $ 4,20: $12,85]
Convertible preferred stoc — $ 124,63t $67,93(
Total stockholder equity (deficit) $115,53 $(106,055) $(71,295)
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Item 7. Management'’s Discussion and Analysis of Famcial Condition and Results of Operations.

You should read the following discussion and ansfygether with “Item 6. Selected Financial Dataid our financial statements and related
notes included elsewhere in this Annual Report.fohewing discussion contains forward-looking staients that involve risks and
uncertainties. Our actual results could differ mréa#ly from those expressed or implied in any forddooking statements as a result of vari
factors, including those set forth under the cap“ltem 1A. Risk Factors.”

Certain statements contained in this Annual ReporEForm 10-K, including statements regarding theadepment, growth and expansion of
our business, our intent, belief or current expgotss, primarily with respect to our future operagiperformance, and the products we expect
to offer and other statements regarding matters #ma not historical facts, are “forward-lookingaements” within the meaning of

Section 27A of the Securities Act and Section 21RkecSecurities Exchange Act of 1934, as ameradetlare subject to the “safe harbor”
created by these sections. Future filings withSE, future press releases and future oral or emitstatements made by us or with our
approval, which are not statements of historicalfanay also contain forward-looking statementdse such statements include risks and
uncertainties, many of which are beyond our contotual results may differ materially from thosg@eessed or implied by such forward-
looking statements. Some of the factors that coalse actual results to differ materially from thaxpressed or implied by such forward-
looking statements can be found under the captiisk Factors” and elsewhere in this Annual Reparfrorm 10-K. Readers are cautioned
not to place undue reliance on forward-looking staents. The forward-looking statements speak anbdf the date on which they are made,
and we undertake no obligation to update such statgs to reflect events that occur or circumstartcasexist after the date on which they
made.

Overview

We are a medical device company with an innovadweroach to the design, development and commeaiah of products for people
with insulin-dependent diabetes. We designed anthwercialized our flagship product, the t:slim InsWelivery System, or t:slim, based on
our proprietary technology platform and unique eonsr-focused approach. Our technology platformufestour patented Micro-Delivery
Technology, a miniaturized pumping mechanism wihiidws insulin from a flexible bag within the pumpartridge rather than relying on a
syringe and plunger mechanism. It also featuresaag-to-navigate embedded software architecturiwjécolor touchscreen and a micisB
connection that supports both a rechargeable patet t:connect, our data management applicationirtovative approach to product desigr
and development is also consumer-focused and leesedr extensive market research as we believagéeis the primary decision maker
when purchasing an insulin pump. We also applystlience of human factors to our design and devedopiprocess, which seeks to optimize
our devices to the intended users, allowing usessitcessfully operate our devices in their intdnelevironment. Leveraging our technology
platform and consumer-focused approach, we devwlogucts to address unmet needs of people ingihspets of the large and growing
insulin-dependent diabetes market.

The FDA cleared t:slim in November 2011. We comneehoommercial sales of t:slim in the United Statehe third quarter of 2012.
We consider the number of units shipped per quéatbe an important metric for managing our busin&ince the launch of t:slim, the num
of units shipped has increased each quarter, arfthwe shipped approximately 7,500 pumps as of Dbeeil, 2013 broken down by quarter
as follows:

Units
For the Three Months Endec ShiEEec
June 2012 9
September 201 204
December 201 844
March 2013 852
June 201: 1,36¢
September 201 1,851
December 201 2,40¢
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For the years ended December 31, 2013 and 2012ates were $29.0 million and $2.5 million, respety. For the years ended
December 31, 2013 and 2012, our net loss was $6lidn and $33.0 million, respectively. Our accuiated deficit as of December 31, 2013
was $169.2 million.

We believe we can achieve profitability becausepraprietary technology platform will allow us tcaximize efficiencies in the
development, production and sales of our prod@stdeveraging our core technology, we believe we davelop and bring to market products
rapidly and greatly reduce our design and developmests. We expect to continue to increase prémtueblume, and to reduce the per unit
production cost for the t:slim Pump and its disppbsa@artridge over time. Further, due to sharedipcbdesign features, our production systen
is adaptable to new products and we intend to ése=pur shared manufacturing infrastructure toceawr product costs and drive operationa
efficiencies. By expanding our product offeringsatidress people in all segments of the large amdigg insulin-dependent diabetes market,
we believe we can increase the productivity ofsales force, thereby improving our operating margin

From inception through December 31, 2013, we haiegily financed our operations through salesafity securities, and, to a lesser
extent, debt financings. We expect to continuetwii net losses for the next several years andratpyire additional capital through equity
financings and debt financings in order to fund operations to a level of revenues adequate tosstippr cost structure.

We have experienced consecutive quarterly reverugth since the commercial launch of t:slim in thigd quarter of 2012, while
incurring quarterly operating losses since our io&. Our operating results may fluctuate on artguly or annual basis in the future and our
growth or operating results may not be consistétit predictions made by securities analysts. We n@ybe able to achieve profitability in t
future. For additional information about the rigksl uncertainties associated with our businesghgesection entitled “Risk Factors” in Part I,
Item 1A of this Annual Report.

Subsequent Event
Voluntary Recall

On January 10, 2014, we announced a voluntarylretcs¢lect lots of cartridges used with the t:stmt may be at risk of leaking. The
cause of the recall was identified during our ingproduct testing. The recall was expanded onalgr20, 2014 to include additional lots of
affected cartridges used with the t:slim. We inedrapproximately $1.6 million in direct costs asatarl with the recall. We recorded a cost of
sales charge of approximately $1.3 million in therth quarter of 2013 and expect to record a cosales charge for the remainder in the first
quarter of 2014. We do not currently expect anyhierr direct financial impact of the recall beyohdse costs. The total cost of the recall
consisted of approximately $0.6 million associatetth the return and replacement of affected cagglin the field and approximately $1.0
million for the write-off of affected cartridges thin our internal inventory.

Components of Results of Operations
Sales

We commenced commercial sales of t:slim in the éthBtates in the third quarter of 2012. The t:$fisulin Delivery System is
comprised of the t:slim Pump and pump-related sapphat include disposable cartridges and infusits. We also offer accessories including
protective cases, belt clips, and power adaptaies®f accessories since commercial launch hatvieesm material. We primarily sell our
products through national and regional distributorsa non-exclusive basis. These distributors areiglly providers of medical equipment
and supplies to individuals with diabetes. Our @miynend customers are people with insulin-dependiabietes. Similar to other durable
medical equipment, the primary payor is generallyia-party insurance carrier and the customesigally responsible for any medical
insurance plan copay or co-insurance requirements.
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We anticipate our sales will increase as we exmamdales and marketing infrastructure, increasgreness of our products and broader
third party reimbursement for our products. We &spect that our sales will fluctuate on a quaytbdsis in the future due to a variety of
factors, including seasonality and the impact efltying patterns of our distributors and othetamers. We believe that our sales are subjec
to seasonal fluctuation due to the impact of andeductible and coinsurance requirements associdtbdnost medical insurance plans
utilized by our individual customers and the indival customers of our distributors. Our sales nisg be influenced by the summer vacation
period. Accordingly, we expect sequential growtlsalies from the third quarter to the fourth quatddoe relatively higher than for other
guarter-toguarter growth, and we also expect sequential drafvsales from the fourth quarter to the firstgeiato be relatively lower than fi
other quarter-to-quarter growth. It is also pogsibiat we may see a decline in sales from thetiayrarter to the first quarter due to these
seasonal fluctuations.

Cost of Sales

We manufacture the t:slim Pump and its disposadzidge at our manufacturing facility in San Die@alifornia. Infusion sets and
t:slim accessories are manufactured by third-pguppliers. Cost of sales includes raw materiatmr&osts, manufacturing overhead expense
product training cost and reserves for expectedaméy costs, scrap and inventory obsolescence t®aer relatively low production volumes,
compared to our potential capacity for our produtts majority of our per unit costs are curremtignufacturing overhead expenses. These
expenses include quality assurance, manufacturiggeering, material procurement, inventory conti@tilities, equipment and information
technology and operations supervision and managemen

We expect our overall gross margin, which is catad as sales less cost of sales for a given péniated by sales, to fluctuate in future
periods as a result of the changing percentageoaiygts sold to distributors versus directly toidlal customers, varying levels of
reimbursement among third-party payors, changingafproducts sold with different gross marginsaees in our manufacturing processes
or costs and increased manufacturing output. Manwurfimg inefficiencies will also impact our grossrgins, which we may experience as we
attempt to manufacture our products on a largdeschange our manufacturing capacity or outpud, @gfjust to expanding our manufacturing
facilities. Any new products that we sell in theuite may change our future gross margins.

Selling, General and Administrativ

We expect our selling, general and administrativesG&A, expenses to increase as our business dgp@ur SG&A expenses primar
consist of salary, fringe benefits and stock-basmdpensation for our executive, financial, marlgtisales, business development, regulatory
affairs and administrative functions. Other sigrifit expenses include product demonstration saptpdele show expenses, outside legal
counsel, independent auditors and other outsidsultamts, insurance, facilities and informatiornreamlogy expenses.

Research and Developme

We expect our research and development, or R&Demsgs to increase as we initiate and advance oetagenent projects. Our R&D
activities primarily consist of engineering andaasch programs associated with our products uneleldpment, as well as R&D activities
associated with our core technologies and proceB&i3 expenses are primarily related to employempensation, including salary, fringe
benefits, stoclbased compensation and temporary employee expafigeslso incur significant expenses for suppliesietbpment prototype
outside design and testing services and milestagmpnts under our development and commercializatipaements with DexCom and other
collaborators.
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Other Income and Expense

Our other income and expense primarily consishefdhange in the fair value of outstanding comnmah@eferred stock warrants, as
well as interest expense and amortization of diszibdnt associated with term loan agreements andectible notes payable. At December 31

2013, there was $30 million outstanding principadler our term loan with Capital Royalty Partnerbjol accrues interest at a rate of 14% pe
annum.

Results of Operations

Year Ended December 31

(in thousands, except percentage 2013 2012 2011
Sales $ 29,007 $ 2,47¢ $ —
Cost of sale: 22,84( 3,82¢ —
Gross profit (loss 6,167 (1,349 —
Gross margir 21% (54%) —
Operating expense

Selling, general and administrati 44,52; 22,69 15,951

Research and developm 11,07¢ 9,00¢ 8,261
Total operating expens 55,60 31,70( 24,21
Operating los! (49,439 (33,049 (24,215
Other income (expense), n

Interest and other incon 7 2 14

Interest and other expen 4,710 (2,525 (542)

Change in fair value of stock warrai (9,007) 2,55¢ (770
Total other income (expense), | (13,709 33 (1,299
Net loss and comprehensive I¢ $(63,139) $(33,01%) $(25,510)

Comparison of Years Ended December 31, 2013 and 201

Sales. We began selling our products in the third quasfe2012. Sales for the years ended December@®13 and 2012 were $29.0
million and $2.5 million, respectively. Sales frahe t:slim Pump accounted for 90% and 91% of satepectively, for the years ended
December 31, 2013 and 2012, while pump-relatedlmgoprimarily accounted for the remainder in egehr. Sales of accessories were not
material in either year. The commercializationtad t:slim Pump and pump-related supplies and agdessnitially involved a sales force of
limited size. During 2013, we expanded the numibeuo sales territories to 36 from 11 at commerldahch in 2012. Sales to distributors
accounted for 69% and 73% of our total sales ferytrars ended December 31, 2013 and 2012, resggctiv

Cost of Sales and Gross Profit (Los€ur cost of sales for 2013 was $22.8 million Hasg in gross profit of $6.2 million, compared to
$3.8 million in cost of sales recognized in 2012uteng in negative gross profit of ($1.3) milliofhe gross margin for 2013 was 21%,
compared to a negative gross margin of (54%) irR20he improvement in the gross margin was primaritesult of manufacturing
efficiencies associated with an increase in thelpection output and improvement in our manufactupngcesses. The 2013 gross margin
included $1.3 million of costs, or a reduction loé gross margin of 5%, associated with our volyngaoduct recall of selected lots of
cartridges, including the write-off of affected antory on hand and the return and replacementaafyat in the field. We have experienced,
and may continue to experience, unanticipated dserein productivity and other losses due to iciefficies relating to the production of our
products, scale-up of manufacturing capacity afidree on outside suppliers for key componentsiénrhanufacture of our products. This
could continue to result in lower than expected ufiacturing output and higher than expected prodasts.
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As we are in the early stages of commercializataor since we have not yet been able to meanigghlfe advantage of economies of
scale in our manufacturing, our gross margins céetlee absorption of overhead as the largest coemasf our manufacturing costs. Our gross
margin on the t:slim Pump was higher than our gneaggin on pump-related supplies for the year ergiscember 31, 2013 and is expected tc
remain higher in the future. Our future gross masguill be impacted by numerous factors includipgrcentage of products sold to distribui
versus directly to individual customers, varyingdis of reimbursement among third-party payorsngiveg mix of products sold with different
gross margins, changes in our manufacturing presemscosts and increased manufacturing outputufdaturing inefficiencies will also
impact our gross margins, which we may experiescgeattempt to manufacture our products on adagge, change our manufacturing
capacity or output, and adjust to expanding ourufeiuring facilities. Any new products that wel selthe future may change our future gr
margins.

Selling, General and Administrative ExpenssG&A expenses increased 96% to $44.5 million fak2Bom $22.7 million in 2012. The
increase in SG&A expenses was primarily associiddincreased costs as we began selling our ptsdache third quarter of 2012 and the
continued expansion of our commercial operationndl2013. At December 31, 2013, our headcounsédes, general and administrative
functions more than doubled compared to Decembge2@112. This includes an expansion to 36 territoaethe end of 2013, which are
maintained by sales representatives, field clinépacialists, managed care liaisons, additionaksalanagement and other customer support
personnel, as well as the growth of the adminiseanfrastructure to support the growing operagioBmployee-related expenses for our sales
general and administrative functions comprise tlagonity of the SG&A expenses. Such employee-relatgebnses increased $18.5 million
during 2013 compared to 2012, including an incredsk8.4 million in stock-based compensation asgedi with equity awards. SG&A
expenses also increased $5.1 million associatédmatrketing and promotional activities, tradeshavwesel expenses and technological
support. The overall increase was offset by a résluof $1.8 million relating to the acquisition pétent rights in 2012 for nacemmercialize:
products, for which there was no comparable SG&pemse in 2013.

Research and Development ExpendR&D expenses increased 23% to $11.1 million fat2from $9.0 million for 2012. The increast
R&D expenses for 2013 consisted primarily of anméase of $2.4 million in employeaelated expenses, as well as an increase of $Ui@min
supplies and facilities expenses, offset by a $iilllon decrease in collaboration milestone payraent

Other Income (ExpensePther expense for 2013 was $13.7 million, compane$33,000 of other income for 2012. The othgresse fc
2013 was primarily comprised of $9.0 million assted with the revaluation of the fair value of coomand preferred stock warrants and $4.
million interest expense associated with the tevamlagreement executed with Capital Royalty Pastimebecember 2012. $30 million was
drawn under the agreement in January 2013.

In comparison, other income for 2012 was primasdynprised of a $2.6 million decrease in the falugaf the common and preferred
stock warrants, offset by $2.5 million interest empe related to convertible notes payable to cestackholders that were converted to Series
D preferred stock in August 2012 and interest paidhe $5 million loan from Silicon Valley Bank. Wised proceeds from the Capital Royalty
Partners term loan agreement to repay all amouristamding under the Silicon Valley Bank loan inuary 2013.

We performed the final revaluation of the warraability in November 2013 in connection with comgba of the initial public offering.

Comparison of Years Ended December 31, 2012 and 201

Sales. We began selling our products in the third quasfe2012. Sales for 2012 were $2.5 million. Themere no sales for 2011. Sales
from the t:slim Pump and pump-related supplies actsd for 91% and 9% of sales, respectively, fdr2(Bales of accessories were not
material for 2012.
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Cost of Sales and Gross Profit (Los®ur cost of sales for 2012 was $3.8 million résglin negative gross profit of ($1.3) million. &h
gross margin for 2012 was (54%). There were nosaafs$ales for 2011. The negative gross margirdii?2esulted primarily from the initial
scale up of manufacturing where our fixed and \dei@mverhead costs were allocated to small salksneoand manufacturing output.

Selling, General and Administrative ExpenssS&A expenses increased 42% to $22.7 million fak2fliom $16.0 million for 2011. At
December 31, 2012, our headcount for sales, geapdshdministrative functions nearly doubled coradawith December 31, 2011. The
increase in SG&A expenses was primarily relateidi¢oeased costs associated with the August 201idtion of commercial operations that
included the establishment of a sales force, cust@nd technical support functions and marketinggeel and programs. During 2012,
employee-related expenses increased $3.9 millidrfaxilities and information technology expenseated to the SG&A functions increased
$1.3 million. Additionally, we expensed $1.8 millioelating to the acquisition of patent rights fimn-commercialized products.

Research and Development ExpenB&D expenses increased 9% to $9.0 million for 26b#n $8.3 million for 2011. The increase in
R&D expenses for 2012 was primarily due to a $1ildan milestone payment under a collaboration agnent.

Other Income (Expensether income (expense) increased to $33,0000b2 2Zrom ($1.3) million for 2011. Interest and atleepense
for 2012 was primarily related to interest ass@tlatith convertible notes payable to certain stotdkérs at a rate of 8% per annum that were
converted to Series D preferred stock in Augus22@hd interest paid on a $5 million loan from&ih Valley Bank entered into in March
2012 at a rate ranging from 7.5% to 10% per andatarest and other expense for 2011 was primaelgted to interest associated with the
convertible notes issued in August 2011, which veetesequently converted to Series D preferred stodkigust 2012.

The decrease in fair value of the stock warrants $#6 million for 2012 compared to an increas®@®8 million for 2011. The change
was due to the revaluation of the fair value ofecbemmon and preferred stock warrants.

Liquidity and Capital Resources

At December 31, 2013, we had $129.5 million in caistl cash equivalents and short-term investmengsbé#lieve that our cash on hand,
cash available under our term loan agreement aswkpds from the exercise of options and warrantdwisufficient to satisfy our liquidity
requirements for at least the next 18 months. Weeixthat our sales performance and the resulfiegating income or loss, as well as the
status of each of our new product development piragr will significantly impact our cash managenusttisions. We have utilized, and may
continue to utilize, debt arrangements with debt/jfers and financial institutions to finance opecations. Factors such as interest rates anc
available cash will impact our decision to contitoaitilize debt arrangements as a source of cash.

