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Explanatory Note

On November 3, 2014, PDI, Inc. (the “Company” or “PDI”) filed a Current Report on Form 8-K (the “Initial Form 8-K”) reporting, among
other things, that it entered into an Agreement and Plan of Merger (the “Agreement”) to acquire RedPath Integrated Pathology, Inc.
(“Redpath”), a molecular diagnostics company helping physicians better manage patients at risk for certain types of gastrointestinal cancers
through its proprietary PathFinderTG® platform (the “Transaction”).

This Amendment No. 1 on Form 8-K/A amends and supplements the Initial Form 8-K and is being filed to provide the historical financial
information and the pro forma historical information required pursuant to Items 9.01(a) and 9.01(b) on Form 8-K, respectively.  In
accordance with the requirements of Items 9.01(a)(4) and 9.01(b)(2) of Form 8-K, this Amendment No. 1 on Form 8-K/A is being filed
within 71 calendar days of the date that the Initial Form 8-K was required to be filed.
 
Item 9.01 Financial Statements and Exhibits
 
(a)         Financial Statements of Businesses Acquired.

The following financial statements as required by Item 9.01(a) are attached hereto as Exhibits 99.1 and 99.2, respectively, and are
incorporated herein by reference:

 
(i) The audited consolidated financial statements of Redpath Integrated Pathology, Inc. as of and for the years ended

December 31, 2013 and 2012, including the reports of independent auditors.

 

(ii) The unaudited consolidated financial statements of Redpath Integrated Pathology, Inc., including the balance sheet as of
September 30, 2014 and the statements of operations and cash flows for the nine months ended September 30, 2014 and
2013 and the notes to the financial statements.

(b)         Pro Forma Financial Information.

 
(i) The unaudited pro forma condensed combined balance sheet as of September 30, 2014, which gives effect to the

Acquisition as if it occurred on that date; and 
 

 
(ii) The unaudited pro forma condensed combined statements of operations for the nine months ended September 30, 2014

and for the year ended December 31, 2013, which give effect to the Acquisition as if it occurred on January 1, 2013.

(d)         Exhibits.

23.1 Consent of BDO USA, LLP, independent auditors of RedPath Integrated Pathology, Inc.
  
23.2 Consent of Alpern Rosenthal, independent auditors of RedPath Integrated Pathology, Inc.
  
99.1 Audited consolidated financial statements of RedPath Integrated Pathology, Inc. as of and for the fiscal years

ended December 31, 2013 and 2012.

99.2 Unaudited consolidated financial statements of RedPath Integrated Pathology, Inc. as of September 30, 2014 and
for the nine months ended September 30, 2014 and 2013.

  
99.3 Unaudited pro forma financial information listed in Item 9.01(b).

 

 



SIGNATURES
 

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its
behalf by the undersigned hereunto duly authorized.
 

  
PDI, Inc.
 

    
Date: January 16, 2015  By: /s/ Graham G. Miao
   Graham G. Miao
   Chief Financial Officer



Exhibit 23.1

Consent of Independent Auditors

PDI, Inc.
Parsippany, New Jersey

We hereby consent to the incorporation by reference in the Registration Statements on Form S-3 (No. 333-174348) and Forms S-8 (No.
333-61231, 333-60512, 333-123312, 333-177969, 333-201070) of PDI, Inc. of our report dated September 15, 2014, relating to the
financial statements of RedPath Integrated Pathology, Inc., which appear in this Form 8K.

Our report refers to our audit of the adjustments that were applied to the financial statements as of and for the year ended December 31,
2012 to reflect certain modifications to correct the errors described in Note 2 to the financial statements. However, we were not engaged to
audit, review, or apply any procedures to the 2012 financial statements other than with respect to such adjustments.

/s/ BDO USA, LLP
Pittsburgh, Pennsylvania

January 16, 2015

 

 



Exhibit 23.2

Consent of Independent Auditors

PDI, Inc.
Parsippany, New Jersey

We hereby consent to the incorporation by reference in the Registration Statements on Form S-3 (No. 333-174348) and Forms S-8 (No.
333-61231, 333-60512, 333-123312, 333-177969, 333-201070) of PDI, Inc. of our report dated June 25, 2013, relating to the financial
statements of RedPath Integrated Pathology, Inc., which appear in this Form 8K.

/s/Alpern Rosenthal
Pittsburgh, Pennsylvania

January 16, 2015
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Independent Auditor’s Report

To the Board of Directors and Stockholders
RedPath Integrated Pathology, Inc.
Pittsburgh, Pennsylvania

We have audited the accompanying financial statements of RedPath Integrated Pathology, Inc. (the Company), which comprise
the balance sheet as of December 31, 2013 and the related statements of operations, changes in stockholders’ deficit, and cash
flows for the year then ended, and the related notes to the financial statements.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in accordance with
accounting principles generally accepted in the United States of America; this includes the design, implementation, and
maintenance of internal control relevant to the preparation and fair presentation of financial statements that are free from
material misstatement, whether due to fraud or error.

Auditor’s Responsibility

Our responsibility is to express an opinion on these financial statements based on our audit. We conducted our audit in
accordance with auditing standards generally accepted in the United States of America. Those standards require that we plan and
perform the audit to obtain reasonable assurance about whether the financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the financial
statements. The procedures selected depend on the auditor’s judgment, including the assessment of the risks of material
misstatement of the financial statements, whether due to fraud or error. In making those risk assessments, the auditor considers
internal control relevant to the entity’s preparation and fair presentation of the financial statements in order to design audit
procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the
entity’s internal control. Accordingly, we express no such opinion. An audit also includes evaluating the appropriateness of
accounting policies used and the reasonableness of significant accounting estimates made by management, as well as evaluating
the overall presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit opinion.
Opinion

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial position of RedPath
Integrated Pathology, Inc. as of December 31, 2013 and the results of its operations and its cash flows for the year then ended in
accordance with accounting principles generally accepted in the United States of America.