Historically, our sources of cash have includedqig placements and a public offering of equityusidies, debt arrangements, and cash
generated from operations. Our historical cashH@u$ have primarily been associated with cash @isiedperating activities such as the
purchase of inventory, expansion of our sales aaxketing infrastructure, increase in our R&D adies, the acquisition of intellectual
property, expenditures related to equipment anddrgments used to increase our manufacturing dypatil improve our manufacturing
efficiency, overall facility expansion and othernking capital needs.
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The following table shows a summary of our castvéidor the years ended December 31, 2013, 20122@h1t

Year Ended December 31

(in thousands) 2013 2012 2011
Net cash provided by (used il
Operating activitie! $(47,75)) $(33,47)) $(21,547)
Investing activities (12,109 (5,529 5,87¢
Financing activitie: 166,08: 47,50¢ 13,17¢
Total $107,22: $ 8,50¢ $ (2,489

Operating activities Net cash used in operating activities was $41lilomfor the year ended December 31, 2013, compao $33.5
million and $21.5 million for the same periods B12 and 2011, respectively. The increase in nét uasd in operating activities for the 2012
and 2013 periods presented was primarily associgithdncreased costs related to the initiatiom@inmercial operations in August 2012 and
continued expansion during 2013. Our employee hmadcemployee-related expenses and working capgdls, including accounts
receivable and inventory, increased significantlyaaesult of our initiation of commercial operato

Investing activities Net cash used in investing activities was $11illiam for the year ended December 31, 2013, comgpao net cash
used of $5.5 million in 2012 and net cash generaté&b.9 million in 2011. The increase in net cashd in investing activities for the 2012 ¢
2013 periods was primarily related to the purchtadsshort-term investments, the acquisition of ptteand the purchase of capital equipment.
The net cash provided in 2011 was primarily reldtethe sale of securities to fund our operatiniydies.

Financing activitiesNet cash provided by financing activities was agpmately $166.1 million for the year ended Decembkr2013,
compared to $47.5 million and $13.2 million for @me periods in 2012 and 2011, respectively. Bheash provided in 2013 is a result of
proceeds from our initial public offering of appnmately $125.0 million in November 2013, net prate&om issuance of preferred stock of
$28.9 million, net proceeds from issuance of nptgble of $16.0 million and proceeds from wareard stock option exercises of $2.6
million, offset by principal payments on notes palgzof $4.4 million and $2.0 million used in rested cash. The net cash provided by 2012
financing activities not reoccurring in 2013 inchebproceeds from issuance of preferred stock ofoh3(dlion and proceeds from issuance of
notes payable and convertible notes payable oR&hillion while 2011 net cash proceeds from finagcactivities was driven by the issuance
of convertible notes payable.

Our liquidity position and capital requirements aubject to fluctuation based on a number of factBor example, our cash inflow and
outflow may be impacted by the following:

» fluctuations in gross margins and operating marg
e our ability to generate sales; a

» fluctuations in working capita

Our primary short-term capital needs, which argesttio change, include expenditures related to:
» support of our commercialization efforts relatedtw current and future produc
* improvements in our manufacturing capacity anccifficy;
» growth of our sales, marketing and clinical infrasture;
* new research and product development eff

» payment of quarterly interest due under our terist dgreement
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» the acquisition of equipment and other fixed as:
» facilities expansion needs; a

» potential ui-front, milestone payments or reimbursement of costier R&D collaboration:

Although we believe the foregoing items reflect most likely uses of cash in the short-term, wencaupredict with certainty all of our
particular short-term cash uses or the timing oowmh of cash used. If cash generated from opematoimsufficient to satisfy our working
capital and capital expenditure requirements, wg bgarequired to sell additional equity or debtus#ies or obtain additional credit facilities.
Additional capital, if needed, may not be availabfesatisfactory terms, if at all. Furthermore, adglitional equity financing may be dilutive
stockholders, and debt financing, if available, rnmeyude restrictive covenants.

Indebtedness
Capital Royalty Partners Term Loan

In December 2012, we executed a term loan agreemt#mCapital Royalty Partners Il L.P. and CapRalyalty Partners Il—Parallel
Fund “A” L.P., together, Capital Royalty Partners, providisgaccess to $45 million under the arrangementhiagh $30 million was availab
in January 2013, and an additional amount up torf#illibn was available upon our achievement of 42@evenue-based milestone. We can
elect to draw any amount between $8 million and ilBon at our discretion up until May 30, 2014. January 2013, $30 million was drawn
under the agreement, a portion of which was usedpay all amounts outstanding under our $5 millaan from Silicon Valley Bank.

Silicon Valley Bank Revolving Line of Cred

In January 2013, we entered into an amended loaeagnt with Silicon Valley Bank, making availabléwo year revolving line of
credit in the amount up to the lesser of $1.5 onillor 75% of eligible accounts receivable. Inteady payments at a rate of 6% per annum ar
payable monthly through the maturity date 24 moffrilxm the initial borrowing. Loans drawn under tgreement are secured by our eligible
accounts receivable and proceeds therefrom. Addillip, the terms of the revolving line of creditntain various affirmative and negative
covenants. There were no amounts outstanding uhddine of credit as of December 31, 2013 and22 the event of our breach of the
agreement, we may not be allowed to draw amourdsruthe agreement, and, to the extent we haveraoyrts outstanding at the time of any
breach, we may be required to repay such amourlisrghan anticipated.

Contractual Obligations & Commitments

The following table summarizes our long-term coctinal obligations as of December 31, 2013:

Payments Due by Period(1

Less thar More
than
(in thousands) Total 1 year 1-3 years 3-5 years 5 years
Operating lease obligation relating to our facility $14,58¢ $ 1,991 $ 5,37( $ 5,94¢ $1,27¢
Capital Royalty Partners term loan, including ies# 43,12¢ 4,20( 22,61 16,31: —
License fee: 2,00( 2,00( — — —
Firm purchase commitmen 10,40¢ 9,00( 1,40¢ — —
Total contractual obligatior $70,11¢ $17,19: $29,39: $22,26( $1,27¢

(1) In connection with the DexCom development aohimercialization agreement, we are contingentlygalbéd to make two $1.0 million
payments upon achievement of certain developmeestones, that are expected to be met over thefivexgears.
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Critical Accounting Policies Involving Management Etimates and Assumptions

Our discussion and analysis of our financial caadiand results of operations are based on ounéiahstatements, which have been
prepared in accordance with accounting principkrgegally accepted in the United States. The préparaf these financial statements require:
management to make estimates and judgments tleat #ffe reported amounts of assets, liabilitiegmaes and expenses and the disclosure
contingent assets and liabilities in our finanskaltements. We evaluate our estimates and judgroerets ongoing basis. We base our estin
on historical experience and on various other fadioat we believe are reasonable under the ciraumoss, the results of which form the basis
for making judgments about our financial conditaord results of operations that are not readily egagdrom other sources. Actual results may
differ from these estimates.

While our significant accounting policies are mbrly described in Note 1 to our financial statenseincluded in this Annual Report, we
believe that the following accounting policies #re most critical to the judgments and estimatesl irs the preparation of our financial
statements.

Revenue Recoghnitio

Our revenue is generated from the sale in the di8tates of our t:slim Pump, disposable cartridgebinfusion sets to individual
customers and third-party distributors that re-sall product to insulin-dependent diabetes custenWe are paid directly by customers who
use our products, distributors and third-party payo

Revenue is recognized when persuasive evidenae afrangement exists, delivery has occurred aledpiitssed, the price is fixed or
determinable, and collectability is reasonably es$uThese criteria are applied as follows:

e The evidence of an arrangement generally consistsrdractual arrangements with distributors oedircustomers

» Transfer of title and risk and rewards of ovatn@p are passed upon shipment of the pump toluligtris or upon delivery to the
customer

e The selling prices are fixed and agreed up@eti@n the contracts with distributors, the custcane contracted insurance payors,
if applicable. For sales to customers associatéldl wsurance providers with whom we do not haveratract, we recognize reven
upon collection of cash at which time the pricdéserminable. We do not offer rebates to our distars and customer

* We consider the overall creditworthiness anghpent history of the distributor, customer and ¢batracted insurance payor in
concluding whether collectability is reasonablyuased.

Prior to the first quarter of 2013, t:slim Pumpesalvere recorded as deferred revenue until the @oygp 30-day right of return expired
because we did not have sufficient history to He &breasonably estimate returns. At Decembe@12, we had $1.9 million recorded as
deferred revenue. Beginning in the first quarte2@f3, we began recognizing t:slim Pump revenuenvetiehe revenue recognition criteria
above are met, as we established sufficient histooyder to reasonably estimate product returrssa Aesult of this change, we recorded a one
time adjustment during 2013, to recognize previpdsiferred revenue and cost of sales of $1.9 mikind $1.1 million, respectively.

Revenue Recognition for Arrangements with Multipddiverables

We consider the deliverables in our product offg@r@is separate units of accounting and recognirecdables as revenue upon delivery
only if (i) the deliverable has standalone valud €i) if the arrangement includes a general rigihteturn relative to the delivered item(s),
delivery or performance of the undelivered itenigg)robable and substantially controlled by us. aNecate consideration to the separate unit:
of accounting, unless the undelivered elements deesmed perfunctory and inconsequential. We usecsthéve
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selling price method, in which allocation of coresigtion is based on vendor-specific objective evigg(VSOE) if available, third-party
evidence (TPE), or if VSOE and TPE are not ava@ablanagement’s best estimate of a standalonagellice (ESP) for the undelivered
elements.

In February 2013, the FDA cleared t:connect, ooudtbased data management application, which i€raagilable upon purchase by
t:slim Pump customers. This service is deemed delivered element at the time of the t:slim salec&ise the Company has neither VSOE
nor TPE for this deliverable, the allocation ofeéaue is based on the Company’s ESP. The Compaailylisbes its ESP based on estimated
cost to provide such services, including considendor a reasonable profit margin and corrobordtgdomparable market data. The Comp
allocates fair value based on management’'s ESHe@lement at the time of sale and is recognittiegevenue over the four year hosting
period. At December 31, 2013, $0.2 million was rded as deferred revenue for the t:connect hosengce. All other undelivered element
the time of sale are deemed inconsequential oupetdry.

Product Returns

We offer a 30-day right of return for our t:slimmp customers from the date of shipment, providptyeician’s confirmation of the
medical reason for the return is received. Estichagturn allowances for sales returns are basddstorical returned quantities as compared t
t:slim Pump shipments in the same period. The matate is then applied to the sales of the penogktablish a reserve at the end of the perioc
The return rates used in the reserve are adjustddhdbwn or expected changes in the marketplacenaperopriate. Our allowance for product
returns at December 31, 2013 was $0.2 million. Alcpwoduct returns have not differed materiallynfrestimated amounts reserved. As of
December 31, 2012, we lacked sufficient historétzth to establish an estimated return allowanceaarsiich we deferred our t:slim Pump s
of $1.9 million that were subject to return astudttdate.

Warranty Reserve

We provide a four-year warranty on our t:slim Pumend user customers and may replace any pumpddhmet function in accordance
with the product specifications. Any pump returtedis may be refurbished and redeployed. Additignele offer a six month warranty on
t:slim cartridges and infusion sets. Estimated aaty costs are recorded at the time of shipmentralty costs are estimated based on the
current product cost, actual experience and exgdatkire rates from test studies performed in goofion with the clearance of our product
with the FDA to support the longevity and reliatyilof our t:slim Pump. We evaluate the reserve tgugrand make adjustments when
appropriate. Previously, we have estimated theuymibcost with the current new pump cost. Beginnimthe fourth quarter of 2013, we
estimated the product cost with a mix of new arfdrieshed pump costs. This change reduced oulitiabt December 31, 2013 by $0.5
million, decreased loss from operations and net kys$0.5 million and decreased the loss per dnaf®9.17 per share. At December 31, 2013
and 2012, the warranty reserve was $1.1 million¥ha million, respectively. Of the $1.1 million wanty reserve at December 31, 2013, $0.
million was recorded as a component of other cadiehilities and $0.6 million was recorded in otheng-term liabilities. In addition, of the
total $1.1 million warranty reserve at DecemberZ113, $0.3 million was related to potential replaent associated with the voluntary
product recall of selected lots of cartridges. Attuarranty costs have not differed materially frestimated amounts reserved.

Inventory Reservt

We periodically review inventories for potentialpairment based on quantities on hand, expectatibiigure use, judgments based on
quality control testing data and assessments dfkbkhood of scrapping or obsoleting certain int@ies. Of the $1.7 million inventory rese
at December 31, 2013, $0.9 million was relatedaiemptial inventory scrap related to the voluntamyduct recall.
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Capitalized Intellectual Property

We capitalize costs associated with the purcha$ieesrsing of patents associated with our commézeid products. We review our
capitalized patent costs periodically to deterntiret they have future value and an alternativeréutise. We evaluate costs related to patents
that we are not actively pursuing and write off agh costs. We amortize patent costs over theéimated useful lives of 10 years, beginning
with the date the patents are issued or acquired.

In July 2012, we entered into an agreement withtlyWedical ASD, Inc. pursuant to which we werenged certain rights to patents ¢
patent applications. Included in these rights atemts related to our commercialized products dsasgatents that relate to our products in
development or future products. As consideratigrifese rights, we agreed to pay $5.0 million ¢eiise fees and a percentage of any
associated sublicense revenues we may receivef. Bsa@mber 31, 2013, we have paid $3.0 millionhef $5.0 million in license fees. To
determine the fair value of the licensed and pwetantellectual property, we applied a combinatibroyalty-relief and cost valuation
approaches depending on the type of the patentsh&group of patents related to the commercidli®ducts, we utilized the relief from
royalty approach. Significant inputs in the valoatmodel included our projected revenues, estimataghted average cost of capital, risk
premium associated with the asset, and currentehadmparable royalty rates. For the patents assativith products in development, the
cost approach was applied which utilized the cast®ciated with the filing and issuance of theqgate estimate the patent’s fair value. We
used the relative fair values to allocate the pasehprice between the two groups of patents. Tihgdhue associated with the patents related t
the commercialized products of $3.2 million wasitajzed and is amortized over the weighted averagent remaining life of 10 years. The
fair value associated with the rest of the pateh#l.8 million was expensed at the time of theti@mt execution and is recorded in the SG&A
expenses line item in the statement of operationisd year ended December 31, 2012.

Stock-Based Compensation

Stock-based compensation cost is measured atdhe dpite, based on the estimated fair value chard, and is recognized as expense
over the employee’s requisite service period ommaaght-line basis. The grant date fair value di@ps granted is calculated using the Black-
Scholes option-pricing model, which requires the aksubjective assumptions including volatilitypected term, risk-free rate, and the fair
value of the underlying common stock. The expeutddtility is based on the historical volatility tife Company’s common stock over the
most recent period commensurate with the estimatpdcted term of the Company’s stock options. Kpeeted term of the Company’s stock
options is calculated using the simplified methbkle risk-free interest rate for periods within tmatractual life of the option is based on the
U.S. Treasury yield in effect at the time of grartte Company has never declared or paid dividendsas no plans to do so in the foreseeab
future. For awards that vest based on service tiondj the Company recognizes expense using tagistdline method less estimated
forfeitures. Prior to our initial public offeringhe estimated fair value of these awards was datedrat the date of grant based upon the
estimated fair value of our common stock. Subsegeeour initial public offering, the fair value tfie common stock is based on observable
market prices. As of December 31, 2013, there wereutstanding equity awards with market or perfomoe conditions.

We record the expense for stock option grants teemaployees based on the estimated fair valueeostibick option using the Black-
Scholes option-pricing model. The fair value of reanployee awards is remeasured at each reportingdpees the underlying awards vest
unless the instruments are fully vested, immedjatgercisable and nonforfeitable on the date ofigra

Warrant Liabilities

We issued freestanding warrants to purchase sbaoesnmon stock and convertible preferred stockdnnection with the issuance of
convertible notes payable in 2011 and 2012. Wewattea for these warrants as a liability in the ficial statements because either we did not
have enough authorized shares to satisfy potential
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exercise of the warrants and the number of sharbe tssued upon their exercise was outside o€owirol or because the underlying
instrument into which the warrants were exercisabéries C or Series D convertible preferred stooktained deemed liquidation provisions
that were outside of our control.

The warrants are recorded at fair value using ettieeBlack-Scholes option pricing model, or a loiial lattice model, depending on the
characteristics of the warrants at the time ofleation. The fair value of these warrants is resueed at each financial reporting period with
any changes in fair value being recognized as gpooent of other income (expense) in the statenwrdperations and comprehensive loss. Ii
connection with completion of the initial publicfefing in November 2013, we performed the final easurement of the warrant liability. For
the year ended December 31, 2013, costs of $9l@milere recorded as other income (expense) franrevaluations.

Upon the closing of the initial public offering, wants to purchase shares of Series D Preferrexk &tttomatically converted into
warrants to purchase shares of common stock. Wasssfied the warrant liability to stockholders’uéty as the warrants met the definition of
an equity instrument.

Off-Balance Sheet Arrangements

We do not have any off-balance sheet arrangements.

JumpStart Our Business Startups Act of 2012 (JOBS ét)

The JOBS Act permits an “emerging growth compasych as ours to take advantage of an extendedtimanseriod to comply with ne
or revised accounting standards applicable to pudimpanies. We have chosen to “opt out” of this/fzion and, as a result, we will comply
with new or revised accounting standards as redwifeen they are adopted. This decision to opt btli@extended transition period under the
JOBS Act is irrevocable.

ltem 7A.  Quantitative and Qualitative Disclosures about Marlet Risk

Some of the securities that we invest in have maigk in that a change in prevailing interest satgay cause the principal amount of the
marketable securities to fluctuate. Financial imstents that potentially subject us to significamaentrations of credit risk consist primarily of
cash, cash equivalents and short-term investméfgsnvest our excess cash primarily in commercaglgr. The primary objectives of our
investment activities are to ensure liquidity angbteserve principal while at the same time maximgizhe income we receive from our
marketable securities without significantly incriegsrisk. Additionally, we established guidelinegarding approved investments and
maturities of investments, which are designed tontam safety and liquidity.

Because of the short-term maturities of our caslivedents and marketable securities, we do noelelthat an increase in market rates
would have any significant impact on the realizatlie of our marketable securities. If a 10% chandeterest rates were to have occurred on
December 31, 2013, this change would not have hadtarial effect on the fair value of our investrigartfolio as of that date.

The interest rate on our Capital Royalty Partnenmtloan is fixed and not subject to changes irketanterest rates.
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Item 8. Financial Statements and Supplementary Dat
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Directors and Stockholders of
Tandem Diabetes Care, Inc.

We have audited the accompanying balance she@@nafem Diabetes Care, Inc. as of December 31, 20d2012, and the related
statements of operations and comprehensive lossedible preferred stock and stockholders’ eq(disficit), and cash flows for each of the
three years in the period ended December 31, Zise financial statements are the responsibifithieo Company’s management. Our
responsibility is to express an opinion on thesarftial statements based on our audits.

We conducted our audits in accordance with thedstals of the Public Company Oversight Board (Un¢ates). Those standards
require that we plan and perform the audit to ebtagsonable assurance about whether the finatataiments are free of material
misstatement. We were not engaged to perform aih afuithe Company’s internal control over finanaiaporting. Our audits included
consideration of internal control over financigbogting as a basis for designing audit procedurasdre appropriate in the circumstances, but
not for the purpose of expressing an opinion oreffectiveness of the Company’s internal contrarofinancial reporting. Accordingly, we
express no such opinion. An audit also includesnixiag, on a test basis, evidence supporting theuents and disclosures in the financial
statements, assessing the accounting principlesars significant estimates made by managementeaadating the overall financial
statement presentation. We believe that our apditgide a reasonable basis for our opinion.

In our opinion, the financial statements referealbove present fairly, in all material respedts, financial position of Tandem Diabetes
Care, Inc. at December 31, 2013 and 2012, ancethéts of its operations and its cash flows foheafcthe three years in the period ended
December 31, 2013, in conformity with United Stajeserally accepted accounting principles.

/sl Ernst & Young LLP

San Diego, California
March 6, 2014
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TANDEM DIABETES CARE, INC.

BALANCE SHEETS

Assets

Current asset:
Cash and cash equivalel
Restricted cas
Shor-term investment
Accounts receivable, n
Inventory, ne
Prepaid and other current ass
Employee note receivab

Total current asse

Property and equipment, r

Patents, ne

Other long term asse

Total asset

Liabilities, convertible preferred stock and stockltolders’ equity (deficit)
Current liabilities:
Accounts payabl
Accrued expens
Employe«related liabilities
Deferred revenu
Deferred rer—current
Notes payab—current, net of discoun
Preferred stock warrant liabilit
Common stock subject to repurchi
Other current liabilitie:
Total current liabilities
Notes payab—Ilong-term
Deferred rer—Ilong-term
Other lon¢-term liabilities

Commitments and contingencies (Note

Convertible preferred stoc

Series A convertible preferred stock, no sharelsaisted, issued and outstanding at December 313
and $0.001 par value; 115,281 shares authorizagkdsand outstanding at December 31, 2012;

liquidation preference of $2,420,901 at December2812

Series B convertible preferred stock, no shardsagized, issued and outstanding at December 313
and $0.001 par value; 361,299 shares authorizeakdsand outstanding at December 31, 2012;

liquidation preference of $13,006,764 at Decemiier2B12

Series C convertible preferred stock, no shardsoaiaed, issued and outstanding at December 33
and $0.001 par value; 1,197,963 shares authoriz&#l7,736 shares issued and outstanding at

December 31, 2012; liquidation preference of $52,284 at December 31, 20
76

December 31

2013 2012
$124,385,13 $17,162,73
2,050,001 50,00(
5,095,33. —
5,298,50 2,411,95:
10,330,15 6,260,80!
1,830,05 1,903,69:
— 25,00(
148,989,18 27,814,18
9,885,98! 8,988,59
2,697,22i 3,014,541
642,74¢ —
$162,215,13 $39,817,31
$ 2,352,03 $ 1,693,001
1,873,56! 1,531,44
5,876,01. 1,990,77!
411,42: 1,883,82.
368,78:¢ 598, 75!
— 4,203,19
— 2,294,96:
— 33,60(
3,717,41. 2,822,811
14,599,23 17,052,36
29,396,57 —
1,886,50: 2,179,02i
795,64( 2,000,001
— 2,479,24!
o 12,802,08
— 52,098,68
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TANDEM DIABETES CARE, INC.
BALANCE SHEETS (continued)

Series D convertible preferred stock, no shardsaoaizied, issued and outstanding at December .
2013 and $0.001 par value; 19,436,040 shares azhorl 3,033,563 shares issued and
outstanding at December 31, 2012; liquidation pefee of $57,347,677 at December 31, 2

Stockholder' equity (deficit):

Preferred stock, $.001 par value, 5,000,000 shard®rized at December 31, 2013 and no shar
authorized at December 31, 2012; no shares issukduwtstanding at December 31, 2(

Common stock, $0.001 par value; 100,000,000 ardPPE)00 shares authorized as of Decembe
2013 and 2012, respectively, 22,925,614 and 226 8%8es issued and outstanding at
December 31, 2013 and 2012, respecti'

Additional paic-in capital

Accumulated defici

Total stockholder equity (deficit)

Total liabilities, convertible preferred stock astdckholder equity (deficit)
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December 31

2013 2012
— 57,257,85
22,92¢ 20¢
284,705,25

(169,190,99) (106,052,14)

115,537,18 (106,051,94)
$ 162,215,13 $ 39,817,31
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TANDEM DIABETES CARE, INC.

STATEMENTS OF OPERATIONS AND COMPREHENSIVE LOSS

Sales
Cost of sale:
Gross profit (loss

Operating expense
Selling, general and administrati
Research and developm

Total operating expens

Operating los!

Other income (expense), r
Interest and other incon

Interest and other expen
Change in fair value of stock warral

Total other income (expense), |
Net loss and comprehensive I

Net loss per share, basic and dilu
Weighted average shares used to compute basidlatetichet loss per sha

78

Year Ended December 31

2013 2012 2011

$29,00663 $ 247469 § —
22,840,24 3,822,95 —
6,166,309 (1,348,25) —
44,521,19 22,690,87 15,950,89
11,079,20 9,009,03 8,260,81
55,600,39 31,699,90 24,211,70
(49,434,00) (33,048,15) (24,211,70)
6,63¢ 2,42¢ 13,65¢
(4,709,779 (2,525,25() (542,17Y)
(9,001,70)) 2,555,89 (769,591
(13,704,84) 33,07« (1,298,11)
$(63,138,84)  $(33,015,08)  $(25,509,82)
$ (2140 $ (17589 $ (149.8)
2,942,00; 187,71 170,20¢
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TANDEM DIABETES CARE, INC.
STATEMENTS OF CONVERTIBLE PREFERRED STOCK AND STOCK HOLDERS’ EQUITY (DEFICIT)

Convertible Additional Total
Preferred Stock Common Stock Paid-in Accumulated  Stockholders’
Shares Amount Shares Amount Capital Deficit Equity (Deficit)
Balance at December 31, 2C 1,687,600 $ 67,929,93 183,70: $ 162 $ 1,019,40 $ (47,219,77) $ (46,200,20)

Issuance of restricted common stock for cash pax

of $168,000, net of provision for right of repurska

of unvested share — — 23,87: — — — —
Vesting of restricted common stock and changeiir

value of unvested restricted stock subject to

repurchast — — — 11 114,76 — 114,77!
Exercise of stock optior — — 4,20¢ 4 47,30t — 47,30¢
Stock-based compensatic — — — — 253,35¢ — 253,35¢
Net loss — — — — — (25,509,82) (25,509,82)

Balance at December 31, 2C 1,687,600 $ 67,929,93 211,78 $ 17¢ $ 1,434,82 $ (72,729,59) $ (71,294,59)
Issuance of Series D convertible preferred stor

$4.40 per share, net of issuance costs of $8¢ 7,035,62: 30,866,84 — — — — —
Conversion of convertible notes payable and acc

interest into Series D convertible preferred statck

$4.40 per shar 5,997,93! 26,391,01 — — — — —
Vesting of restricted common stock and changeiir

value of unvested restricted stock subject to

repurchast — — — 13 247,61 — 247,63
Exercise of stock optior — — 3,15¢ 3 34,67¢ — 34,67¢
Conversion of Series A, Series B, and Serit

preferred stock into common sto (23,297 (549,91) 13,89¢ 14 549,90: — 549,91
Stock-based compensatic — — — — 245,82 — 245,82
Repurchase and retirement of common s — — (1,989 2 (413) (49,47)) (49,88¢)
Loss on extinguishment of convertible notes pay — — — — (2,512,43) (257,999 (2,770,43)
Net loss — — — — — (33,015,08) (33,015,08)

Balance at December 31, 2C 14,697,87 $ 124,637,87 226,85¢ $ 20€ $ —  $(106,052,14) $ (106,051,94)
Issuance of Series D convertible preferred stor

$4.40 per share, net of issuance costs of $9¢ 3,655,78 $ 15,990,89 — — — — —
Issuance of common stock warrants in connectioh

term loan — — — — 437,26¢ — 437,26¢
Exercise of preferred stock warra 427,77t 3,629,17! — — — — —
Issuance of common stock in initial public offerimgt

of underwrite’s discount and offering cos — — 9,200,00i! 9,20C 125,030,37 — 125,039,57
Conversion of preferred stock in connection wititiah

public offering (18,781,44) (144,257,94) 13,403,74 13,40: 144,244,553 — 144,257,94
Vesting of restricted common stock and changeiir

value of unvested restricted stock subject to

repurchasi — — — 21 33,57¢ — 33,60(
Conversion of preferred stock warrants into common

stock warrant: — — — — 9,549,70° — 9,549,70
Exercise of common stock warral — — 85,09¢ 85 627,29: — 627,37¢
Exercise of stock optior — — 9,91: 10 65,91 — 65,92
Stock-based compensatic — — — — 4,716,58. — 4,716,58.
Net loss — — — — — (63,138,84) (63,138,84)

Balance at December 31, 2C — —  22,925,61 $22,92¢ $284,705,25 $(169,190,99) $ 115,537,18
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TANDEM DIABETES CARE, INC.
STATEMENTS OF CASH FLOW

Operating activities
Net loss
Adjustments to reconcile net loss to net cash usegerating activities
Depreciation and amortization expel
Accretion of discount on notes payable and convertiotes
Provision for allowance for doubtful accoul
Provision for inventory resen
Interest expense related to amortization of dedstadint and debt issuance cc
Change in fair value of common and preferred stoakrants
Stocl-based compensation expel
Loss on disposal of property and equipmr
Other
Changes in operating assets and liabilit
Accounts receivabl
Inventory
Prepaid and other current ass
Other long term asse
Accounts payabl
Accrued expens
Employerrelated liabilities
Other current liabilitie:
Deferred revenu
Deferred ren
Other long term liabilitie:
Payments received on note receivable from emplc

Net cash used in operating activit

Investing activities

Purchase of she-term investment

Proceeds from sales and maturities of «term investment
Purchase of property and equipm

Purchase of paten

Net cash provided by (used in) investing activi

Financing activities

Issuance of convertible notes paye

Issuance of notes payable, net of issuance

Restricted cash in connection with notes pay

Principal payments on notes paya

Proceeds from issuance of preferred stock for ceethof offering cost

Proceeds from initial public offering, net of offfey costs

Proceeds from issuance of common stock for caskeamatise of common stock optic
Proceeds from exercise of warra

Net cash provided by financing activiti

Net increase (decrease) in cash and cash equis
Cash and cash equivalents at beginning of pe

Cash and cash equivalents at end of pe

Supplemental disclosures of cash flow informatiol
Interest paic

Supplemental schedule of noncash investing and finaing activities
Conversion of notes payable and accrued intereSddes D convertible preferred stc

Lease incentiv—Ilesso-paid tenant improvemen
Repayment of note receivable from offi
Loss on extinguishment of de

Common and preferred stock warrants issued, inotudicremental value of modification of warra

Property and equipment included in accounts pay
Conversion of preferred stock warrants into comrstoick warrant:
Conversion of convertible preferred stock into camnnstock
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Year Ended December 31

2013

2012

2011

$(63,138,84)

$(33,015,08)

$(25,509,82)

3,166,84! 2,032,19 1,276,53.
594,92¢ 1,208,96. 158,73
274,77 46,45¢ —
814,90¢ 334,60! —

— 835,65 383,43
9,001,70! (2,555,89) 769,591
4,456,43; 245,82 253,35

62,38: = =

— 56,82 35,57:
(3,161,32) (2,458,40) —
(4,624,10) (6,595,41) —

106,13 (1,053,93) 389,52
(85,20) — —
850,49t 1,383,04 (33,92)
342,11¢ 917,59: 527,87
3,885,241 979,06 251,531
894,50t 2,342,33 105,46
(1,472,40) 1,883,82. —
(522,48)) (233,82) (279,670)
763,14 — —
25,00( 175,001 125,001
(47,756,65)  (33,471,16)  (21,546,78)
(5,095,33) — —

= = 7,200,00
(4,009,77) (4,529,01) (1,321,04)
(2,000,00) (1,000,00) =

(11,105,10) (5,529,01) 5,878,95.

— 12,208,04 12,963,87
28,874,50 5,000,001 =
(2,000,001) — —
(4,396,32) (603,67) —
15,990,89 30,866,84 —

125,039,57 = =
65,02 34,67t 215,301
2,509,59: _ _

166,084,16 47,505,88 13,179,18

107,222,40 8,505,71. (2,488,65)

17,162,73 8,657,01 11,145,66

$124,385,13  $17,162,73 $ 8,657,01

$ 411484 § 297,290 $ =

$ = $26,391,01 $ —
$ — $ 201847 $ —

$ — $ 4988t $ 107,500

$ — $ 277043 $ —

$ 43726 $ 3,81544 $ 265,42

$ — $ 20046  $ —

$ 954970 $ — $ =
$144,25794 $ — $ —
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TANDEM DIABETES CARE, INC.
NOTES TO FINANCIAL STATEMENTS

1. Organization and Basis of Presentation
The Company

Tandem Diabetes Care, Inc. is a medical device enmnfocused on the design, development and comatigetion of products for
people with insulin-dependent diabetes. Unlesctimext requires otherwise, the terms the “CompamyTandem” refer to Tandem Diabetes
Care, Inc.

The Company designed and commercialized its flggstaduct, the t:slim Insulin Delivery System, mlim, based on its proprietary
technology platform and unique consumer-focusedagmh. The U.S. Food and Drug Administration (FIzRared t:slim in November 2011
and the Company commenced commercial sales ahtislthe United States in August 2012, at whichetitme Company exited the
development stage.

Tandem was originally incorporated in the stat€olorado on January 27, 2006 under the name PhilaidOn January 7, 2008, the
Company was re-incorporated in the state of Delavi@rthe purposes of changing its legal name fRituid Inc. to Tandem Diabetes Care,
Inc. and changing its state of incorporation fronidtado to Delaware.

The Company has incurred operating losses singecikption and had an accumulated deficit of $168ilkon at December 31, 2013.
The Company has relied on its ability to fund ifem@tions through private and public equity finagciand management expects operating
losses and negative cash flows to continue fofdteseeable future. The Company'’s ability to achiprofitable operations primarily depends
upon achieving a level of revenues adequate towstifip cost structure. If events or circumstanmesur such that the Company does not mee
its operating plan as expected, the Company magdpgred to reduce planned increases in compensagiated expenses or other operating
expenses which could have an adverse impact ailiy to achieve its intended business objectives

Initial Public Offering

In November 2013, the Company completed its infigblic offering of 8,000,000 shares of its comnstock at a public offering price of
$15.00 per share. Net cash proceeds from thelipitialic offering were approximately $108.3 millicafter deducting underwriting discounts,
commissions and estimated offering related trar@acbsts payable by the Company. In November 283underwriters also exercised their
overallotment option and purchased an additior200,000 shares of the Company’s common stock, fihich the Company received cash
proceeds, net of underwriting discounts and comiomss of approximately $16.7 million. In connectiaith the closing of the initial public
offering, all of the Company’s shares of convedipteferred stock outstanding at the time of tlierofg were automatically converted into
13,403,747 shares of common stock. In additiomwistanding preferred stock warrants were autaaliticonverted into warrants to purch
an aggregate 1,171,352 shares of our common sseekNote 4 “Fair Value Measurements”).

Basis of Presentatiol

The accompanying financial statements have begrapgd in accordance with accounting principles gadlyeaccepted in the United
States of America, or GAAP.

Reverse Stock Spli

In July 2012, the Board of Directors approved @40 reverse stock split of the Company’s commuah greferred stock. All share and
per share information included in the accompanfimgncial statement and notes to the financiakst&nts give retroactive effect to this
reverse stock split for the Company’s common ardepred stock.
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In October 2013, the Board of Directors approvddfar-1.6756 reverse stock split of the Compangsimon stock. All share and per
share information included in the accompanyingritial statements and notes to the financial statésrgive retroactive effect to this reverse
stock split for the Company’s common stock.

2. Summary of Significant Accounting Policies
Use of Estimates

The preparation of the financial statements in gonfty with GAAP requires management to make estimand assumptions that affect
the reported amounts of assets, liabilities, reesrand expenses, and the disclosure of contingsatsaand liabilities in our financial
statements and accompanying notes as of the d#tte &hancial statements. Actual results couledifrom those estimates and assumptions.

Segment Reportin

Operating segments are identified as componerds ehterprise about which segment discrete finhmf@mation is available for
evaluation by the chief operating decisimaker in making decisions regarding resource dilocand assessing performance. To date, we
viewed our operations and managed our businesseasegment operating in the United States.

Cash and Cash Equivalents

The Company considers all highly liquid investmenith a maturity of three months or less from tla¢edof purchase to be cash
equivalents. Cash and cash equivalents includeinasladily available checking and money markebaots, as well as a certificate of deposit.