Emphasis of Matter Regarding Going Concern

The accompanying financial statements have been prepared assuming that the Company will continue as a going concern. As
discussed in Note 15 to the financial statements, the Company’s significant operating losses raise substantial doubt about its
ability to continue as a going concern. The financial statements do not include any adjustments that might result from the
outcome of this uncertainty. Our opinion is not modified with respect to that matter.

Emphasis of Matter Regarding Revenue Restatement

As described in Note 2, the Company previously recognized certain net service revenue and the related accounts receivable at
the Company’s full, established rates less an estimated provision for contractual adjustments and allowances. This policy
resulted in net service revenue recorded at the estimated net realizable amounts from third-party payors and others for services
rendered. In 2013, management determined that this policy does not accurately reflect certain net service revenue amounts in
accordance with generally accepted accounting principles. In addition, in 2013, management determined that certain amounts
previously recorded as bad debt expense should have been recorded as a reduction of revenue. The Company has changed its
method of accounting for these items and restated its 2012 financial statements for the correction of this misstatement. Our
opinion on the 2013 financial statements is not modified with respect to this matter.

Other Matters

The 2012 financial statements of RedPath Integrated Pathology, Inc., before restatement for the matter described in the Emphasis
of Matter paragraph, were audited by Alpern Rosenthal, whose partners and professional staff joined BDO USA, LLP as of
December 16, 2013 and has subsequently ceased operations. Alpern Rosenthal’s report dated June 25, 2013 expressed an
unmodified opinion on those statements.

As part of our audit of the 2013 financial statements, we also audited the adjustments described in Note 2 that were applied to
restate the 2012 financial statements. In our opinion, such adjustments are appropriate and have been properly applied. We were
not engaged to audit, review, or apply any procedures to the 2012 financial statements of the Company other than with respect to
the adjustments and, accordingly, we do not express an opinion or any other form of assurance on the 2012 financial statements
as a whole.

/s/ BDO USA, LLP

Pittsburgh, Pennsylvania

September 15, 2014



Independent Auditors’ Report

To the Board of Directors and Stockholders RedPath Integrated Pathology, Inc.
Pittsburgh, Pennsylvania

We have audited, before the effects of the adjustments to for the correction of the errors described in Note 2,
the accompanying financial statements of RedPath Integrated Pathology, Inc., which comprise the balance sheet as
of December 31, 2012, and the related statements of operations, changes in stockholders’ deficit and cash flows for
the year then ended (the 2012 financial statements before the effects of adjustments discussed in Note 2 are not
presented herein), and the related notes to the financial statements.

Management’s Responsibility for the Financial Statements

Management i s responsible f o r t h e preparation a n d fa i r presentation o f these financial statements in
accordance with accounting principles generally accepted in the United States of America; this includes the design,
implementation, and maintenance of internal control relevant to the preparation and fair presentation of financial
statements that are free from material misstatement, whether due to fraud or error.

Auditors’ Responsibility

Our responsibility is to express an opinion on these financial statements based on our audit. We conducted
our audit in accordance with auditing standards generally accepted in the United States of America. Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements
are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
financial statements. The procedures selected depend on the auditors’ judgment, including the assessment of the
risks of material misstatement of the financial statements, whether due to fraud or error. In making those risk
assessments, the auditor considers internal control relevant to the entity’s preparation and fair presentation of the
financial statements in order to design audit procedures that are appropriate in the circumstances, but not for the
purpose of expressing an opinion on the effectiveness of the entity’s internal control. Accordingly, we express no
such opinion. An audit also includes evaluating the appropriateness of accounting policies used and the
reasonableness of significant accounting estimates made by management, as well as evaluating the overall
presentation of the financial statements.
To the Board of Directors and Stockholders

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our
audit opinion.

Opinion

In our opinion, except for the errors described in Note 2, the financial statements referred to above, present
fairly, in all material respects, the financial position of RedPath Integrated Pathology, Inc. as of December 31, 2012,
and the results of its operations and its cash flows for



the year then ended in accordance with accounting principles generally accepted in the United States of America.

We were not engaged to audit, review, or apply any procedures to the adjustments for the correction of the
errors described in Note 2 and, accordingly, we do not express an opinion or any other form of assurance about
whether such adjustments are appropriate and have been properly applied. Those adjustments were audited by BDO
USA, LLP.

Emphasis-of-matter Regarding Going Concern

The accompanying financial statements have been prepared assuming that the Company will continue as a
going concern. As discussed in Note 14 to the financial statements, the Company’s significant operating losses raise
substantial doubt about its ability to continue as a going concern. The financial statements do not include any
adjustments that might result from the outcome of this uncertainty. Our opinion is not modified with respect to that
matter.

/s/ Alpern Rosenthal
June 25, 2013



RedPath Integrated Pathology, Inc.
Balance Sheets

(in thousands)

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



RedPath Integrated Pathology, Inc.
Statements of Operations

(in thousands)

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



RedPath Integrated Pathology, Inc.
Statements of Stockholders’ Deficit

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



RedPath Integrated Pathology, Inc.
Statements of Cash Flows

For the Years Ended December 31, 2013 and 2012
(in thousands)

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



RedPath Integrated Pathology, Inc.
Notes to Financial Statements

(in thousands, except share amounts)

 Note 1  -  Summary of Significant Accounting Policies

A. Business

RedPath Integrated Pathology, Inc. (the Company), a Delaware corporation, was formed on August 6, 2004. The Company is a
pathology services company whose mission is to facilitate superior disease diagnosis through integrated molecular analysis. The
Company operates one lab in Pittsburgh, Pennsylvania.

B. Use of
Estimates

The preparation of financial statements in conformity with accounting principles generally accepted in the United States of
America requires management to make estimates and assumptions. These estimates and assumptions affect the reported amounts of
assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial statements and the reported amounts
of revenue and expenses during the reporting period. Actual results could differ from those estimates. Significant estimates used in
preparing these financial statements include those assumed in computing the provision for third-party payor contractual adjustments
and allowance for uncollected accounts. It is at least reasonably possible that the significant estimates used will change within the
next year and these changes could be material.

The Company reclassified certain prior period financial statement balances to conform to the current year presentation. See
Note 2, Restatement, for further information.

C. Cash and Cash
Equivalents

For purposes of the statement of cash flows, the Company considers all highly liquid investments with original maturities of
three months or less to be cash equivalents. The majority of the Company’s cash and cash equivalents are maintained at two financial
institutions located in Pennsylvania and North Carolina. The Company believes it has placed its cash and cash equivalents with high
credit quality financial institutions. At times, the Company’s cash and cash equivalents may be in excess of the Federal Deposit
Insurance Corporation insurance limits. The Company does not believe it is exposed to any significant credit risk.

D. Accounts Receivable and Net Service
Revenue

The Company’s revenue is generated from providing diagnostic services using the patented PathFinder test. The Company’s
services are fulfilled upon completion of the test, review, and release of the test results by the Company, and then subsequently
billing the third-party payor or hospital. The Company recognizes revenue related to billings for Medicare, Medicare Advantage, and
hospitals on an accrual basis, net of contractual adjustment, when there is a predictable pattern of collectability. These contractual
adjustments represent the difference between the list prices and the reimbursement rate set by Medicare and Medicare Advantage, or
the amounts billed to hospitals, which approximates the Medicare rate. Upon ultimate collection, the amount received from Medicare,
Medicare Advantage and hospitals with a predictable pattern of payment is compared to the previous estimates and the contractual
allowance is adjusted accordingly. Any amounts not collected are charged to bad debt expense. Until a contract has been negotiated
with a commercial insurance carrier or governmental program, the PathFinder test may or may not be covered by these entities
existing reimbursement policies. In addition, patients do not enter into direct agreements with the Company that commit them to pay
any portion of the cost of the tests in the event that their insurance declines to reimburse the Company. In the absence of an agreement
with the patient or other clearly enforceable legal right to demand payment, the related



revenue is only recognized upon the earlier of payment notification, if applicable, or cash receipt. Accordingly, the Company
recognizes revenue from commercial insurance carriers when payment is received.

For all services performed, the Company considers whether or not the following revenue recognition criteria are met:
persuasive evidence of an arrangement exists; delivery has occurred or services have been rendered; the fee is fixed or determinable;
and collectability is reasonably assured.

Persuasive evidence of an arrangement exists and delivery is deemed to have occurred upon completion of the test, review, and
release of the test results by the Company and then subsequently billing the third-party payor or hospital. The assessment of the fixed
or determinable nature of the fees charged for diagnostic testing performed and the collectability of those fees require significant
judgment by management. Management believes that these two criteria have been met when there is contracted reimbursement
coverage and/or a predictable pattern of collectability with individual third-party payors or hospitals and accordingly, recognizes
revenue upon delivery of the test results. In the absence of contracted reimbursement coverage or a predictable pattern of
collectability, the Company believes that the fee is fixed or determinable and collectability is reasonably assured only upon request of
third-party payer notification of payment or when cash is received, and recognizes revenue at that time.

E. Property and
Equipment

Property and equipment are recorded at cost. Depreciation is computed using the straight-line method over the estimated useful
lives of the related assets and accelerated methods for income tax purposes. Leasehold improvements are amortized over the lesser of
their useful lives or the remaining term of the lease.

Internally developed software costs are capitalized and amortized over their expected useful life of three years. Internal and
external costs incurred during the preliminary project stage are expensed as incurred, application development stage costs are
capitalized, post-implementation and operations stage costs are expensed as incurred, and upgrades and enhancements are either
expensed or capitalized based upon the nature of the costs incurred.

Maintenance and repairs which are not considered to extend the useful lives of assets are charged to operations as incurred.
Expenditures for additions and improvements are capitalized. Upon disposal, assets and related accumulated depreciation are removed
from the Company’s accounts and the resulting gains or losses are reflected in the statements of operations.

F. Other
Assets

Patent costs incurred are being amortized on a straight-line basis over their estimated useful lives of ten years.

Loan acquisition fees are capitalized and being amortized on a straight-line basis over the term of the related debt.

G. Stock-based
Compensation

The Company expenses the fair value of employee stock purchase plans, stock option grants and similar awards. The Company
recognizes the fair value of share-based compensation awards in the statement of operations on a straight-line basis over the vesting
period, which approximates the service period.

H. Research and Development
Costs

The Company expenses research and development costs associated with developing new procedures or significantly improving
existing procedures.



I. Distinguishment of Liabilities From
Equity

The Company relies on the guidance provided by ASC 480, Distinguishing Liabilities from Equity, to classify certain
redeemable and/or convertible instruments, such as the Company’s preferred stock. The Company first determines whether the
respective financial instrument should be classified as a liability. The Company will determine the liability classification if the
financial instrument is mandatorily redeemable, or if the financial instrument, other than outstanding shares, embodies a conditional
obligation that the Company must or may settle by issuing a variable number of its equity shares.

Once the Company determines that the financial instrument should not be classified as a liability, it determines whether the
financial instrument should be presented between the liability section and the equity section of the balance sheet (“temporary equity”).
The Company will determine temporary equity classification if the redemption of the preferred stock or other financial instrument is
outside the control of the Company (i.e. at the option of the holder). Otherwise, the Company accounts for the financial instrument as
permanent equity.

Initial Measurement

The Company records temporary equity or permanent equity at issuance at the fair value, or cash received.

Subsequent Measurement

Temporary Equity

At each balance sheet date, the Company reevaluates the classification of its redeemable instruments, as well as the probability
of redemption. If the redemption amount is probable or currently redeemable, the Company records the instruments at its redemption
value. Upon issuance, the initial carrying amount of a redeemable equity security at its fair value. If the instrument is redeemable
currently at the option of the holder, it will be adjusted to its maximum redemption amount at each balance sheet date. If the
instrument is not redeemable currently and it is probable that it will become redeemable, it is recorded at its fair value. If it is probable
that the instrument will become redeemable it will be recognized immediately at its redemption value. The resulting increases or
decreases in the carrying amount of a redeemable instrument will be recognized as adjustments to additional paid in capital.
 