Shorit-Term Investments

The Company carries short-term investments classds available-for-sale at fair value as deterchimeprices for identical or similar
securities at the balance sheet date. As of DeaeBih@013, short-term investments consist of L@vishancial instruments in the fair value
hierarchy. The Company records unrealized gaind@ssts as a component of other comprehensiveglgas) within the statements of
operations and comprehensive gain (loss) as aatepamponent of stockholders’ equity (deficit)eT®ompany determines the realized gains
or losses of available-for-sale securities usirggpecific identification method and includes metlized gains and losses in interest income.
The Company periodically reviews available-for-ssdeurities for other than temporary declines invfalue below the cost basis, and
whenever events or changes in circumstances irdibat the carrying amount of an asset may notteverable.

Restricted Casl

Restricted cash as of December 31, 2013 repreae$) million minimum cash balance requiremer@dnnection with the Capital
Royalty Term Loan (see Note 6 “Loan and Warrante®gnents”), and $50,000 cash collateral againsEtmepany’s corporate credit card.

Accounts Receivabl

We grant credit to various customers in the norroakse of business. We maintain an allowance fabtfol accounts for potential credit
losses. Generally, receivables greater than 128 plast due are deemed uncollectible. Uncollecibtmunts are written off against the
allowance after appropriate collection efforts hbeen exhausted and when it is deemed that a leaiswocollectible.
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Concentration of Credit Risk

Financial instruments that potentially subject @@npany to concentrations of credit risk consignprily of cash, cash equivalents,
short-term investments and accounts receivable Cdmpany maintains deposit accounts in federafiyried financial institutions in excess of
federally insured limits. The Company also maindaimvestments in money market funds that are rgrégly insured. Additionally, the
Company has established guidelines regarding imasgtinstruments and their maturities, which agieed to maintain preservation of
principal and liquidity.

The following table summarizes customers who actlifor 10% or more of net accounts receivable:

December 31

2013 2012
CCS Medical, Inc. 21.4% N/A
Edgepark Medical Supplies, Ir 13.1% 23.%%
Care Centrix Inc N/A 14.2%
Solara Medical Supplies In N/A 10.(%

The following table summarizes customers who actalifor 10% or more of sales for the periods presen

Year Ended December 31

2013 2012
Edgepark Medical Supplies, Inc. 16.1% 19.2%
CCS Medical, Inc 13.6% N/A
Solara Medical Supplies In N/A 15.7%

Fair Value of Financial Instruments

The carrying amounts of cash and cash equivalaoteunts receivable, notes receivable, accounabpmyaccrued expense, and
employee-related liabilities are reasonable esémat their fair value because of the short matwitthese items. Short-term investments are
carried at fair value. The fair value of the prederstock warrant liability is discussed in NotéBdsed on the borrowing rates currently
available for loans with similar terms, the Compamjieves that the fair value of its long-term dapproximates its carrying value.

Inventory

Inventories are valued at the lower of cost or raa(ket realizable value), determined under thst-fir, first-out method. Inventory is
recorded at cost, including material, labor andriogad costs, at December 31, 2013 and 2012. Casteritories are determined using
standard cost, which approximates actual cost, fostan, first-out basis. The Company periodigaiéviews inventories for potential
impairment based on quantities on hand, expecwtbfuture use, judgments based on quality comésiing data and assessments of the
likelihood of scrapping or obsoleting certain int@ies.

Patents

Costs associated with the purchase or licensinptants associated with our commercialized produretsapitalized. The Company
reviews its capitalized patent costs periodicallgétermine that they have future value and amratve future use. Costs related to patents
the Company is not actively pursuing are expentbkd.Company amortizes patent costs over their agtithuseful lives of 10 years, beginning
with the date the patents are issued or acquired.
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Long Lived Asset:

Property and equipment, which primarily consisbfice furniture and equipment, manufacturing equémt, scientific equipment,
computer equipment, and leasehold improvementsstated at cost. Property and equipment are depegicover the estimated useful lives of
the assets, generally three to seven years, usingfitaight-line method. Leasehold improvementsarertized over the lesser of the estimatec
useful lives of the assets or the remaining leaga.t

The Company periodically re-evaluates the origassumptions and rationale utilized in the estabiestt of the carrying value and
estimated lives of all of its long-lived assetglimling property and equipment and acquired patdiis determinants used for this evaluation
include management’s estimate of the asset’s ahiligenerate positive income from operations avsitiye cash flow in future periods as well
as the strategic significance of the asset to tra@&ny’s business objective. The Company has wogrézed any impairment losses through
December 31, 2013.

Deferred Ren

Rent expense on noncancelable leases containivgrkfuture scheduled rent increases is recordedstramht-line basis over the term
of the respective leases beginning when the Comtak@s possession of the leased property. Theeliffe between rent expense and rent
is accounted for as deferred rent. Landlord impnoset allowances and other such lease incentiveaoeded as property and equipment anc
as deferred rent and are amortized on a straigathasis as a reduction to rent expense.

Research and Development Co

All research and development costs are chargexpense as incurred. Such costs include personlaédecosts, including stock-based
compensation, supplies, services, depreciatioocaikd facilities and information services, collaiion payments and other indirect costs.

Income Taxes

The Company uses the asset and liability meth@atodunting for income taxes. Deferred income taewsor liabilities are recognized
based on the temporary differences between finbsigiiement and income tax bases of assets ailitigatusing enacted tax rates in effect for
the years in which the differences are expecteduerse. A valuation allowance is recorded whésiitore likely than not that some of the
deferred tax assets will not be realized.

The Company is required to file federal and stat®ine tax returns in the United States and vartlusr state jurisdictions. The
preparation of these income tax returns requireCitbmpany to interpret the applicable tax laws r@gailations in effect in such jurisdictions,
which could affect the amount of tax paid by us.anount is accrued for the estimate of additicaalliability, including interest and penalti
for any uncertain tax positions taken or expectelkt taken in an income tax return. The Companigwes/and updates the accrual for unce
tax positions as more definitive information becsragailable. Historically, additional taxes paidea®sult of the resolution of the Company’s
uncertain tax positions have not been materiaffgdint from the Company’s expectations. For furfhéormation, see Note 8, “Income
Taxes.”

Revenue Recoghnitio

Revenue is generated from the sale in the UniteteS$of the t:slim Pump, disposable cartridgesiafiudion sets to individual customers
and third-party distributors that re-sell the protio insulin-dependent diabetes customers. Thepgaomis paid directly by customers who use
the products, distributors and third-party payors.
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Revenue is recognized when persuasive evidenae afrangement exists, delivery has occurred aledpiitssed, the price is fixed or
determinable, and collectability is reasonably es$uThese criteria are applied as follows:

* The evidence of an arrangement generally consigtsrdractual arrangements with distributors oedircustomers

» Transfer of title and risk and rewards of ovat@p are passed upon shipment of the pump toluligtris or upon delivery to the
customer

e The selling prices are fixed and agreed up@eta@n the contracts with distributors, the custcane contracted insurance payors,
if applicable. For sales to customers associatéltlwsurance providers with whom there is no cantn@venue is recognized upon
collection of cash at which time the price is detierable. The Company does not offer rebates tistsibutors and customet

e The Company considers the overall creditworshfand payment history of the distributor, custoane the contracted insurance
payor in concluding whether collectability is remably assurec

Prior to the first quarter of 2013, t:slim Pumpesalvere recorded as deferred revenue until the @oy'gp30-day right of return expired
because it did not have sufficient history to bkeab reasonably estimate returns. At Decembe812, $1.9 million was recorded as deferrec
revenue. Beginning in the first quarter of 201& @ompany began recognizing t:slim Pump revenuenalighe revenue recognition criteria
above are met, as it established sufficient hisitoigrder to reasonably estimate product returissaAesult of this change, a one-time
adjustment was recorded during 2013, to recognieeigusly deferred revenue and cost of sales & iillion and $1.1 million, respectively.

Revenue Recognition for Arrangements with Multipddiverables

The Company considers the deliverables in its pgbdffering as separate units of accounting andgeize deliverables as revenue upor
delivery only if (i) the deliverable has standala@due and (i) if the arrangement includes a gainéght of return relative to the delivered item
(s), delivery or performance of the undeliverednifs) is probable and substantially controlled byTise Company allocates consideration to
the separate units of accounting, unless the uretelil elements were deemed perfunctory and incaeséigl. The Company uses the relative
selling price method, in which allocation of coresigtion is based on vendor-specific objective evigg(VSOE) if available, third-party
evidence (TPE), or if VSOE and TPE are not ava@ablanagement’s best estimate of a standalonagellice (ESP) for the undelivered
elements.

In February 2013, the FDA cleared t:connect, then@any’s cloud-based data management applicatioithvibr made available upon
purchase by t:slim Pump customers. This servideé&ned an undelivered element at the time of #fimtsale. Because the Company has
neither VSOE nor TPE for this deliverable, the ediiton of revenue is based on the Company’s ES® Cldmpany establishes its ESP based
on estimated cost to provide such services, inopdbnsideration for a reasonable profit margin @mtloborated by comparable market data.
The Company allocates fair value based on manag&seBP to this element at the time of sale anddsgnizing the revenue over the four
year hosting period. At December 31, 2013, $0.%onilwas recorded as deferred revenue for the ectnhosting service. All oth
undelivered elements at the time of sale are deg@ncetisequential or perfunctory.

Product Returns

The Company offers a 30-day right of return fortisim Pump customers from the date of shipmemtyided a physician’s confirmation
of the medical reason for the return is receiveddinkated return allowances for sales returns asedan historical returned quantities as
compared to t:slim Pump shipments in the same gefibe return rate is then applied to the saldb@period to establish a reserve at the end
of the period. The return rates used in the resargedjusted for known or expected changes imémietplace when appropriate.
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As of December 31, 2012, the Company lacked sefiichistorical data to establish an estimated metllowance and as such deferred t:slim
Pump sales of $1.9 million that were subject tanegs of that date. The allowance for productrrstat December 31, 2013 was $0.2 million.
Actual product returns have not differed materidgm estimated amounts reserved.

Warranty Reserve

The Company provides a four-year warranty on &nt: Pump to end user customers and may replaceamyps that do not function in
accordance with the product specifications. Any pusturned to the Company may be refurbished asielpleyed. Additionally, the Company
offers a six month warranty on t:slim cartridges arfusion sets. Estimated warranty costs are dsgbat the time of shipment. Warranty costs
are estimated based on the current product cdsialagxperience and expected failure rates fromnsteslies performed in conjunction with the
clearance of the Comparsyproduct with the FDA to support the longevity aatiability of its t:slim Pump. The Company evaiesithe resen
quarterly and makes adjustments when appropris¢eidusly, the Company has estimated the produwsttwith the current new pump cost.
Beginning in the fourth quarter of 2013, the Compastimated the product cost with a mix of new eefdrbished pump costs. This change
reduced the Company’s liability at December 31,203 $0.5 million, decreased loss from operatians et loss by $0.5 million and
decreased the loss per share by $0.17 per shaBedsmber 31, 2013 and 2012, the warranty reseage$d.1 million and $0.3 million,
respectively. Of the total $1.1 million warrantsegve at December 31, 2013, $0.5 million was rezbas a component of other current
liabilities and $0.6 million was recorded in otheng-term liabilities. In addition, of the $1.1 hiih warranty reserve at December 31, 2013,
$0.3 million was related to potential replacemerited to the voluntary product recall of seledtes of cartridges. Actual warranty costs have
not differed materially from estimated amounts rese.

Year Ended December 31

2013 2012
Balance at the beginning of the year $ 300,00( $ —
Provision for warranties issued during the y 3,515,001 541,00(
Settlements made during the y (2,182,00) (241,000
Decreases in warranty estima (510,000 —
Balance at the end of the y¢ $ 1,123,001 $ 300,00(

Stock-Based Compensation

Stock-based compensation cost is measured atdhe dpite, based on the estimated fair value ofveed, and is recognized as expense
over the employee’s requisite service period ommaaght-line basis. The grant date fair value di@ps granted is calculated using the Black-
Scholes option-pricing model, which requires the assubjective assumptions including volatilitypected term, risk-free rate, and the fair
value of the underlying common stock. For awarads tiest based on service conditions, the Compasogrezes expense using the straitiing-
method less estimated forfeitures. Prior to the @amy’s initial public offering the estimated fa@lue of these awards was determined at the
date of grant based upon the estimated fair valttieeoCompany’s common stock. Subsequent to thegaomis initial public offering, the fair
value of the common stock is based on observabikanprices. As of December 31, 2013, there wersutstanding equity awards with
market or performance conditions.

The Company records the expense for stock optiantgito non-employees based on the estimateddhie wf the stock option using the
Black-Scholes option-pricing model. The fair vabfenon-employee awards is re-measured at eachtiegp@eriod as the underlying awards
vest unless the instruments are fully vested, iniately exercisable and nonforfeitable on the déigrant.
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Warrant Liabilities

The Company has issued freestanding warrants thase shares of common stock and convertible peefstock in connection with the
issuance of convertible notes payable in 2011 &1@2The Company accounted for these warrantdiability in the financial statements
because either the Company did not have enougloagl shares to satisfy potential exercise otttiramon stock warrants and the numbe
shares to be issued upon their exercise was outsdeontrol of the Company or because the undegliyistrument into which the warrants are
exercisable, Series C or Series D convertible prefiestock, contained deemed liquidation provisithrag are outside of the control of the
Company.

The warrants are recorded at fair value using etteeBlack-Scholes option pricing model, or a loiial lattice model, depending on the
characteristics of the warrants at the time ofvdeation. The fair value of these warrants is rasueed at each financial reporting period with
any changes in fair value being recognized as gooent of other income (expense) in the accomparstismements of operations and
comprehensive loss. In connection with completibthe initial public offering in November 2013, tiimmpany performed the final
remeasurement of the warrant liability. For thenygraded December 31, 2013, costs of $9.0 milliorewecorded as other income (expense)
from the revaluations.

Upon the closing of the initial public offering, wants to purchase shares of Series D Preferratk 8ttcomatically converted into
warrants to purchase shares of common stock. Thep@oy reclassified the warrant liability to stockders’ equity as the warrants met the
definition of an equity instrument.

Advertising Cost:

The Company expenses advertising costs as theéganeed. For the years ended December 31, 20112, 20d 2011, advertising costs
were $0.7 million, $68,000 and $72,000, respegtivel

Shipping and Handling Expense
Shipping and handling expenses are included withgt of sales in the Company’s statements of ojpesat

Comprehensive Loss

All components of comprehensive loss, includinglass, are reported in the financial statementhénperiod in which they are
recognized. Comprehensive loss is defined as thegehin equity during a period from transactions atier events and circumstances from
non-owner sources, including unrealized gains asgds on marketable securities.

Net Loss Per Shar

Basic net loss per share is calculated by dividivegnet loss by the weighted average number of camshares that were outstanding for
the period, without consideration for common stegkiivalents. Diluted net loss per share is caledlaty dividing the net loss by sum of the
weighted-average number of dilutive common shatévadents outstanding for the period determinedigishe treasury-stock method. Dilutive
common share equivalents are comprised of conleiteferred stock, preferred stock warrants, comstock warrants, potential Employee
Stock Purchase Plan (ESPP) awards and optionsodisty under our stock plans. The calculation hfteld loss per share requires that, to the
extent the average fair value of the underlyingeh#or the reporting period exceeds the exerdise pf the warrants and the presumed
exercise of such securities are dilutive to logsshare for the period, adjustments to net losd urséhe calculation are required to remove the
change in fair value of the warrants for the periddewise, adjustments to the denominator areireduo reflect the related dilutive shares.
For all periods presented, there is no differenadé@ number of shares used to calculate basidituntdd shares outstanding due to our net los
position and preferred stock warrants being antitidie.
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Potentially dilutive securities not included in tteculation of diluted net loss per share attdbig to common stockholders because to
do so would be anti-dilutive are as follows (in coon stock equivalent shares):

Year Ended December 31

2013 2012 2011

Convertible preferred stock outstanding — 10,647,93 993,26!
Warrants for convertible preferred stc — 1,426,64! —
Warrants for common stoc 1,358,091 — 43,95¢
Common stock option 4,539,311 — 151,65(
Employee Stock Purchase P 137,94: — —
Restricted common stock subject to repurct — 20,88¢ 34,37¢

6,035,35. 12,095,46 1,223,24

In addition to the potentially dilutive securitinsted above, the Company had $13.0 million of amiding convertible notes payable a:
December 312011 that were convertible into convertible preddrstock upon the occurrence of future preferrecksinancing event at a pri
that was not determinable until such occurrencdd€9d. As such, these convertible notes payable wrcluded from the table above.

Reclassifications

Certain activities and balances in prior periocfiaial statements have been reclassified to confotime current period presentation.
These reclassifications had no impact on our balaheets, statements of operations and comprekdnsi;, statements of convertible
preferred stock and stockholders’ equity (defi@t)statements of cash flow.

Recent Accounting Pronouncemen

In June 2012, the Company adopted the FASB amemdgirements for the presentation of compreherisc@me. The amended
guidance requires companies to disclose the tb@mmprehensive income, the components of net ieg@nd the components of other
comprehensive income either in a single contingatement of comprehensive income or in two sepdmatt consecutive statements. The
Company adopted the provisions of this guidancealigoeriods presented and elected to present itdmst loss and other comprehensive loss
in a continuous statement of comprehensive loss.aboption of this authoritative guidance did nmidnan impact on the Company’s financial
position or results of operations.

In February 2013, the FASB issued an accountingdstal update to require reclassification adjustséoim other comprehensive
income to be presented either in the financiakstents or in the notes to the financial statemditiis. accounting standard became effectiv
the Company beginning January 1, 2013, and itstamtodid not have any impact on the Company’s foialnstatements.

In July 2013, the FASB issued an accounting stafsdapdate that provides explicit guidance on tharfcial statement presentation of ar
unrecognized tax benefit when a net operatingdass/forward, a similar tax loss, or a tax creditrgforward exists. The guidance is effective
prospectively for fiscal years, and interim periedthin those years, beginning after December 03,32 with an option for early adoption. We
intend to adopt this guidance at the beginninguoffisst quarter of fiscal year 2014, and do ndtewe the adoption of this standard will have a
material impact on our financial position, reswfperations or related financial statement dsafes.

88



Table of Contents

3. Financial Statements Information
Shori-term investments

The Company invests excess cash in investmentiesuprincipally debt instruments of financiaktitutions and corporations with
strong credit ratings. There were no short-ternestments for the year ended December 31, 2012fdllbeing represents a summary of the
estimated fair value of short-term investments e¢énber 31, 2013 (in thousands):

Amortized Unrealized Estimated Fair
Maturity
(in years) Cost Gains Losse: Value
Commercial Paper Less than 5,09t — — 5,09t
Total 5,09¢ — — 5,09t
Accounts Receivabl
Accounts receivable consisted of the followingiatthousands):
December 31
2013 2012
Accounts receivable $5,51¢ $2,45¢
Less allowance for doubtful accoul (217) (46)
Total $5,29¢ $2,41%
Inventory
Inventory consisted of the following at (in thoudahp
December 31
2013 2012
Raw materials $ 6,36: $2,84¢
Work in proces: 2,16¢ 1,687
Finished good 3,53¢ 2,23:
12,06% 6,76¢
Less reserve for excess and obsc (1,737) (50¢)
Total $10,33( $6,261

The reserve for excess and obsolete inventory eeémber 31, 2013 included $0.9 million associatat Wie Company’s voluntary
product recall (see Note 13 “Subsequent Event”).

Property and Equipmen
Property and equipment consist of the followingimthousands):

December 31

2013 2012

Leasehold improvements $ 4,12( $ 3,831
Computer equipment and softw: 4,15¢ 2,65¢
Office furniture and equipmel 2,681 2,34:
Manufacturing and scientific equipme 6,51( 5,10¢
17,46¢ 13,94:

Less accumulated depreciation and amortize (7,580 (4,959
$ 9,88¢ $ 8,98¢
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Depreciation and amortization expense relateddpgnty and equipment amounted to $2.8 million, $tillon and $1.3 million for the
years ended December 31, 2013, 2012 and 2011 ctese.

Intangible Assets Subject to Amortizatic

In July 2012, the Company entered into an agreemansuant to which certain rights were grantedatepts and patent applications.
Included in these rights are patents related t&Citrapany’s commercialized products as well as patimat related to the products in
development or future products. As consideratiartHese rights, the Company agreed to pay $5.0omiih license fees and a percentage of
any associated sublicense revenues that may beedc&o determine the fair value of the licensed purchased intellectual property, the
Company utilized a combination of royalty-reliefdacost valuation approaches depending on the tiyffee@atents. For the group of patents
related to the commercialized products, the rétmh royalty approach was utilized. Significant utg in the valuation model included our
projected revenues, estimated weighted averagetoapital, risk premium associated with the gsmed current market comparable royalty
rates. For the patents associated with produals\relopment, the cost approach was applied whithadt the costs associated with the filing
and issuance of the patent to estimate the patiamt'salue. The Company used the relative faiuealto allocate the purchase price between
the two groups of patents. The fair value assodiafith the patents related to the commercializeipcts of $3.2 million was capitalized an
amortized over the weighted average patent renmlifanof 10 years. The fair value associated wlith rest of the patents of $1.8 million was
expensed at the time of the contract executionianetorded in the selling, general and adminiseagxpenses line item in the statement of
operations as the associated patents did not telée commercialized product.

Intangible assets subject to amortization consipatents purchased or licensed that are relatdtet€ompany’s commercialized
products. The following represents the capitaligaténts at December 31, 2012 and 2013 (in thousands

December 31

2013 2012
Gross amount $3,17¢ $3,17:
Accumulated amortizatio (47€) (15§
Total $2,69i $3,01¢
Weighted average remaining amortization periodr{onths) 10z 114

Amortization expense related to intangible assaigest to amortization amounted to $0.3 million &2 million for the years ended
December 31, 2013 and 2012, respectively. The &mtidn expense is recorded in the cost of satesitem in the statement of operations.
estimated annual amortization is $0.3 million {612 and periods thereafter.
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4. Fair Value Measurements

Authoritative guidance on fair value measuremesfids fair value, establishes a consistent framkefoy measuring fair value, and
expands disclosures for each major asset anditjatétegory measured at fair value on either anrtg or nonrecurring basis. Fair value is ar
exit price, representing the amount that woulddmeived to sell an asset or paid to transfer ditian an orderly transaction between market
participants. As such, fair value is a market-basedsurement that should be determined based ompssns that market participants would
use in pricing an asset or liability. As a basisdonsidering such assumptions, the authoritativdamce establishes a three-tier fair value
hierarchy, which prioritizes the inputs used in mgang fair value as follows:

Level 1:  Observable inputs such as quoted prices in actasixets.

Level 2: Inputs, other than the quoted prices in active migtkhat are observable either directly or indiye:

Level 3: Unobservable inputs in which there is little ormarket data, which require the reporting entitdéwelop its own assumptior
The following table presents information about @@mpany’s financial assets measured at fair vafue gecurring basis as of

December 31, 2013 and 2012, and indicates thedaie hierarchy of the valuation techniques utdiby the Company to determine such fair
value (in thousands):

Fair Value Measurements ai
December 31, 2013 Usin

Quoted Prices ir Significant
Active Markets Other Significant
for Identical Observable Unobservable
December 31 Assets Inputs Inputs
2013 (Level 1) (Level 2) (Level 3)
Assets
Money market fund $ 115,11 $ 115,11: $ — $ —
Restricted cas 2,05( 2,05( — —
Commercial pape 5,09¢ — 5,09¢ —
Total asset $ 122,25 $ 117,16: $ 5,09t $ —
Fair Value Measurements ai
December 31, 2012 Usin
Quoted Prices ir Significant
Active Markets Other Significant
for Identical Observable Unobservable
December 31 Assets Inputs Inputs
2012 (Level 1) (Level 2) (Level 3)
Assets
Money market fund $ 201 $ 201 $ — $ —
Restricted cas 50 50 — —
Total asset $ 251 $ 251 $ — $ —
Liabilities
Preferred stock warrant liabilii $ 2,29t $ — $ — $ 2,29t
Total liabilities $ 2,29t $ — $ — $ 2,298

The preferred stock and common stock warrant ligdslare recorded at fair value using the Blackedes option pricing model, or a
binomial lattice valuation model, depending ontih@ng of valuation in relationship to the next rabiof equity financing.
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The Company used a binomial lattice valuation mealekalculate the preferred stock warrants liapiitiring 2012 prior to the closing of
Series D preferred stock financing in August 2088r{es D Financing), when the exercise price amohtify of the warrants would become
fixed based on this round of financing. The assimngtused in this valuation model included: (i) mgement’s revenue projections;

(i) probability weighted expected future investrhesturns; (iii) weighted average cost of capitelttincluded the addition of a company
specific risk premium to account for uncertaintg@sated with the Company achieving future casistdiv) the probability of a change in
control occurring; (v) timing, size and probabildfa new round of financing; (vi) expected voli#giland (vii) risk-free rate.

Subsequent to the completion of the Series D fiimgnio August 2012 and the terms of the prefertediswarrants becoming fixed, we
used a combination of discounted cash flow, guidetiompany and guideline transaction valuation ousho determine the total enterprise
value and then the option pricing method or hybmigthod to allocate the enterprise value to theouartlasses of stock, including preferred
stock warrants. The assumptions used in theseti@uaodels included: (i) management’s revenuequtipns; (ii) probability and timing of
various liquidity event dates; (iii) weighted avgeacost of capital that included the addition ebanpany specific risk premium to account for
uncertainty associated with the Company achievingré cash flows; (iv) selection of appropriate kedicomparable transactions and
multiples; (v) expected volatility; and (vi) riskefe rate.

As of December 31, 2012, reasonable changes iartbieservable inputs would not be expected to haigrdficant impact on the
financial statements.

Upon the closing of the initial public offering, wants to purchase shares of Series D Preferrexk &tttomatically converted into
warrants to purchase shares of our Common Stockpiéferred stock warrant liability was reclassififeom current liabilities to equity, as the
warrants met the definition of an equity instrumeig a result, the fair value of the preferred ktearrants as of November 14, 2013, estim
to be $9.5 million using the Black-Scholes optiaieing model, was reclassified to additional paiccapital. The Black-Scholes option-pricing
model incorporates various and highly sensitiveiaggions including expected volatility, expectedneand risk-free interest rates.

For the year ended December 31, 2013, the Comgamayded $9.0 million to other income (expense) fthenrevaluations.

There were no transfers between Level 1 and LegelkRrities during the years ended December 313 and 2012.
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The following table provides a reconciliation aibilities measured at fair value using unobservatgats (Level 3) on a recurring basis
(in thousands):

Common
Preferred
Stock
Stock Warrant
Warrant
Liability Liability Total
Balance at January 1, 2012 $ — $ 1,03t $ 1,03t
Incremental increase in value due to modificatiboanmon stock warrants issued with 2011
Bridge Financing (Note £ 2,24¢ (1,03%) 1,20¢
Issuance of preferred stock warrants in conneetidm 2012 Bridge Financing (Note 2,39z — 2,39:
Issuance of preferred stock warrants in connedtitim SVB Bridge Loan (Note € 214 — 214
Changes in fair value of preferred stock warri (2,556 — (2,55¢)
Balance at December 31, 20 $ 2,29t $ — $ 2,29t
Changes in fair value of preferred stock warri 9,00z — 9,00z
Reclassification to Series D Preferred Stock uparrant exercis (1,747 — (1,745
Reclassification to additional pi-in-capital upon warrant conversi (9,550 — (9,550
Balance at December 31, 20 $ — $ — $ —

5. Convertible Notes Payable and Stock Warrants
2011 Convertible Notes Payable

In August 2011, the Company entered into a Note\@adant Purchase Agreement (2011 Bridge Financirii) existing stockholders
for an aggregate principal amount of approxima$dlg.0 million under unsecured convertible promigsmwtes. The convertible promissory
notes bore interest at an annual rate of 8%, drdiatipal and interest were due and payable oncki&1, 2012, unless earlier converted into
preferred stock of the Company.

In connection with the 2011 Bridge Financing anddash proceeds of $1,000 (0.01% of the principadunt of the convertible
promissory notes), the Company issued warrantsitchpse shares of common stock up to the numishrasés calculated by dividing 25% of
the principal amount of the convertible promissooges by the lesser of the next qualified equitaficing per-share price, or $44.00. The
warrants’ exercise price per share was $0.17. Tdreants were immediately exercisable and expiduigust 2021. The warrants’ fair value of
approximately $0.3 million was recorded as a détalint and amortized to interest expense ovetettme of the convertible promissory notes
using the effective interest method. The estimatadber of common shares issuable under the wamsa#<3,955, although the actual
number was not fixed.

In March 2012, with the consent of a majority of 2011 Bridge Financing note holders, the Compatgneled the 2011 Bridge
Financing maturity date to May 2012. No other temese modified. The effective interest rate postification was less than the effective
interest rate before modification and the Compamctuded that this modification represented a tledibebt restructuring. The Company
accounted for the modification on a prospectivashas

In May 2012, with the consent of a majority of @11 Bridge Financing note holders, the maturitye dd the associated convertible
promissory notes was extended to August 31, 20#i@itivnally, the warrant coverage provided in agsimn with the notes was increased
from 25% to 40% of the principal amount of the certible promissory notes, and the shares purchasadaler the warrants were changed f
common stock to preferred stock. The preferredkstearrants’ exercise price was amended to $44.6Refcised prior to the close of the next
qualified equity financing, or by the per-sharecprof the next qualified equity financing if exesed after the close of the next qualified equity
financing.
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The present value of the future cash flows undemtdified terms described above did not exceegtbgent value of the future cash
flows under the original terms by more than 10%e Tompany treated this amendment as a modificatidrthe incremental increase in the
fair value of the warrants resulting from the maxdifion of approximately $1.2 million was recordesla discount to the convertible promiss
notes and amortized over the remaining term ottmertible promissory notes using the effectiterest method. The estimated number of
preferred stock shares issuable under the waraatiie time of modification was 117,842,

2012 Convertible Notes Payable

In May and July 2012, the Company entered into Mo Warrant Purchase Agreements (2012 Bridge Einghwith existing
stockholders for an aggregate principal amounppfaximately $12.2 million. The convertible pronusg notes bore interest at an annual rate
of 8%, and all principal and interest were due paghable on August 31, 2012, unless earlier congeént® preferred stock of the Company.

In connection with the 2012 Bridge Financing, tren{pany issued warrants to purchase shares of prdfstock up to the number of
shares calculated by dividing 40% of the princgralount of the convertible promissory notes by $a4f.@xercised prior to the close of the
next qualified equity financing, or by the per-gharice of the next qualified equity financing ¥egcised after the close of the next qualified
equity financing. The warrants’ exercise price44 $0 if exercised prior to the close of the naxdldied equity financing, or by the per-share
price of the next qualified equity financing if exised after the close of the next qualified eqfitgncing. The warrants were immediately
exercisable and expire in May and July 2022.

The 2012 Bridge Financing was completed substéntiath the same parties as the 2011 Bridge Fimancht the time of each 2012
convertible promissory note issuance, the Companfppned a comparison of the present value ofuh&é cash flows under the original 2!
Bridge Financing terms and amended 2011 Bridgeri€ing terms as impacted by the 2012 Bridge Finanaird determined that the change
was more than 10%. The Company accounted for saise of the 2012 Bridge Financing as a debtguishment, and accordingly recorded
the 2011 and 2012 Bridge Financing convertible pssory notes at fair value. The loss on extinguishiof $2.8 million was recorded in the
statement of convertible preferred stock and stoltldrs’ equity (deficit) as a charge to additiopaild-in capital in the period in which the
extinguishment occurred as all these transactia@re wade with related parties. The amount in exakadditional paidn capital was record:
into accumulated deficit. The loss on extinguishtweas determined by calculating the difference leetwthe net carrying amount of the
extinguished debt (which includes principal, acdrirgerest, and unamortized discount, if any) defair value of the old and additional debt
(which includes fair value of modified debt, faalue of additional warrants and any amendmentaelfdes).

Conversion to Series D Preferred Stock

In August 2012, the Company completed the closirey 8eries D financing, and all indebtedness utitef011 Bridge Financing and
2012 Bridge Financing, aggregating approximatel§.42nillion, including accrued interest, was auttivaly converted into shares of
convertible Series D Preferred Stock at a per-space equal to the per-share price of $4.40. Adlaxiated preferred stock warrants became
warrants to purchase 2,288,316 shares of conveidieties D Preferred Stock at an exercise pri¢d @0 per share. On October 31, 2013,
Delphi Ventures and Affiliated Entities exercise2lV4776 outstanding warrants to purchase sharesrasSD Preferred Stock at an exercise
price of $4.40 per share, resulting in $1.9 millafrproceeds to the Company.

In November 2013, in connection with the closingted initial public offering, all associated wartaito purchase shares of Series D
Preferred Stock automatically converted into wasada purchase 1,171,352 shares of our Common Stoekveighted average exercise price
of $7.37 per share. On December 30, 2013, HLM \fenRartners I, L.P. exercised 85,096 outstandiagants to purchase shares of Com
Stock at an exercise price of $7.37 per shareltiegun $0.6 million of proceeds to the Company.
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6. Loan and Warrant Agreements
Silicon Valley Bank Loan

In March 2012, the Company entered into a Loan@axlrity Agreement with Silicon Valley Bank, dragia bridge loan in the amount
of $5.0 million (SVB Bridge Loan), for which inteseonly payments at a rate of 7.5% per annum are payabnthly through the maturity de
of 90 days from the initial borrowing. In connectiwith the SVB Bridge Loan, the Company issued 8 ®arrants to purchase shares of Se
C Preferred Stock at an exercise price per sha®d400, subject to anti-dilution adjustments. Waerants were immediately exercisable and
expire in March 2022. The warrants’ fair value ppeoximately $0.1 million was recorded as a debtalint and amortized to interest expense
over the term of the bridge loan using the effertiterest method.

Subsequently, the SVB Bridge Loan’s maturity daseswxtended twice to August 2012. Upon such maditios, the interest rate on the
bridge loan was increased to 10% and additionatamés to purchase 3,409 shares of Series C PréfBtoek were issued at an exercise price
per share of $44.00, subject to anti-dilution atinents. The warrants were immediately exercisafbteexpire in June and July 2022. The
present value of the future cash flows under thdifieal terms described above did not exceed thegmtevalue of the future cash flows under
the original terms by more than 10%. The Compaegtéd these amendments as a modification and¢heniental increase in the fair value of
the warrants resulting from the modification of eppmately $75,000 was recorded as a discountedtfdge loan and was amortized over the
remaining term of the bridge loan using the effecthterest method.

Subsequent to the closing of the Series D finandhmg SVB Bridge Loan was converted into a 24-maet loan (SVB Term Loan) in
September 2012. The term loan accrued interest ahaual rate of 4%, with principal and accruedriest payments due monthly throughout
the 24 month term. The SVB Term Loan also requiréidal payment of $0.3 million and a fee of $0.®Bion if the loan was prepaid in its
entirety prior to the end of the term of the loAhDecember 31, 2013 and December 31, 2012, ttenbaloutstanding under this loan was $0
and $4.2 million, respectively.

Upon the closing of the Series D financing, all Sptéferred stock warrants became warrants to peech@2,270 shares of Series D
convertible preferred stock at an exercise pric4o040 per share. In November 2013, in connectiidn tlve closing of the initial public
offering, all SVB Series D Preferred Stock warratomatically converted into warrants to purch&s©33 shares of our Common Stock at a
weighted average exercise price of $7.37 per sii@ewarrants were outstanding as of December(l13.2

In conjunction with the Capital Royalty Term Lodosing in January 2013, all principal, interest dmel pre-payment fee amounts due
under the SVB Term Loan were paid by the Company.

SVB Revolving Line of Credi

In January 2013, the Company entered into an andeloda agreement with Silicon Valley Bank, makingitable a revolving line of
credit in the amount up to the lesser of $1.5 onillor 75% of eligible accounts receivable. Inteady payments at a rate of 6% per annum ar
payable monthly through the maturity date 24 moffritxm the initial borrowing. Loans drawn under tgreement are secured by our eligible
accounts receivable and proceeds therefrom. Addillip, the terms of the revolving line of creditntain various affirmative and negative
covenants. There were no amounts outstanding uhgdpan as of December 31, 2013.