    
J. Income

Taxes

The Company provides for income taxes in accordance with the asset and liability method. Under this method, deferred tax
assets and liabilities are recognized for future tax consequences attributable to differences between the carrying amounts of existing
assets and liabilities for financial reporting and for income tax reporting. The deferred tax assets or liabilities represent the future tax
return consequences of those differences, which will either be taxable or deductible when the assets and liabilities are recovered or
settled. Deferred tax assets are reduced by a valuation allowance when it is more likely than not that some portion or all of the
deferred tax assets will not be realized.

The Company utilizes a two-step approach for recognizing and measuring uncertain tax positions accounted for in accordance
with the asset and liability method. The first step is to evaluate the tax position for recognition by determining whether evidence
indicates that it is more likely than not that a position will be sustained if examined by a taxing authority. The second step is to
measure the tax benefit as the largest amount that is 50% likely of being realized upon settlement with a taxing authority. There were
no amounts recorded at December 31, 2013 and 2012 related to uncertain tax positions.

K. Taxes on Revenue Producing
Transactions



Taxes assessed by governmental authorities on revenue producing transactions, including sales, value added, excise and use
taxes, are recorded on a net basis (excluded from revenue) in the statement of operations.

L. Reclassifications

Certain reclassifications have been reflected in the financial statements to conform to the presentation of PDI, Inc. consolidated
financial statements.

M. Subsequent
Events

Management evaluated subsequent events and transactions for potential recognition or disclosure in the financial statements
through the day the financial statements were approved and authorized for issue.

Note 2  -  Restatement

The Company previously recognized certain net service revenue and the related accounts receivable at the Company’s full,
established rates less an estimated provision for contractual adjustments and allowances. This policy resulted in net service revenue
recorded at the estimated net realizable amounts from third-party payors and others for services rendered. In 2013, management determined
that this policy does not accurately reflect certain net service revenue amounts in accordance with generally accepted accounting principles.
In addition, in 2013, management determined that certain amounts previously recorded as bad debt expense should have been recorded as a
reduction of revenue. The Company has changed its method of accounting for these items and restated its 2012 financial statements for the
correction of this misstatement. The effects of the restatement on the 2012 financial statements are as follows:

Note 3  -  Accounts Receivable and Service Fee Revenue

Accounts receivable consisted of the following at December 31:

Substantially all of the Company’s service revenue is billed to third-party insurance providers and hospitals. Approximately 46% of
gross service revenue in 2013 and 43% in 2012 was concentrated with one payor. This payor accounted for approximately 32% of net
accounts receivable at December 31, 2013 and 40% at December 31, 2012.

Note 4  -  Property and Equipment

Property and equipment consisted of the following at December 31:



Depreciation expense included in cost of laboratory services was approximately $183 in 2013 and approximately $362 in 2012.
Depreciation expense included in operating expenses was approximately $152 in 2013 and $290 in 2012 in the related statements of
operations.

Note 5  -  Other Assets

Other assets consisted of the following at December 31:

Patent costs relate to patented methods used in the Company’s pathology services. Amortization expense of patent costs, included in
costs of laboratory services, amounted to approximately $38 in 2013 and 2012.

Amortization of loan acquisition fees, included in interest expense, amounted to approximately $155 in 2013 and $368 in 2012.

The estimated amortization expense for patent costs and loan acquisition fees subsequent to December 31, 2013 is as follows:

Note 6  -  Accrued Expenses and Other Current Liabilities

Accrued expenses and other current liabilities consisted of the following at December 31:



Note 7  -  Income Taxes

The provision for income taxes consists of the following at December 31:

Amounts for deferred tax assets and liabilities are as follows at December 31:

The Company has provided an allowance for the entire amount of the potential deferred tax asset at December 31, 2013 and 2012, as
these assets will not be realized until the Company generates taxable income in the future.

The Company’s deferred tax asset consists primarily of Federal net operating loss carryforwards. The Company has loss
carryforwards that may be offset against future taxable income of approximately $7,700 for Federal and state income tax purposes. The loss
carryforwards begin to expire in 2029.

The reconciliation of the difference between the federal statutory tax rates and the Company’s effective tax rate from operations is
as follows:



Tax years 2010 through 2012 remain open to examination by the Internal Revenue Service and various state taxing authorities.

Note 8  -  Leasing Arrangements

The Company leases certain office and lab space and laboratory equipment under operating leases expiring in various years through
2015. Approximate rent expense was comprised of the following at December 31:

Monthly rent payments for the Company’s facility amounts to $31. The lease expires in March 2015.

The Company received an allowance from the lessor under the facilities lease agreement in the amount of $458 to be used for
general renovation of the office space. This allowance was recognized as other income on a straight-line method over the life of the lease.

The Company is obligated under a variety of capital leases for equipment acquisitions. The long-term lease obligation represents the
present value of the minimum lease payments discounted at rates ranging from 4% to 20%. The capitalized cost of equipment under capital
leases is approximately $250 less accumulated depreciation of approximately $38 at December 31, 2013. Depreciation expense on this
equipment was approximately $64 and interest expense was approximately $14 in 2013.

Approximate future minimum lease payments under noncancelable capital and operating leases as of December 31, 2013 are as
follows:

Note 9  -  Note Payable and Long-term Debt

The Company has a revolving line-of-credit agreement with a bank that provides for maximum borrowings of $3,000. The Company
has the ability to request advances based on a formula defined in the line-of-credit agreement. Outstanding borrowings under the line bear
interest at the prime rate (3¼% at December 31, 2013) plus 1%, but not less than a minimum interest rate of 5%. The extended maturity
date of the line of credit is April 2, 2014.

In 2014, the line-of-credit agreement was amended to cap the borrowing amount at $1,987 and to extend the maturity date to
October 1, 2014. The amendment also added an event of default if the Company fails to execute and close, or fails to make substantial
progress towards a merger or sale of substantially all of its assets.