Capital Royalty Term Loan

In December 2012, the Company executed a termdgeeement with Capital Royalty Partners 1l L.P. &aghital Royalty Partners II—
Parallel Fund “A” L.P., together, Capital RoyaltgrEhers, providing the Company access to up tordllbn under the arrangement, of which
$30 million was available in January 2013, and an
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additional amount up to $15 million was availabfmno achievement of a 2013 revenue-based milestodanuary 2013, $30 million was
drawn under the Agreement. Additionally, the 2083anue milestone was achieved and, therefore, thegp@ny can elect to draw any amount
between $8 million and $15 million, at its discoetiup until May 30, 2014. The loan accrues inteagsin annual rate of 14%. Interest-only
payments are due quarterly at March 31, June 3@ieB8der 30 and December 31 of each year during 20d2014. Thereafter, in addition to
interest accrued during the period, quarterly paysishall include an amount equal to the outstandimcipal at December 31, 2014 divided
by the remaining number of quarters prior to theéumgy of the loan which is December 31, 2017. Besmathe Company achieved the revenue
milestone, the interest only payment period wasreded to December 31, 2015, and thereafter, irtiaddo interest accrued during the period
the quarterly payments shall include an amountlgguae outstanding principal at December 31, 2@iV/&led by the remaining number of
quarters prior to the end of the term of the Id&fhile interest on the loan is accrued at 14% peuan the Company may elect to make
interest-only payments at 11.5% per annum. Theidripterest of 2.5% is added to the principal a&f than and is subject to accruing interest.
The Company has not elected to utilize this loatuiee. The agreement provides for prepayment fe8%ocf the outstanding balance of the
loan if the loan is repaid prior to April 1, 20IPhe prepayment fee is reduced 1% per year for salobequent year until maturity.

The loan is collateralized by all assets of the Gany. Additionally, the terms of the Term Loan Agmeent contain various affirmative
and negative covenants agreed to by the Compangngrthem, the Company must attain minimum annuedmees of $25 million in 2013,
$50 million in 2014, $75 million in 2015 and $100lman thereafter. Borrowings under the term loaa aubject to nomccurrence of a mater
adverse change in our business or operations (fialaor otherwise), or a material impairment of gvespect of repayment of obligations. At
December 31, 2013, the Company was in compliantealli of the covenants.

In connection with the Term Loan Agreement, in Jagi2013, the Company issued warrants to purchas@24 shares of the
Company’s Common Stock at an exercise price of2ped share. The warrants were immediately exdrigsnd expire in January 2023.
Because the exercise price of these warrants isnabnthe Company used the fair value of the comstook of $1.61 at December 31, 2012 tc
value these warrants. The Company also paid $dlibmifinancing fee to Capital Royalty Partners.efarrants’ fair value of approximately
$0.4 million and financing fee of $0.4 million werecorded as a debt discount. Additionally, the @any paid $0.7 million to a third party for
sourcing the Capital Royalty Term Loan, which wasorded as debt issuance cost. All fees and warvahie are amortized to interest expe
over the remaining term using effective interesttrod.

At December 31, 2013, the principal balance outtenunder the Capital Royalty Term Loan was $36illon, future minimum
principal payments under the Term Loan Agreemenrtaa follows (in thousands):

Year ended December 3

2014 $ —
2015 —
2016 15,00(
2017 15,00(
Total $30,00(
Less current portion of notes paya —
Notes payable, net of current porti $30,00(

7. Convertible Preferred Stock, Common Stock and 8tkholders’ Equity (Deficit)

In July 2012, the Board of Directors approved @40 reverse stock split of the Company’s commuah greferred stock. All share and
per share information included in the accompanfimgncial statement and notes to the financiakstants give retroactive effect to this
reverse stock split for common and preferred stock.
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In October 2013, the Board of Directors approvddfar-1.6756 reverse stock split of the Compangsimon stock. All share and per
share information included in the accompanyingritial statements and notes to the financial statésrgive retroactive effect to this reverse
stock split of common stock.

Convertible Preferred Stock

Prior to the conversion in the initial public offeg in November 2013, the Company’s convertibl€fgred stock was classified as
temporary equity on the accompanying balance sliesttsad of in stockholders’ (deficit) equity incacdance with authoritative guidance for
the classification and measurement of redeemabl&ities. Upon certain change in control events wWere outside of our control, including
liquidation, sale or transfer of control of the Quamy, holders of the convertible preferred stoakld¢@ause its redemption.

As of December 31, 2013, all outstanding convestflieferred stock had converted to common stockmjunction with the initial public
offering. Following its initial public offering, 88 Company filed an amended and restated certifafatecorporation to authorize 5,000,000
shares of undesignated preferred stock.

Common Stock

In November 2013, the Company completed its infigblic offering of 8,000,000 shares of its comnstock at a public offering price of
$15.00 per share. Net cash proceeds from thelipiiialic offering were approximately $108.3 millicafter deducting underwriting discounts,
commissions and estimated offering related trar@acbsts payable by the Company. In November 28E3underwriters also exercised their
overallotment option and purchased an additior200,000 shares of the Company’s common stock, fihich the Company received cash
proceeds, net of underwriting discounts and comiomss of approximately $16.7 million. In connectiaith the closing of the initial public
offering, all of the Company’s shares of convedipteferred stock outstanding at the time of tlierofy were automatically converted into
13,403,747 shares of common stock. In additiom@itanding preferred stock warrants were autaaliticonverted into warrants to purch
an aggregate 1,171,352 shares of our common sseekNote 4 “Fair Value Measurements”).

As of December 31, 2013, there were 22,925,614eshafrcommon stock outstanding. Each share of canstazk is entitled to one vo
The holders of the common stock are also entite@¢eive dividends whenever funds are legallylalbe and when declared by our Board of
Directors. Following our initial public offering, evfiled an amended and restated certificate ofrpa@tion to authorize 100,000,000 shares of
common stock.

Stock Plans

In September 2006, the Company adopted the 20@k Stoentive Plan (the “2006 Plan”) under whichaasended, 2.7 million and
1.3 million shares of common stock were reservedsfuance to employees, non-employee directorgansultants of the Company as of
December 31, 2013 and 2012, respectively.

The 2006 Plan provides for the grant of incentieels options, non-statutory stock options, riglatptirchase restricted common stock,
stock appreciation rights, dividend equivalentsgktpayments, and restricted stock units to eligibkipients. Recipients of incentive stock
options and restricted common stock shall be dbgib purchase shares of the Company’s common stioak exercise price equal to no less
than the estimated fair market value of such stockhe date of grant. The 2006 Plan was close®113 2vith the approval of the 2013 Plan anc
no further options will be granted under the 2006 P

In October 29, 2013, the Company'’s board of dinecépproved the 2013 Stock Incentive Plan (the 32Rthn”). The 2013 Plan became
effective immediately prior to the completion oétimitial public offering. Under the 2013 Plan, fiempany may grant stock options, stock
appreciation rights, restricted stock and restdicte
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stock units to individuals who are then employedficers, directors or consultants of the Compakyotal of 4,809,000 shares of common
stock were reserved for issuance under the 208&3l@f December 31, 2013. As of December 31, 20¥36,621 shares are available for
future issuance under the 2013 Plan.

Restricted Common Stock

The Company issued shares of restricted commok steding 23,872 shares in 2011. No shares ofiotsti common stock were issued
in 2013 or 2012. Proceeds from the issuance déltilhees of restricted common stock totaled $0.4amiih 2011. The shares of restricted
common stock were issued under the Plan to cegtapioyees and nonemployee directors. Shares oictedtcommon stock granted under
Plan vest and are subject to repurchase accorditigetterms of the respective restricted stockeagsmt.

The outstanding shares of restricted common steokmglly vest 25% on the first anniversary of thiginal grant date, with the balance
vesting monthly over the remaining three yearsr&haf unvested restricted common stock may bercbpsed, at the Company’s option, at
the lesser of the original purchase price or threect fair market value. Generally, shares of ret&ld stock which have vested are not subje
repurchase. The Company’s right to repurchase attoatly terminated upon the closing of an inifiaiblic offering. The cash paid for the
restricted common stock represented the fair vafube common stock at the time of issuance. Thested restricted common stock has beel
reflected as a current liability in the balanceethand is reclassified to stockholdezguity (deficit) as the restricted common stocksedpon
the closing of the initial public offering in Novdoar 2013, 11,935 shares of the Company’s unvesttdated common stock were
automatically vested.

Common Stock Options

The maximum term of stock options granted unde20@5 Plan and 2013 Plan is ten years. The optiensrally vest 25% on the first
anniversary of the original vesting date, with faance vesting monthly over the remaining thresgge

The following table summarizes stock option tratisas for the 2006 Plan and 2013 Plan:

Weightec-
Weighted- Average
Average Remaining Aggregate
Total Exercise Contractual Intrinsic
Options Price Life Value
Outstanding at December 31, 2011 151,59¢ $ 10.5i 7.81 $ —
Grantec 15,31¢ 25.1¢
Exercisec (3,15¢) 10.9: $  44,00(
Canceled/forfeited/expire (27,859 9.9(C
Outstanding at December 31, 2( 135,90: $ 12.3¢ 7.0Z $ —
Grantec 4,430,21. 7.92
Exercisec (9,919 6.65 $ 117,65
Canceled/forfeited/expire (16,58) 4.71
Outstanding at December 31, 2( 4,539,611 $ 8.07 9.4¢ $80,368,99
Vested and expected to vest at December 31, 4,445 ,63! $ 8.0¢ 9.4¢ $78,800,05
Exercisable at December 31, 2( 713,98t $ 3.0¢ 8.7¢ $16,241,01

Employee Stock Purchase Plan

In October 2013, the Company adopted the 2013 BreplStock Purchase Plan (the “ESPP”), which enaigible employee to
purchase shares of the Company’s common stock tisémgafter tax payroll deductions, subject tataier conditions.
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The ESPP authorizes the issuance of 556,000 sbficesnmon stock pursuant to purchase rights gratotednployees. The number of
shares of common stock reserved for issuance isesean January 1 of each calendar year, from Jatu@014 through January 1, 2023, by
the least of (a) one percent (1%) of the numb@&tares issued and outstanding on the immediatebeding December 31, or (b) such lesser
number of Shares as determined by the Administr@orJanuary 1, 2014, the number of shares of camstozk reserved for issuance under
our ESPP was automatically increased by 229,25@&sh@he ESPP is intended to qualify as an “em@®geck purchase plan” within the
meaning of Section 423 of the Code. As Decembe2B13, no shares of our common stock have beemased under the ESPP.

The initial offering under the ESPP commenced oméviaber 19, 2013 and has a duration of approxim&i#Isnonths, consisting of four
approximate six-month purchase periods.

Eligible employee may contribute, normally throygdyroll deductions, up to 15% of their earningstfa purchase of common stock
under the ESPP. The purchase price of common siodér the ESPP will be the lesser of: (a) 85% efftiir market value of a share of the
Company’s common stock on the first date of anrofépor (b) 85% of the fair market value of a shaf¢he Company’s common stock on the
date of purchase.

Stock-Based Compensation.

The compensation cost that has been included istétement of operations for all stooised compensation arrangements was as fc
(iin thousands)

Year Ended December 31

2013 2012 2011

Cost of sales $ 204 $ 36 $—
Selling, general & administrati\ 3,58: 14¢ 162
Research and developm 66¢ 62 _ 90
Total $4,45¢ $24¢€ $25¢

The total stock-based compensation capitalizedhetsop the cost of our inventory was $0.3 milliamdeb0 at December 31, 2013 and
2012, respectively.

At December 31, 2013, the total unamortized stazdeld compensation expense of approximately $31li6mis to be recognized over
the remaining vesting term of approximately 2.9rgea

Option grants to non-employees are valued usindatineralue-based method and are then quartertpeasured and expensed over the
period services are provided. For the year endextimber 31, 2013, the expense was $88,000 andisletin the table above as a compol
of selling, general and administrative expenseiddgirants to consultants resulted in an immatesiplense for the years ended December 31
2012 and 2011.

The Company estimates the fair value of stock ogt@nd shares issued to employees under the ESRPaBlack-Scholes option-
pricing model on the date of grant. The fair vadfiequity instruments that are expected to vestezegnized and amortized on an straile-
basis over the requisite service period. The Blackeles option-pricing model incorporates varioog khighly sensitive assumptions including
expected volatility, expected term and risk-freeiiast rates. The expected volatility is basecherhistorical volatility of the Company’s
common stock over the most recent period commeteswith the estimated expected term of the Compmasigck options. The expected term
of the Company’s stock options is calculated usiegsimplified method. The risk-free interest fateperiods within the contractual life of the
option is based on the U.S. Treasury yield in ¢fé¢he time of grant. The Company has never deglar paid dividends and has no plans to
do so in the foreseeable future.
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The assumptions used in the Black-Scholes optiarnagrmodel are as follows:

Stock Option ESPP
Year Ended Year Ended
December 31, December 31
2012 2011 2013
Risk-free interest rate 1.1% 1.6% 0.2%
Expected dividend yiel 0.C% 0.C% 0.C%
Expected volatility 70.2% 69.7% 66.5%
Expected term (in year 6.C 6.C 1.3

Risk-free Interest RateThe risk-free interest rate assumption was basetie United States Treasury’s rates for U.S. usezero-
coupon bonds with maturities similar to those & ¢éixpected term of the award being valued.

Expected Dividend YieldThe expected dividend yield is zero because we haver declared or paid any cash dividends antbto
presently plan to pay cash dividends in the foraiskeefuture.

Expected Volatility Due to limited historical data, the expected tilitg is estimated based on volatilities of a pgesup of similar
companies whose share prices are publicly availdthle peer group consisted of other publicly-tradeehpanies in the same industry and in a
similar stage of development. The Company will aoret to apply this process until a sufficient amoofrhistorical information regarding the
volatility of its own stock price becomes available

Expected TermThe Company utilized the simplified method fotiraaiting the expected term of stock option gradtsder this approac
the weighted-average expected term is presumee tebaverage of the vesting term and the conht#um of the option.

The Company is also required to estimate forfetatethe time of grant, and revise those estiniategsbsequent periods if actual
forfeitures differ from its estimates. Historicaltd was used to estimate pre-vesting option farfest and record stock-based compensation
expense only for those awards that are expecteelsto

The weighted average estimated grant date faievadu share of employee stock options granted glthia years ended December 31,
2013, 2012 and 2011 was $7.52, $15.65 and $5.8pectvely.

Common Stock Reserved for Future Issuance

The following shares of common stock are resereeduture issuance at December 31, 2013:

Common stock warrants outstand 1,358,099
Stock options issued and outstanc 4,539,61
Authorized for future option gran 2,746,62
Employee stock purchase pl 556,00(

9,200,32
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8. Income Taxes

The provision (benefit) for income taxes reconcitethe amount computed by applying the federalisiay rate to income before taxe:
follows (in thousands):

Year Ended December 31

2013 2012 2011
Tax at federal statutory rate $(21,467) $(11,22%) $(8,679)
State income tax, net of federal ben (2,789 (1,799 (1,319
Nondeductible convertible notes paya 3 617 184
Warrants revaluatio 3,061 (869) 262
Research and development cre (649) 20¢ (559
Other 792 15E 82
Change in valuation allowan: 21,04+ 12,90¢ 10,012

$ — $ — $ —

Significant components of the Company’s net deteimeome tax assets at December 31, 2013 and 281shawn below (in thousands).
A valuation allowance has been recorded to offseinet deferred tax asset as of December 31, 2@ 2@l 2, as the realization of such assets
does not meet the more-likely-than-not threshold.

December 31

2013 2012
Deferred tax asset
Net operating loss (NOL $ 47,99¢ $ 32,62¢
Research and development tax cre 2,34¢ 1,707
Capitalized R&D 7,68¢ 6,072
Deferred ren 11¢ 11t
Accrued Compensatic 2,49( 524
Other 3,18¢ 1,743
Total gross deferred tax ass 63,82¢ 42,78¢
Less valuation allowanc (63,82¢) (42,789
Net deferred tax asse $ $

As of December 31, 2013, the Company has accuniatieral and state net operating loss carryforsvafdapproximately $119.7
million and $128.2 million, respectively. The fedeand state tax loss carryforwards begin to expi2026 and 2016, respectively, unless
previously utilized. The Company also has fedenal @alifornia research credit carryforwards of apgmately $2.2 million and $2.5 million,
respectively. The federal research credit carryéods will begin expiring in 2028 unless previougtifized. The California research credit will
carry forward indefinitely.

Utilization of the net operating losses and R&Dditrearryforwards are subject to annual limitatialu® to ownership change limitations
that have occurred or that could occur in the fitas required by Section 382 of the Internal Regebode of 1986, as amended (the Code),
well as similar state and foreign provisions. Thesg@ership changes may limit the amount of net afjgg losses and R&D credit
carryforwards that can be utilized annually to effeiture taxable income and tax, respectivehgdneral, an “ownership changas defined b
Section 382 of the Code results from a transadaiicseries of transactions over a three-year pegsdlting in an ownership change of more
than 50 percentage points of the outstanding stbekcompany by certain stockholders.
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The Company updated their Section 382/383 analfysis) January 1, 2012 through December 31, 204&rdéng the limitation of the
net operating losses and research and developmestitsc Based upon the analysis, the Company datedithat no ownership changes
occurred during that period. However, previous wsialdetermined that ownership changes have oaturrngears prior to 2012, but will not
have a material impact on the future utilizatiorso€h carryforwards.

The evaluation of uncertainty in a tax positiom isvo-step process. The first step involves redagmiThe Company determines whethet
it is more likely than not that a tax position vk sustained upon tax examination, including tégmi of any related appeals or litigation,
based on only the technical merits of the positidre technical merits of a tax position derive frbath statutory and judicial authority
(legislation and statutes, legislative intent, tagians, rulings, and case law) and their appliigito the facts and circumstances of the tax
position. If a tax position does not meet the mlikely-than-not recognition threshold, the benefithat position is not recognized in the
financial statements. The second step is measuteféax position that meets the more-likely-thast-recognition threshold is measured to
determine the amount of benefit to recognize infitencial statements. The tax position is measagethe largest amount of benefit that is
greater than 50% likely of being realized uponnudtie resolution with a taxing authority.

The following table summarizes the activity relatedhe Company gross unrecognized tax benefits at the begiretbend of the yee
ended December 31, 2013 and 2012 (in thousands):

Year Ended December 31

2013 2012 2011
Gross unrecognized tax benefits at the beginnirthefear $1,42: $ 77¢ $554
Increases related to current year positi 34¢ 17¢ 22E
Increases related to prior year positi 141 467 —
Expiration of unrecognized tax benet — — —
Gross unrecognized tax benefits at the end of ¢ae $1,91Z $1,42: $77¢

As of December 31, 2013, the Company has $1.6anibif unrecognized tax benefits that, if recogniaad realized would impact the
effective tax rate.