The line of credit is collateralized by substantially all of the Company’s assets. In addition, the line of credit contains certain
restrictive covenants that require the Company to maintain certain minimum monthly financial ratios and to achieve certain profit levels at
certain interim dates during the year.

The credit agreement with the bank also includes a success fee that is due and payable if the Company consummates a public
offering or upon a change in control. The success fee is calculated as a percentage of the maximum borrowings during the term of the
agreement plus a fixed amount based upon the sales price as defined in the agreement.

Long-term debt consisted of the following at December 31:

The Company issued convertible notes to investors aggregating $795 in 2013 ($613 in April 2013 and $182 in October 2013) and
$738 in July 2012. Prior to 2012, the Company issued convertible notes aggregating $1,848 to the same investors. Also in 2013, $277 of
convertible notes was converted into 37,645 shares of Series B preferred stock.

In March 2013, the principal amount of the existing convertible notes of $2,571, accrued interest and accrued loan fees of $1,643,
and additional proceeds received from existing investors of $613 were converted into a new series of convertible notes. The principal
amount of the new series of notes accrues interest at 8%. The new series of convertible notes have the same payment and conversion terms
as the previously issued convertible notes. The notes are convertible into the shares issued in the next round of equity funding. The notes
are mandatorily convertible upon a qualified financing event, as defined in the note agreement or upon the election of the majority of the
note holders. The notes are also convertible at the option of the note holder upon a non-qualified issuance of securities, as defined in the
agreement or upon acquisition of the Company. Prior to conversion, the previous series of notes accrued interest at 18%. The new series of
convertible notes mature on April 30, 2015.

The convertible notes are subordinate to the Company’s bank debt.

Note 10  -  Stockholders’ Deficit and Temporary Equity

Preferred and common stock as of December 31 is as follows:
        



The Series B preferred stock has priority over the Series A preferred stock and the common stock with respect to dividends,
redemption and liquidation rights, as defined. The Series B liquidation preference is equal to 2 times $7.35 per share plus all accrued and
unpaid dividends, whether or not declared. The holders of Series B preferred stock are entitled to dividends at an annual rate of 8% of the
original Series B issue price. The dividends accrue whether or not earned or declared and are cumulative.

The Series A preferred stock has priority over common stock with respect to dividends, redemption and liquidation rights, as
defined. The Series A liquidation preference is equal to 1.4 times $7.41 per share plus all accrued and unpaid dividends, whether or not
declared. The holders of Series A preferred stock are entitled to dividends at an annual rate of 8% of the original Series A issue price. The
dividends accrue whether or not earned or declared and are cumulative. A rollforward of the Series A and Series B preferred stock is as
follows:

The holders of common stock are entitled to receive dividends as declared at the discretion of the Board of Directors. Pursuant to the
terms of the preferred stock issuance agreement, cash dividends may not be paid on common shares while Series A and B preferred stock is
outstanding.

The holders of Series A and B preferred shares also have the right to convert their shares to common stock under certain qualifying
conditions, as defined.

At the option of a majority of the holders of the preferred stock, the Company shall redeem all shares of preferred stock at a
redemption price defined in the Company’s Articles of Incorporation beginning on the fifth anniversary of the issuance date of the
preferred stock. If funds are not available at the redemption date, the redemption will be completed on a pro-rata basis as funds become
available.

Note 11  -  Stock Option Plan

The Company has two stock option plans whereby the Company may grant incentive or non-qualified stock options to employees,
directors, consultants, and advisors to purchase shares of the Company’s common stock. The Company has authorized 479,926 shares to be
issued under the plans. Incentive stock options may be granted at an exercise price of not less than 100% of the estimated fair value of the
stock at the date of the grant as determined by the Board of Directors of the Company and generally vest over a 3-year period. Options are
exercisable under specified conditions for up to 10 years from the date of grant. If incentive stock options are granted to a stockholder who
owns more than 10% of the voting power of all classes of stock of the Company, the exercise price of the incentive stock options must be at
least 110% of the estimated fair value of the common stock at the date of the grant and its term cannot exceed 5 years.



Stock option activity for 2013 is set forth below:

There were no options granted or exercised during 2013 or 2012.

Stock options outstanding and exercisable at December 31, 2013:

The weighted-average exercise price for exercisable shares as of December 31, 2013 is $6.00.

As of December 31, 2013, there was approximately $12 of total unrecognized compensation cost, adjusted for estimated forfeitures,
related to non-vested, share-based compensation arrangements granted under the Company’s stock option plans. This expense is expected
to be recognized over a weighted-average period of approximately 3 years. There are 42,550 options available for grant at December 31,
2013.

Compensation expense is recognized over the service period, which approximates the vesting period. There was no compensation
expense recorded in 2013 or 2012.

Note 12  -  Retirement Plan

The Company sponsors a defined contribution 401(k) profit sharing plan, which covers all employees who meet the plan’s eligibility
requirements. The plan calls for the Company to match an amount equal to 25% of an employee’s elective deferral, up to 4% of eligible
compensation. The plan also allows for discretionary profit sharing contributions. The Company made contributions of approximately $22
in 2013 and $28 in 2012.

Note 13  -  Commitments and Contingencies

Under terms of an agreement with stockholders, the subsequent transfer or sale of shares held is restricted, as defined in the
agreement.

In February 2005, the Company entered into a license agreement with the University of Pittsburgh. Under the terms of the
agreement, the Company was granted certain rights and privileges in exchange for an initial license fee of $10 and annual royalties, as
defined, with an annual minimum royalty payment of $50. This agreement was terminated in 2013. Under the terms of the agreement, the
Company incurred costs of approximately $69 in 2012. No costs were incurred in 2013.

Note 14  -  Settlement Agreement

In June 2012, Medicare commenced a pre-payment audit to determine, among other things, the Company’s adherence to the Date of
Service Rule (14 day rule) and to ensure that Medicare claims were properly filed. The audit resulted in the suspension of reimbursement of
Medicare claims to the Company. This audit ran concurrently with an investigation of the Company’s business practices by the United
States Department of Justice.



The Company and the United States Department of Justice reached a joint settlement with no charges being filed against the
Company, and a Settlement Agreement was executed in January 2013.

Under the terms of the Settlement Agreement, the Company agreed not to submit any further claims for reimbursement to Medicare
for its PFTG test performed on specimens obtained during the period from October 1, 2010 through September 30, 2012, or to appeal any
denials for claims during this time period. In addition, for calendar years 2014 through 2017, the Company agreed to make payments to the
United States Department of Justice as follows:

The payments are due during the time period the Company achieves the revenue milestones noted above for each of the four years
noted. Once the total of all payments made by the Company reaches $3,000, the Company’s obligation is satisfied with the United States
Department of Justice. At December 31, 2013, the Company recorded $2,000 as an accrued settlement liability, which is management’s
best estimate of the amount that will be required to be paid under the Settlement Agreement based on its estimate of future revenues.

As a result of the investigation and the Settlement Agreement, the Company wrote off in 2012 approximately $1,051 of net revenue
for cases that were billed and not collected for the October 1, 2010 to September 30, 2012 time period. In addition, the Company performed
additional cases in 2012 representing approximately $1,225 of net revenues that were not billed.

Note 15  -  Going Concern

As shown in the accompanying financial statements, the Company has incurred accumulated losses since inception of approximately
$27,407. Additionally, the Company has not been able to generate cash from operations. The accompanying financial statements have been
prepared on a basis which assumes that the Company will continue as a going concern and which contemplates the realization of assets and
the satisfaction of liabilities and commitments in the normal course of business.

Management has initiated the following plans to fund future business activities:

•  Obtained additional funding through new debt from existing shareholders (Note 9)
•  Extended loan agreement with bank (Note 9)
•  Maintained cost reduction activities, including workforce reductions, that began in 2012
•  Increased collection efforts on past-due receivables

Management believes that the above initiatives will be sufficient to allow the Company to continue to operate as a going concern.
However, there is no assurance that the management plans will mitigate the effects of these conditions and that such plans can be
effectively implemented or achieved. The financial statements do not include any adjustments that might result from the outcome of this
uncertainty.
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RedPath Integrated Pathology, Inc.
Condensed Balance Sheet (Unaudited)

(in thousands)

The accompanying notes are an integral part of these financial statements.
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RedPath Integrated Pathology, Inc.
Condensed Statements of Operations (Unaudited)

For The Nine Months Ended September 30, 2014 and 2013
(in thousands)

The accompanying notes are an integral part of these financial statements.
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RedPath Integrated Pathology, Inc.
Statements of Stockholders’ Deficit

For the Nine Month Periods Ended September 30, 2014 and 2013
(in thousands)

The accompanying notes are an integral part of these financial statements.
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RedPath Integrated Pathology, Inc.
Condensed Statement of Cash Flows (Unaudited)

For The Nine Months Ended September 30, 2014 and 2013
(in thousands)

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

6



RedPath Integrated Pathology, Inc.
Notes to Financial Statements
(in thousands, except share amounts)

Note 1  -  Summary of Significant Accounting Policies

A. Business

RedPath Integrated Pathology, Inc. (the Company), a Delaware corporation, was formed on August 6, 2004. The Company is a
pathology services company whose mission is to facilitate superior disease diagnosis through integrated molecular analysis. The
Company operates one lab in Pittsburgh, Pennsylvania.

B. Use of
Estimates

The preparation of financial statements in conformity with accounting principles generally accepted in the United States of
America requires management to make estimates and assumptions. These estimates and assumptions affect the reported amounts of
assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial statements and the reported amounts
of revenue and expenses during the reporting period. Actual results could differ from those estimates. Significant estimates used in
preparing these financial statements include those assumed in computing the provision for third-party payor contractual adjustments
and allowance for uncollected accounts. It is at least reasonably possible that the significant estimates used will change within the
next year and these changes could be material.

C. Cash and Cash
Equivalents

The Company considers all highly liquid investments with original maturities of three months or less to be cash equivalents. At
times, the Company’s cash and cash equivalents may be in excess of the Federal Deposit Insurance Corporation insurance limits. The
Company does not believe it is exposed to any significant credit risk.

D. Accounts Receivable and Net Service
Revenue

The Company’s revenue is generated from providing diagnostic services using the patented PathFinder test. The Company’s
services are fulfilled upon completion of the test, review, and release of the test results by the Company, and then subsequently
billing the third-party payor or hospital. The Company recognizes revenue related to billings for Medicare, Medicare Advantage, and
hospitals on an accrual basis, net of contractual adjustment, when there is a predictable pattern of collectability. These contractual
adjustments represent the difference between the list prices and the reimbursement rate set by Medicare and Medicare Advantage, or
the amounts billed to hospitals, which approximates the Medicare rate. Upon ultimate collection, the amount received from Medicare,
Medicare Advantage and hospitals with a predictable pattern of payment is compared to the previous estimates and the contractual
allowance is adjusted accordingly. Any amounts not collected are charged to bad debt expense. Until a contract has been negotiated
with a commercial insurance carrier or governmental program, the PathFinder test may or may not be covered by these entities
existing reimbursement policies. In addition, patients do not enter into direct agreements with the Company that commit them to pay
any portion of the cost of the tests in the event that their insurance declines to reimburse the Company. In the absence of an agreement
with the patient or other clearly enforceable legal right to demand payment, the related revenue is only recognized upon the earlier of
payment notification, if applicable, or cash receipt. Accordingly, the Company recognizes revenue from commercial insurance carriers
when payment is received.
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For all services performed, the Company considers whether or not the following revenue recognition criteria are met:
persuasive evidence of an arrangement exists; delivery has occurred or services have been rendered; the fee is fixed or determinable;
and collectability is reasonably assured.