The Company’s practice is to recognize interestpamhlties related to income tax matters in inctemesxpense. The Company had no
accrual for interest and penalties on the Compadpgfance sheets and has not recognized interegtearadties in the statements of operations
for the years ended December 31, 2013 and 2012Cdh®pany does not expect any significant increasegcreases to its unrecognized tax
benefits within the next 12 months.

The Company is subject to taxation in the Uniteatest and state jurisdictions. The Comparngx years from 2006 (inception) are sub
to examination by the United States and state aitit®due to the carry forward of unutilized neeoating losses and research and
development credits.

The American Taxpayer Relief Act of 2012 was endatéo law during the first quarter of 2013 anchetated the United States federal
research and development tax credit retroactiveijnfJanuary 1, 2012 through December 31, 2013 effretive tax rate for 2013 reflects a
benefit of $0.4 million related to 2012 resultingrh the retroactive extension of the United Stagésgarch and development tax credit.

9. Collaborations
DexCom Development and Commercialization Agreem

In February 2012, the Company entered into a Dgwedémt and Commercialization Agreement with DexCbra, (DexCom Agreement)
for the purpose of collaborating on the developnagtt commercialization
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of an integrated system which incorporates thent:sisulin delivery system with DexComproprietary continuous glucose monitoring syst
Under the DexCom Agreement, the Company paid Dex&bi® million at the commencement of the collabioratvhich was recorded as
research and development cost in 2012 and will makeadditional $1.0 million payments upon the agkiment of certain milestones.
Additionally, the Company will reimburse DexCom tap$1.0 million of its development costs and iegotesponsible for its own
development costs. For the years ended Decemb@033,and, 2012, the Company accrued $13,000 a@@d, respectively, for DexCom’s
development costs associated with the Agreement.

Upon commercialization and as compensation fontheexclusive license rights, the Company will giay DexCom a royalty
calculated at $100 per integrated system sold.

JDRF Collaboration

In January 2013, the Company entered into a relsedevelopment and commercialization agreementigBotation Agreement) with
Juvenile Diabetes Research Foundation (JDRF) teldp\the t:dual Infusion System, a first-of-its-#tjrdual-chamber infusion pump for the
management of diabetes. According to the termbefollaboration Agreement, JDRF will provide resbdunding of up to $3 million based
on the achievement of research and developmenstmiles, not to exceed research costs incurredeb@dmpany. The research and
development milestones are anticipated to be rebloh&eptember 2015. Payments the Company redeifaad the collaboration efforts
under the terms of the Collaboration Agreement kéllrecorded as restricted cash and current aigdtéom liabilities, and recognized as an
offset of research and development expenses sti#ighover the remaining months until anticipateanpletion of the final milestone, only to
the extent that the restricted cash is utilizeflta such development activities. As of December2B1 3, milestone payment achievements
totaled $0.7 million, and research and developmests were offset by $0.2 million. As of Decembgy 2013, the Company received $0.7
million from JDRF and has $0 classified as restdatash.

10. Employee Benefits

The Company has a defined contribution 401(k) paeiremployees who are at least 21 years of ageld&ymes are eligible to participate
in the plan beginning on the first day of the cdmquarter following their date of hire. Under teems of the plan, employees may make
voluntary contributions as a percent of compensafithe Company does not provide a matching corttabyprogram.

11. Commitments and Contingencies

From time to time, the Company may be subjectgallproceedings or regulatory encounters or ottedtars arising in the ordinary
course of business, including actions with respeaitellectual property, employment, product liahj and contractual matters. In connection
with these matters, the Company assesses, on laréasis, the probability and range of possibés lbased on the developments in these
matters. A liability is recorded in the financightements if it is believed to be probable thaisslhas been incurred and the amount of the los
can be reasonably estimated. Because of the umtErsarelated to the occurrence, amount, and rafifgss on any pending actions, the
Company is currently unable to predict their ultiemautcome, and, with respect to any pending litigeor claim where no liability has been
accrued, to make a meaningful estimate of the redsp possible loss or range of loss that couldltésom an unfavorable outcome. At
December 31, 2013 and 2012, there were no materghich the negative outcome was considered pielatestimable, and, as a result, no
amounts have been accrued at either date.

Operating leases

In 2008, the Company entered into a noncancelgi#eating lease agreement to lease the Companys@ie headquarters in San
Diego, California, through August 2013.
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In September 2009, the Company entered into a meetzble operating lease agreement to expand thg&mys corporate headquart:
to an adjacent building, as well as to extend ¢nen tof the aforementioned operating lease to aoitexte with the new lease in 2015.

In March 2012, the Company entered into a honcabtelbperating lease agreement to increase theestpatage of the Company’s
corporate headquarters, as well as to consolidladé the existing operating leases into a singleske agreement. The new agreement extends
the term of the lease of all buildings to May 20Wnder the new lease, the monthly rent paymenas agproximately $0.1 million, excluding
common area maintenance and related charges, enedée by a fixed percentage each year. Additipradl a lease incentive from the
landlord, the Company received a tenant improverakbotvances of approximately $2 million for nonesttural improvements to the building.
The Company recorded this incentive as an increabeth property and equipment and deferred rethtittise amortized on a straight-line basis
over the life of the lease.

In connection with the lease, the Company enterda $0.4 million unsecured standby letter of itredangement with a bank under
which the landlord of the building is the benefigialhe standby letter of credit expires on Mar@¢h 3013, but is automatically extended for
additional one-year periods unless notice of namesibn is provided. The final expiration of thenstly letter of credit is August 31, 2017. The
standby letters of credit previously entered imt@dnnection with the pre-existing leases were el@dcin March 2012.

On November 5, 2013, the Company entered into aararelable operating lease agreement to furthendxhe Company’s corporate
headquarters to adjacent buildings (the “New Leassa’well as to extend the term of the existing degdease to terminate concurrently w
the New Lease in 2019. There were no changes toripi@al lease payment schedule with the excepifoextending the term for which the
monthly rent would be increased by a fixed peragmtzach year on the anniversary of the rent comemeect date of the New Lease.

Among the provisions of the New Lease, the montéiyt payments will commence on or about June 20#l4recrease by a fixed
percentage each year on the anniversary of theeoaninencement date. As a lease incentive fromatihdidrd, the Company has the option to
receive a tenant improvement allowance of approteipa0.4 million for nonstructural improvementsthe buildings. The Company will also
receive an additional tenant improvement allowasfc®0.3 million as an incentive under the existopgrating lease.

In connection with the New Lease, the Company améitide existing standby letters of credit by inshe@ the value of the letter of
credit to $0.5 million. The expiration of the staégdetter of credit is July 14, 2019.

Deferred rent arising from rent escalation provisiand lease incentives totaled $2.3 million an@ ##llion at December 31, 2013 and
December 31, 2012, respectively. The rent expeorséhé years ended December 31, 2013 and 201&ddka.1 million and $0.9 million,
respectively.

Future minimum payments under the aforementionedarecelable operating leases for each of the ficeeding years following
December 31, 2013 in thousands are as follows({ingands):

2014 $ 1,991
2015 2,55¢
2016 2,81¢
2017 2,92¢
2018 3,02¢
Thereaftel 1,27¢

$14,58¢
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12. Selected Quarterly Financial Data (Unaudited)

Quarterly financial information for fiscal 2013 aB812 are presented in the following table, in Sands, except per share data:

For the Quarter Endin

March 31 June 3( September & December 3
2013:
Revenue $ 5,45¢ $ 5,52¢ $ 7,77¢ $ 10,24¢
Gross profit 2,04( 40€ 2,53 1,18¢
Operating expense 9,201 14,08: 14,66( 17,65
Operating los! (7,167%) (13,677 (12,129 (16,469
Net loss (11,169 (15,307 (13,06 (23,619
Basic and diluted net loss per share $ (63.77) $ (72.50) $ (60.9¢ $ (219
2012:
Revenue $ — $ — $ 21¢ $ 2,25i
Gross los: — — (907) (4479)
Operating expenst 7,79: 7,38( 8,57: 7,954
Operating los! (7,799 (7,380 (9,479 (8,40))
Net loss (8,404 (8,549 (7,519 (8,559
Basic and diluted net loss per share $ (47.1) $ (47.3) $ (39.89) $ (42.1)

(1) Net loss per share is computed independentlgdoh of the quarters presented. Therefore, timeafuhe quarterly per-share calculations
will not necessarily equal the annual per shareutation.

13. Subsequent Event (unaudited)
Voluntary Recall

On January 10, 2014, the Company announced a aojurecall of select lots of cartridges used wité tslim that may be at risk of
leaking. The cause of the recall was identifiedrduthe Company’s internal product testing. Theallewas expanded on January 20, 2014 to
include additional lots of affected cartridges useith the t:slim. The Company incurred approximat®l.6 million in direct costs associated
with the recall and recorded $1.3 million of sudsts in its 2013 financial results. The total aafsthe recall consisted of approximately $0.6
million associated with the return and replacenoémiffected cartridges in the field and approxirha$d.0 million for the write-off and
disposal of affected cartridges within our in-houseentory.

Item 9. Changes in and Disagreements With Accountants on Aounting and Financial Disclosure

Not applicable.

Item 9A. Controls and Procedures
Evaluation of Disclosure Controls and Procedures

We maintain disclosure controls and proceduresatetiesigned to ensure that information requindattdisclosed in our periodic and
current reports that we file with the SEC is reeatdorocessed, summarized and reported withirinfeferiods specified in the SEC'’s rules
and forms, and that such information is accumulatedicommunicated to our management, includingpdacipal executive officer and
principal financial officer, as appropriate, tooall timely decisions regarding required discloslmadesigning and evaluating the disclosure
controls and procedures, management recognizeailyatontrols and procedures, no matter how waligieed and operated, can provide only
reasonable and not absolute assurance of achitheérdesired control objectives.

105



Table of Contents

In reaching a reasonable level of assurance, mamageaecessarily was required to apply its judgnreetvaluating the cost-benefit
relationship of possible controls and procedumresddition, the design of any system of contrad® & based in part upon certain assumption:
about the likelihood of future events, and thene loa no assurance that any design will succeedhieang its stated goals under all potential
future conditions; over time, control may becomadiequate because of changes in conditions, oretipeee of compliance with policies or
procedures may deteriorate. Because of the inh&neitations in a cost-effective control systemsstatements due to error or fraud may occu
and not be detected.

As of December 31, 2013, we carried out an evalnatinder the supervision and with the participatibour management, including ¢
principal executive officer and principal financafficer, of the effectiveness of the design andrafion of our disclosure controls and
procedures, as defined in Rules 13a-15(e) and b%&)-1inder the Exchange Act. Based on this evalnatiur principal executive officer and
principal financial officer concluded that our dzsure controls and procedures were effectiveatdéhsonable assurance level as of
December 31, 2013.

Management’s Report on Internal Control over Finangdal Reporting

This Annual Report does not include a report of aggament’s assessment regarding internal contralfmancial reporting due to a
transition period established by the rules of t&€ Sor newly public companies.

Changes in Internal Control over Financial Reportirg

During the year ended December 31, 2013, we degdlapd implemented new control procedures to addr@seviously identified
material weakness in our internal control overiiicial reporting as of December 31, 2012 relatetiégprocess for calculating the weighted
common shares used to compute basic and dilutddsgeper share. After completing our assessmetieodesign and operating effectiveness
of the new procedures, we concluded that we hawedeated the previously identified material wealsnas of December 31, 2013.

Except as described above, there were no changes internal control over financial reporting idiéied in management’s evaluation

pursuant to Rules 13a-15(d) or 15d-15(d) of theharge Act during the quarter ended December 313 gt materially affected, or are
reasonably likely to materially affect, our interantrol over financial reporting.

Item 9B.  Other Information

Not applicable.
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PART IlI

Iltem 10.  Directors, Executive Officers and Corporate Governace

The information required by this item and not sett below will be set forth in the sections eetitI‘Election of Directors” and
“Executive Officers” in our Proxy Statement for 014 Annual Meeting of Stockholders, or Proxy &tagnt, to be filed with the SEC within
120 days after the end of the fiscal year endecebder 31, 2013, and is incorporated herein by eefss.

We have adopted a code of ethics that appliest&€bief Executive Officer and other senior finahaicers (our Chief Financial
Officer, Vice President of Finance, Controller asiller senior financial officers performing simifanctions), which we refer to as the Code of
Business Conduct and Ethics. The Code of Businessl@t and Ethics is available on our websitdp://www.tandemdiabetes.coomder
the Corporate Governance section of the InvestateCgortion of the website. Our Code of Businesadlict and Ethics is designed to meet
the requirements of Section 406 of Regulation Si#{ the rules promulgated thereunder. We will prdyngiisclose on our website (i) the
nature of any amendment to the Code of Businessl@imand Ethics that applies to any covered peraad (ii) the nature of any waiver,
including an implicit waiver, from a provision dfé Code of Business Conduct and Ethics that istegain one of the covered persons.

ltem 11.  Executive Compensatior

The information required by this item will be setth in the section entitled “Executive Compengdtio our Proxy Statement and is
incorporated herein by reference.

Item 12. Security Ownership of Certain Beneficial @vners and Management and Related Stockholder Matter

The information required by this item will be setth in the sections entitled “Security OwnershifCertain Beneficial Owners and
Management” and “Executive Compensation” in oundgr8tatement and is incorporated herein by referenc

Item 13.  Certain Relationships and Related Transactions, an®irector Independence

The information required by this item will be setth in the section entitled “Certain Relationshépsl Related Transactionisi’ our Prox
Statement and is incorporated herein by reference.

Iltem 14.  Principal Accounting Fees and Service

The information required by this item will be setth in the section entitled “Ratification of Sdiea of Independent Registered Public
Accounting Firm” in our Proxy Statement and is inmrated herein by reference.

107



Table of Contents
PART IV

Item 15. Exhibits, Financial Statement Schedule

(a) The following documents are filed as part @ thnnual Report:

1. Financial StatementsThe following documents are included in Parttiénh 8 of this Annual Report and are incorporateddigrence
herein:

Pagt
Report of Independent Registered Public Accourfdingn 75
Balance Sheet 76
Statements of Operations and Comprehensive 78
Statements of Convertible Preferred Stock and $imidier’ Equity (Deficit) 79
Statements of Cash Flo\ 80
Notes to Financial Statemer 81

2. Financial Statement ScheduleSinancial statement schedules are omitted bedhagere not applicable or the required informatgon
shown in the financial statements or notes thereto.

3. Exhibits.

Exhibit Exhibit

Footnote Number Description of Documen

(1) 3.1 Amended and Restated Certificate of Incorporat®owarently in effect

(1) 3.2 Amended and Restated Bylaws as currently in ef

(1) 4.1 Form of Common Stock Certificat

(1) 4.2 Third Amended and Restated Investor Rights Agreénazted August 30, 201

(1) 4.3 Form of Preferred Stock Warrant issued to Silicailéy Bank.

(1) 4.4 Form of Preferred Stock Warral

(1) 4.5 Warrant to Purchase Stock, dated January 14, 28d18d to Capital Royalty Partners Il L

(1) 4.6 \(Vgrrant to Purchase Stock, dated January 14, 281@d to Capital Royalty Partners Il—Parallel Fi/d

(1) 10.1 Lease Agreement, dated March 7, 2012, as amendmabtih November 7, 2013, by and between Tandem
Diabetes Care, Inc. and Al-11025/11075 Roselle Street, LL

(1) 10.2 Term Loan Agreement, dated December 24, 2012, tybatween Tandem Diabetes Care, Inc., Capital Roya
Partners Il L.P. and Capital Royalty Partne—Parallel Func*A” L.P.

(1) #10.3 Tandem Diabetes Care, Inc. 2006 Stock Incentive.|

(1) #10.4 Form of Stock Option Agreement under 2006 Stocleiitive Plan

(1) #10.5 Form of Restricted Stock Agreement under 2006 Shackntive Plan

(1) #10.6 Tandem Diabetes Care, Inc. 2013 Stock Incentive.|

(1) #10.7 Form of Stock Option Agreement under 2013 Stocleiitive Plan

(1) #10.8 Form of Stock Option Agreement under 2013 Stocleiitive Plan (No-Employee Directors,
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Exhibit
Footnote

1)
1)
(1)
(1)
(1)

1)
1)
(1)
(1)
1)
1)
1)

(1)

1)

—+ 3

#10.9
#10.10
10.11
#10.12
#10.13

#10.14

#10.15

#10.16

#10.17

#10.18

#10.19

110.20

10.21

#10.22
14.1
23.1
24.1
31.1

31.2

*32.1

*32.2

Exhibit
Number

Description of Documen

Tandem Diabetes Care, Inc. 2013 Employee StockhagecPlan

Tandem Diabetes Care, Inc. 2013 Cash Bonus

Form of Indemnification Agreemer

Employee Offer Letter, dated July 8, 2013, by aethieen Tandem Diabetes Care, Inc. and David B.d6¢

Employee Offer Letter, dated February 1, 2013, iy leetween Tandem Diabetes Care, Inc. and John F.
Sheridan

Amended and Restated Employment Severance Agreedsat November 4, 2013, by and between Tander
Diabetes Care, Inc. and Kim D. Blickenst:

Amended and Restated Employment Severance Agreedsat November 4, 2013, by and between Tander
Diabetes Care, Inc. and John Caji¢

Amended and Restated Employment Severance Agregdatatl November 4, 2013, by and between Tander
Diabetes Care, Inc. and Robert B. Anacc

Amended and Restated Employment Severance Agregdatatl November 4, 2013, by and between Tander
Diabetes Care, Inc. and John F. Sheri

Amended and Restated Employment Severance Agreedsat November 4, 2013, by and between Tander
Diabetes Care, Inc. and David B. Berg

Amended and Restated Employment Severance Agreedsat November 4, 2013, by and between Tander
Diabetes Care, Inc. and Susan M. Morris

Confidential Intellectual Property Agreement, dalet 10, 2012, by and between Tandem Diabetes, Gare
and Smiths Medical ASD, In

Lease Agreement, dated November 5, 2013, by andebetTandem Diabetes Care, Inc. and ARB25/1107
Roselle Street, LLC

Tandem Diabetes Care, Inc. 2014 Cash Bonus

Code of Business Conduct and Eth

Consent of Independent Registered Public Accouriing.
Power of Attorney (included on the signature pe

Certification of Kim D. Blickenstaff, Chief Execut Officer, pursuant to Section 302 of the Sarbabegy
Act of 2002.