Persuasive evidence of an arrangement exists and delivery is deemed to have occurred upon completion of the test, review, and
release of the test results by the Company and then subsequently billing the third-party payor or hospital. The assessment of the fixed
or determinable nature of the fees charged for diagnostic testing performed and the collectability of those fees require significant
judgment by management. Management believes that these two criteria have been met when there is contracted reimbursement
coverage and/or a predictable pattern of collectability with individual third-party payors or hospitals and accordingly, recognizes
revenue upon delivery of the test results. In the absence of contracted reimbursement coverage or a predictable pattern of
collectability, the Company believes that the fee is fixed or determinable and collectability is reasonably assured only upon request of
third-party payer notification of payment or when cash is received, and recognizes revenue at that time.

E. Property and
Equipment

Property and equipment are recorded at cost. Depreciation is computed using the straight-line method over the estimated useful
lives of the related assets and accelerated methods for income tax purposes. Leasehold improvements are amortized over the lesser of
their useful lives or the remaining term of the lease.

Internally developed software costs are capitalized and amortized over their expected useful life of three years. Internal and
external costs incurred during the preliminary project stage are expensed as incurred, application development stage costs are
capitalized, post-implementation and operations stage costs are expensed as incurred, and upgrades and enhancements are either
expensed or capitalized based upon the nature of the costs incurred.

Maintenance and repairs which are not considered to extend the useful lives of assets are charged to operations as incurred.
Expenditures for additions and improvements are capitalized. Upon disposal, assets and related accumulated depreciation are removed
from the Company’s accounts and the resulting gains or losses are reflected in the statements of operations.

F. Other
Assets

Patent costs incurred are being amortized on a straight-line basis over their estimated useful lives of ten years.

Loan acquisition fees are capitalized and being amortized on a straight-line basis over the term of the related debt.

G. Stock-based
Compensation

The Company expenses the fair value of employee stock purchase plans, stock option grants and similar awards. The Company
recognizes the fair value of share-based compensation awards in the statement of operations on a straight-line basis over the vesting
period, which approximates the service period.
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H. Research and Development
Costs

The Company expenses research and development costs associated with developing new procedures or significantly improving
existing procedures as incurred.

I. Distinguishment of Liabilities From
Equity

The Company relies on the guidance provided by ASC 480, Distinguishing Liabilities from Equity, to classify certain
redeemable and/or convertible instruments, such as the Company’s preferred stock. The Company first determines whether the
respective financial instrument should be classified as a liability. The Company will determine the liability classification if the
financial instrument is mandatorily redeemable, or if the financial instrument, other than outstanding shares, embodies a conditional
obligation that the Company must or may settle by issuing a variable number of its equity shares.

Once the Company determines that the financial instrument should not be classified as a liability, it determines whether the
financial instrument should be presented between the liability section and the equity section of the balance sheet (“temporary equity”).
The Company will determine temporary equity classification if the redemption of the preferred stock or other financial instrument is
outside the control of the Company (i.e. at the option of the holder). Otherwise, the Company accounts for the financial instrument as
permanent equity.

Initial Measurement

The Company records temporary equity or permanent equity at issuance at the fair value, or cash received.

Subsequent Measurement

Temporary Equity

At each balance sheet date, the Company reevaluates the classification of its redeemable instruments, as well as the probability
of redemption. If the redemption amount is probable or currently redeemable, the Company records the instruments at its redemption
value. Upon issuance, the initial carrying amount of a redeemable equity security at its fair value. If the instrument is redeemable
currently at the option of the holder, it will be adjusted to its maximum redemption amount at each balance sheet date. If the
instrument is not redeemable currently and it is probable that it will become redeemable, it is recorded at its fair value. If it is probable
that the instrument will become redeemable it will be recognized immediately at its redemption value. The resulting increases or
decreases in the carrying amount of a redeemable instrument will be recognized as adjustments to additional paid in capital.

J. Income
Taxes

The Company provides for income taxes in accordance with the asset and liability method. Under this method, deferred tax
assets and liabilities are recognized for future tax consequences attributable to differences between the carrying amounts of existing
assets and liabilities for financial reporting and for income tax reporting. The deferred tax assets or liabilities represent the future tax
return consequences of those differences, which will either be taxable or deductible when the assets and liabilities are recovered or
settled. Deferred tax assets are reduced by a valuation allowance when it is more likely than not that some portion or all of the
deferred tax assets will not be realized.
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The Company utilizes a two-step approach for recognizing and measuring uncertain tax positions accounted for in accordance
with the asset and liability method. The first step is to evaluate the tax position for recognition by determining whether evidence
indicates that it is more likely than not that a position will be sustained if examined by a taxing authority. The second step is to
measure the tax benefit as the largest amount that is 50% likely of being realized upon settlement with a taxing authority. There were
no amounts recorded at September 30, 2014 related to uncertain tax positions.

K. Taxes on Revenue Producing
Transactions

Taxes assessed by governmental authorities on revenue producing transactions, including sales, value added, excise and use
taxes, are recorded on a net basis (excluded from revenue) in the statement of operations.

L. Reclassifications

Certain reclassifications have been reflected in the financial statements to conform to the presentation of PDI, Inc. consolidated
financial statements.

M. Subsequent
Events

On October 31, 2014, the Company entered into an Agreement and Plan of Merger to be acquired by PDI, Inc.

Note 2  -  Accounts Receivable and Service Fee Revenue

Accounts receivable consisted of the following at September 30, 2014:

Substantially all of the Company’s service revenue is billed to third-party insurance providers and hospitals. Approximately 34% of
gross service revenue was concentrated with one payor. This payor accounted for approximately 25% of net accounts receivable September
30, 2014.

Note 3  -  Property and Equipment

Property and equipment consisted of the following at September 30, 2014:
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Depreciation expense included in cost of laboratory services was approximately $94 in 2014 and approximately $137 in 2013.
Depreciation expense included in operating expenses was approximately $76 in 2014 and approximately $113 in 2013.

Note 4  -  Other Assets

Other assets consisted of the following at September 30, 2014:    

Patent costs relate to patented methods used in the Company’s pathology services. Amortization expense of patent costs, included in
costs of laboratory services, amounted to approximately $29 in 2014 and 2013.

Amortization of loan acquisition fees, included in interest expense, amounted to approximately $10 in 2014 and $11 in 2013.

Note 5  -  Accrued Expenses and Other Current Liabilities

Accrued expenses and other current liabilities consisted of the following at September 30, 2014:

Note 6  -  Income Taxes

The provision for income taxes consisted of Federal income taxes of $39 at September 30, 2014 and $17 at September 30, 2013.

Amounts for deferred tax assets and liabilities are as follows at September 30, 2014:
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The Company has provided an allowance for the entire amount of the potential deferred tax asset at September 30, 2014, as these
assets will not be realized until the Company generates taxable income in the future.

The Company’s deferred tax asset consists primarily of Federal net operating loss carryforwards. The Company has loss
carryforwards that may be offset against future taxable income of approximately $8,377 for Federal and state income tax purposes. The loss
carryforwards begin to expire in 2029.

Tax years 2010 through 2012 remain open to examination by the Internal Revenue Service and various state taxing authorities.

Note 7  -  Leasing Arrangements

The Company leases certain office and lab space and laboratory equipment under operating leases expiring in various years through
2015. Approximate rent expense was allocated evenly between cost of laboratory services and operating expenses and is comprised of the
following at September 30, 2014 and 2013:

Monthly rent payments for the Company’s facility amounts to $31. The lease expires in March 2015.

The Company is obligated under a variety of capital leases for equipment acquisitions. The long-term lease obligation represents the
present value of the minimum lease payments discounted at rates ranging from 4% to 20%. The capitalized cost of equipment under capital
leases is approximately $250 less accumulated depreciation of approximately $97 at September 30, 2014.

Note 8  -  Note Payable and Long-term Debt

The Company has a revolving line-of-credit agreement with a bank that provides for maximum borrowings of $3,000. The Company
has the ability to request advances based on a formula defined in the line-of-credit agreement. Outstanding borrowings under the line bear
interest at the prime rate (3.25% at September 30, 2014) plus 1%, but not less than a minimum interest rate of 5%.

12



In 2014, the line-of-credit agreement was amended to cap the borrowing amount at $1,987 and to extend the maturity date to
October 1, 2014. The amendment also added an event of default if the Company fails to execute and close, or fails to make substantial
progress towards a merger or sale of substantially all of its assets.

The line of credit is collateralized by substantially all of the Company’s assets. In addition, the line of credit contains certain
restrictive covenants that require the Company to maintain certain minimum monthly financial ratios and to achieve certain profit levels at
certain interim dates during the year.

The credit agreement with the bank also includes a success fee that is due and payable if the Company consummates a public
offering or upon a change in control. The success fee is calculated as a percentage of the maximum borrowings during the term of the
agreement plus a fixed amount based upon the sales price as defined in the agreement.

Long-term debt consisted of the following at September 30, 2014:    

Note 9  - Stockholders’ Deficit and Temporary Equity

Preferred and common stock as of September 30, 2014 is as follows:

The Series B preferred stock has priority over the Series A preferred stock and the common stock with respect to dividends,
redemption and liquidation rights, as defined. The Series B liquidation preference is equal to 2 times $7.35 per share plus all accrued and
unpaid dividends, whether or not declared. The holders of Series B preferred stock are entitled to dividends at an annual rate of 8% of the
original Series B issue price. The dividends accrue whether or not earned or declared and are cumulative.  

The Series A preferred stock has priority over common stock with respect to dividends, redemption and liquidation rights, as
defined. The Series A liquidation preference is equal to 1.4 times $7.41 per share plus all accrued and unpaid dividends, whether or not
declared. The holders of Series A preferred stock are entitled to dividends at an annual rate of 8% of the original Series A issue price. The
dividends accrue whether or not earned or declared and are cumulative. A rollforward of the Series A and Series B preferred stock is as
follows:

13



The holders of common stock are entitled to receive dividends as declared at the discretion of the Board of Directors. Pursuant to the
terms of the preferred stock issuance agreement, cash dividends may not be paid on common shares while Series A and B preferred stock is
outstanding.

The holders of Series A and B preferred shares also have the right to convert their shares to common stock under certain qualifying
conditions, as defined.

At the option of a majority of the holders of the preferred stock, the Company shall redeem all shares of preferred stock at a
redemption price defined in the Company’s Articles of Incorporation beginning on the fifth anniversary of the issuance date of the
preferred stock. If funds are not available at the redemption date, the redemption will be completed on a pro-rata basis as funds become
available.

Note 10  -  Retirement Plan

The Company sponsors a defined contribution 401(k) profit sharing plan, which covers all employees who meet the plan’s eligibility
requirements. The plan calls for the Company to match an amount equal to 25% of an employee’s elective deferral, up to 4% of eligible
compensation. The plan also allows for discretionary profit sharing contributions. The Company made contributions of approximately $26
and $22 for the nine months ended September 30, 2014 and 2013, respectively.

Note 11  -  Settlement Agreement

In June 2012, Medicare commenced a pre-payment audit to determine, among other things, the Company’s adherence to the Date of
Service Rule (14 day rule) and to ensure that Medicare claims were properly filed. The audit resulted in the suspension of reimbursement of
Medicare claims to the Company. This audit ran concurrently with an investigation of the Company’s business practices by the United
States Department of Justice.

The Company and the United States Department of Justice reached a joint settlement with no charges being filed against the
Company, and a Settlement Agreement was executed in January 2013.

Under the terms of the Settlement Agreement, the Company agreed not to submit any further claims for reimbursement to Medicare
for its PFTG test performed on specimens obtained during the period from October 1, 2010 through September 30, 2012, or to appeal any
denials for claims during this time period. In addition, for calendar years 2014 through 2017, the Company agreed to make payments to the
United States Department of Justice as follows:

The payments are due during the time period the Company achieves the revenue milestones noted above for each of the four years
noted. Once the total of all payments made by the Company reaches $3,000, the Company’s obligation is satisfied with the United States
Department of Justice. At September 30, 2014, the Company recorded $2,000 as an accrued settlement liability, which is management’s
best estimate of the amount that will be required to be paid under the Settlement Agreement based on its estimate of future revenues.
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