Certification of John Cajigas, Chief Financial @#t, pursuant to Section 302 of the Sarbanes-OXitpf
2002.

Certification of Kim D. Blickenstaff, Chief Execwt Officer, pursuant to U.S.C. Section 1350, agptatb
pursuant to Section 906 of the Sarbi-Oxley Act of 2002

Certification of John Cajigas, Chief Financial @#f, pursuant to U.S.C. Section 1350, as adopteslipnt to
Section 906 of the Sarbar-Oxley Act of 2002

Indicates management contract or compensatory

Confidential treatment has been granted witheessip certain portions of this exhibit pursuanatoapplication for confidential treatment
sent to the Securities and Exchange Commissiorh Botions are omitted from this filing and havebdiled separately with the
Securities and Exchange Commissi
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(1) Filed as an exhibit to the registr’'s Registration Statement on Fori-1 (File No. 33:-191601)and incorporated herein by referen

* This certification is not deemed “filed” for puppes of Section 18 of the Securities Exchange gkattherwise subject to the liability of
that section. Such certification will not be deeniethe incorporated by reference into any filinglenthe Securities Act of 1933 or the
Securities Exchange Act of 1934, except to theraxiteat the registrant specifically incorporatelsyitreference
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SIGNATURES

Pursuant to the requirements of Section 13 or 1&f(the Securities Exchange Act of 1934, the Regigthas duly caused this Annual Repo
be signed on its behalf by the undersigned, theoedly authorized.

Tandem Diabetes Care, Ir

By: /S/Kim D. Blickenstaff
Kim D. Blickenstaff
President, Chief Executive Officer and Direc

Dated: March 6, 201
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POWER OF ATTORNEY

KNOW ALL PERSONS BY THESE PRESENTS, that each pemsbose signhature appears below constitutes anairgpKim D.
Blickenstaff and John Cajigas, and each of thenhjsasr her true and lawful attorneys-in-fact agerts, with full power of substitution and
resubstitution, for him or her and in his or hemea place, and stead, in any and all capacitiesigtoany and all amendments to this Annual
Report, and to file the same, with all exhibitsréte, and other documents in connection therewiith the Securities and Exchange
Commission, granting unto said attorneys-in-fact agents, and each of them, full power and authtwitio and perform each and every act
and thing requisite and necessary to be done ineation therewith, as fully to all intents and pasps as he or she might or could do in pe
hereby ratifying and confirming that all said atteys-in-fact and agents, or any of them or thehisisubstitute or substituted, may lawfully do
or cause to be done by virtue hereof.

Pursuant to the requirements of the Securities &xga Act of 1934, this Annual Report has been sidiedow by the following persons
on behalf of the Registrant and in the capacitiesan the dates indicated.

Signature Title Date
/S/ KIM D. BLICKENSTAFF President, Chief Executive Officer and Directoririipal March 6, 2014
Kim D. Blickenstaff Executive Officer)
/S/ JOHN CAJIGAS Chief Financial Officer and Treasurer (Principatd&icial and March 5, 2014
John Cajiga: Accounting Officer)
/S/ LONNIE M. SMITH Director and Chairman of the Board March 5, 2014
Lonnie M. Smith
/S/ DICK P. ALLEN Director March 3, 2014
Dick P. Allen
/S/ EDWARD L. CAHILL Director March 3, 2014
Edward L. Cabhill
/S/ FRED E. COHEN Director March 6, 2014

Fred E. Cohen, M.D., D.Pt

/S HOWARD E. GREENE, JR. Director March 6, 2014
Howard E. Greene, J

/SI DOUGLAS A. ROEDER Director March 3, 2014
Douglas A. Roede

/S JESSE I. TREU Director March 6, 2014
Jesse |. Treu, Ph.l

/S/ CHRISTOPHER J. TWOMEY Director March 6, 2014
Christopher J. Twome
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Exhibit 10.22

Tandem Diabetes Care, Inc.
2014 Cash Bonus Plan

The Tandem Diabetes Care, Inc. 2014 Cash Bonus(flariBonus Plan”) has been designed to align plan participants wighblusiness gos
and strategies of Tandem Diabetes Care, In€affdem” or the “Company”) and to further the objectives of the Companysautive
compensation program. This Bonus Plan is an impbpart of the Compang’commitment to recognizing key employees who gt to the
achievement of important Company performance g&yscifically, the objectives of the Bonus Planasdollows:

» Attract, retain and reward highly skilled indiuals, including executive officers, with the bgolund and experience required for
the Companys future growth and success by providing meaninggish incentive payments to plan participants wkdraa positio
to contribute significantly to Company succe

« Align the interests of plan participants wititose of the Company’s stockholders by tying a nregfal portion of their total
compensation opportunity to the achievement ofifipg€ompany performance objectives, such as amalmevenue targe

e Together with base salary, long-term equityeirteves and other components of compensation,eceraappropriate balance of cash
versus no-cash, and guaranteed versus at risk compensatportapities.

Performance Period

The Bonus Plan is primarily intended to reward marticipants for their individual contributions ttee Companys achievement with respect
Company performance objectives for the 2014 figeak. However, the Company’s Board of DirectortherCompensation Committee of the
Board of Directors (the Compensation Committe§ also has the discretion to consider individuaCompany performance after

December 31, 2014 and until the date of any adtoalis determination under the Bonus Plan in maagperformance and determining the
amount of an award, if any, under the Bonus Plan.

Eligibility

Employees of the Company eligible for an award uildis Bonus Plan will be limited to individualsrgimg as a Vice President or more senior
management role within the Company, as determigatidoBoard of Directors or the Compensation Conaitlf, following January 1, 2014,
an individual is promoted or hired and becomesligiibée participant under the Bonus Plan at anyetiduring the 2014 calendar year, then the

individual will be eligible to participate undergtBonus Plan on a pro-rata basis, calculated ingthgonable discretion of the Compensation
Committee, unless otherwise specifically providgdhe Board of Directors or the Compensation Conaait

Bonus Opportunity

A target cash incentive amount (érget Bonus Amount) for each eligible plan participant will be set a percentage of the participant’s
base salary. Cash incentives may be earned urel@othus Plan based on the achievement of bothdialgperformance objectives and proc
development objectives. The financial performangjeatives will collectively represent 80% of theeoall Target Bonus Amount and the
product development objectives will collectivelyresent 20% of the overall Target Bonus Amount.

Financial Performance Objectives

The financial performance component will be basedandem'’s total revenue for the 2014 fiscal ysac@nmpared to an annual revenue targe
(the “Revenue Target”), provided that Tandem alseschot exceed a maximum operating loss threstiwéd'Qperating Loss Threshold”). The
Revenue Target and Operating Loss Threshold wilidteblished by the Board of Directors or the Camspdon Committee and communica

to plan participants. In addition, the Board ofdgitors or Compensation Committee will have the @itthto calculate the Company’s actual
total revenue and operating loss amounts for p@gpo§the Bonus Plan in their reasonable discretion

1



With respect to the financial performance compopessh incentives may be earned under the Bonasb@lsed on the Company’s actual
revenue as compared to the Revenue Target as follow

* The Company must achieve a minimum growth oggr the Company’s actual 2013 revenue, which gldoe Company’s revenue
for 2014 at 56.5% of the Revenue Target, for anmyuisdo be earned under the financial performanogoaent of the Bonus Pla

» Ifthe Company’s actual revenues are betweeb%@&nd 100% of the Revenue Target, a bonus will sigaight-line calculation
from 0% to 100% respectively, as a percentageeirtlividua’s Target Bonus Amoun

» Ifthe Compan’s actual revenues are abovel00%, then the BonohB&atwo levels of incremental bon

. For incremental revenue above the Revenue Targkup to 120% of the Revenue Target, a bonudwitalculated
proportionally as a percentage of the indivi’s Target Bonus Amount multiplied by 120

« For example, if the Company achieves 115% eRkvenue Target and an individual has a Targeu8&mount of
$50,000, then the individual’s actual bonus wotgdchiculated as follows: [($50,000*100%) + ($50,00%6*120%)]
*80% = $47,20(

. For incremental revenue above 120% of the Rawdrarget and up to 150% of the Revenue Targainaswill be
calculated proportionally as a percentage of tdéevidual’s Target Bonus Amount multiplied by 150

«  For example, if the Company achieves 125% eRkvenue Target and an individual has a Targeut8&mount of
$50,000, then the individual’s actual bonus wougdchiculated as follows: [($50,000*100%) + ($50,E6*120%)
+ ($50,000*5%*150%)]*80% = $50,8C

Product Development Objectivi

The product development component will be basetherachievement of specific milestones (“Productédgpment Milestones”) for products
in development. The Product Development Milestomiiidhe established by the Board of Directors a¢ @ompensation Committee and
communicated to plan participants and may incluatéous product development milestones, such a€tmepany’s: submission of regulatory
filings, successful completion of regulatory insi@es and receipt of regulatory clearance for ¢enpaoducts under development within
specified time periods.

Corporate Performance

Performance under the Bonus Plan will be determarethe basis of the Company’s achievement as cardpa the Revenue Target,
Operating Loss Threshold and Product Developmeteditines as described above, but the Board of @ireor the Compensation Committee
also retains the flexibility to consider other farst deemed appropriate in their discretion.

The Compensation Committee also retains the righte broadly to modify and administer the Bonus\Pées described below und&ayout
and Administration”.



Award Determination

Bonus payments under the Bonus Plan, if any, wilitade at the discretion of the Board of Directwrthe Compensation Committee. The
financial performance component and product devetopt component of the Bonus Plan may be earnegémdkent of one another. If the
Company does not achieve either the financial perdmce component or the product development conmpariehe Bonus Plan, no payouts
will be made unless the Board of Directors or tlien@ensation Committee, in their sole discretionedeine that there are other factors that
merit consideration in the determination of bonwsuals, which may be determined on an individualdas

Payout and Administration

Payment of bonuses will be made as soon as prhatteathe end of the plan year, but not latentharch 15, 2014. Participants must be
actively employed at the time of payout to be éligifor any bonus payment. Only the Board of Divegimay approve a payment under this
Bonus Plan to the Company’s Chief Executive Offiddre Board of Directors or the Compensation Congmitmay approve payments to any
other eligible plan participant. The Board of Diars or the Compensation Committee can modify theuB Plan, including timing and form
payments, at any time in their sole discretion. Amts payable under the Bonus Plan are intendedrply with the “short-term deferral” rule
set forth in Section 1.409A-1(b)(4) of the TreasRggulations and thus be exempt from the provistdr&ection 409A of the Internal Revenue
Code of 1986, as amended. The Board of Directadgtas Compensation Committee intend to adminisieBonus Plan in a manner consis
with this rule.



Exhibit 23.1

Consent of Independent Registered Public Accountingirm

We consent to the incorporation by reference inRbgistration Statement (Form S-8 No. 333-1924@6éjaming to the 2006 Stock Incentive
Plan, 2013 Stock Incentive Plan, and 2013 Empl&teek Purchase Plan of Tandem Diabetes Care, flmtiraeport dated March 6, 2014,

with respect to the financial statements of Tand®abetes Care, Inc. included in this Annual RegBarm 10-K) for the year ended
December 31, 2013.

/sl Ernst & Young LLP

San Diego, California
March 6, 2014



Exhibit 31.1

CERTIFICATION OF CHIEF EXECUTIVE OFFICER
PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, Kim D. Blickenstaff, certify that:
1. I have reviewed this Annual Report on Form 16fRlandem Diabetes Care, Inc.

2. Based on my knowledge, this report does notador@ny untrue statement of a material fact or dmnéttate a material fact necessary to mak
the statements made, in light of the circumstanoeer which such statements were made, not misigadih respect to the period covered by
this report;

3. Based on my knowledge, the financial statemeamis,other financial information included in théport, fairly present in all material respects
the financial condition, results of operations aadh flows of the registrant as of, and for, thegoks presented in this report;

4. The registrant’s other certifying officer(s) anare responsible for establishing and maintainiisglosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&)}5¢r the registrant and have:

a) Designed such disclosure controls and procedaresused such disclosure controls and procedoites designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgubsidiaries, is made known to us by others
within those entities, particularly during the etiin which this report is being prepared;

b) Evaluated the effectiveness of the registragisslosure controls and procedures and presentiisineport our conclusions about the
effectiveness of the disclosure controls and proees] as of the end of the period covered by #psit based on such evaluation; and

c) Disclosed in this report any change in the tegig’s internal control over financial reportirttat occurred during the registrant’s most
recent fiscal quarter (the registrant’s fourthdisguarter in the case of an annual report) thatnhaterially affected, or is reasonably likely to
materially affect, the registrant’s internal comeer financial reporting; and

5. The registrant’s other certifying officer(s) alndave disclosed, based on our most recent evatuaf internal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct@spersons performing the equivalent
functions):

a) All significant deficiencies and material weakses in the design or operation of internal coravelr financial reporting which are
reasonably likely to adversely affect the regisfeaability to record, process, summarize and refioancial information; and

b) Any fraud, whether or not material, that invaveanagement or other employees who have a signifiole in the registrant’s internal
control over financial reporting.

Tandem Diabetes Care, Ir

By: /S/Kim D. Blickenstaff
Kim D. Blickenstaff
President, Chief Executive Officer and Direc

Dated: March 6, 2014



Exhibit 31.2

CERTIFICATION OF CHIEF FINANCIAL OFFICER
PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, John Cajigas, certify that:
1. I have reviewed this Annual Report on Form 16fRlandem Diabetes Care, Inc.

2. Based on my knowledge, this report does notador@ny untrue statement of a material fact or dmnéttate a material fact necessary to mak
the statements made, in light of the circumstanoger which such statements were made, not misigadih respect to the period covered by
this report;

3. Based on my knowledge, the financial statememis,other financial information included in théport, fairly present in all material respects
the financial condition, results of operations aadh flows of the registrant as of, and for, thegoks presented in this report;

4. The registrant’s other certifying officer(s) anare responsible for establishing and maintainiisglosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&)}5¢r the registrant and have:

a) Designed such disclosure controls and procedaresused such disclosure controls and procedoites designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgubsidiaries, is made known to us by others
within those entities, particularly during the etiin which this report is being prepared;

b) Evaluated the effectiveness of the registragisslosure controls and procedures and presentiisineport our conclusions about the
effectiveness of the disclosure controls and proees] as of the end of the period covered by #psit based on such evaluation; and

c) Disclosed in this report any change in the tegig’s internal control over financial reportirttat occurred during the registrant’s most
recent fiscal quarter (the registrant’s fourthdisguarter in the case of an annual report) thatnhaterially affected, or is reasonably likely to
materially affect, the registrant’s internal comeer financial reporting; and

5. The registrant’s other certifying officer(s) andave disclosed, based on our most recent evatuaf internal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct@spersons performing the equivalent
functions):

a) All significant deficiencies and material weakses in the design or operation of internal coravelr financial reporting which are
reasonably likely to adversely affect the regisfeaability to record, process, summarize and refioancial information; and

b) Any fraud, whether or not material, that invaveanagement or other employees who have a signifiole in the registrant’s internal
control over financial reporting.

Tandem Diabetes Care, Ir

By: /S/John Cajigas
John Cajiga:
Chief Financial Officer and Treasut

Dated: March 6, 2014



Exhibit 32.1

CERTIFICATION
Pursuant to U.S.C. Section 1350, as Adopted Pursutatio Section 906 of the Sarbanes-Oxley Act of 2002

In connection with the Annual Report on Form 10fKTandem Diabetes Care, Inc. (the “Company”) fa yiear ended December 31,
2013, as filed with the Securities and Exchange @@sion on the date hereof (the “Report”), I, KimBlickenstaff, Chief Executive Officer
of the Company, certify, pursuant to 18 U.S.C. Bect350, as adopted pursuant to Section 906 os#rbanes-Oxley Act of 2002, that to my
knowledge:

1. the Report fully complies with the requiremesttSection 13(a) or 15(d) of the Securities ExcleaAgt of 1934, as amended; and

2. the information contained in the Report fairhggents, in all material respects, the financiabition and results of operations of the
Company as of the dates and for the periods predent

Date: March 6 , 2013 /S/ Kim D. Blickenstafi
Kim D. Blickenstaff
President, Chief Executive Officer and Direc

The foregoing certification is being furnished $pl® accompany the Report pursuant to 18 U.S.€35D, and is not being filed for
purposes of Section 18 of the Securities Excharggef1934, as amended, and is not to be incorpdray reference into any filing of the
Company, whether made before or after the dateoharmgardless of any general incorporation languagsuch filing. A signed original of th
written statement required by Section 906 has peevided to the Company and will be retained byGleenpany and furnished to the
Securities and Exchange Commission or its stafhupquest.



Exhibit 32.2

CERTIFICATION
Pursuant to U.S.C. Section 1350, as Adopted Pursutatio Section 906 of the Sarbanes-Oxley Act of 2002

In connection with the Annual Report on Form 10fKTandem Diabetes Care, Inc. (the “Company”) fa yiear ended December 31,
2013, as filed with the Securities and Exchange @@sion on the date hereof (the “Report”), I, J@ajigas, Chief Financial Officer of the
Company, certify, pursuant to 18 U.S.C. Section01.2% adopted pursuant to Section 906 of the Sasb@mley Act of 2002, that to my
knowledge:

1. the Report fully complies with the requiremesitSection 13(a) or 15(d) of the Securities ExcleaAgt of 1934, as amended; and

2. the information contained in the Report fairhggents, in all material respects, the financiabition and results of operations of the
Company as of the dates and for the periods predent

Date: March 6 , 2013 /S/ John Cajiga
John Cajiga:
Chief Financial Officer and Treasut

The foregoing certification is being furnished $pl® accompany the Report pursuant to 18 U.S.€35D, and is not being filed for
purposes of Section 18 of the Securities Excharggef1934, as amended, and is not to be incorpdray reference into any filing of the
Company, whether made before or after the dateoharmgardless of any general incorporation languagsuch filing. A signed original of th
written statement required by Section 906 has peevided to the Company and will be retained byGleenpany and furnished to the
Securities and Exchange Commission or its stafhupquest



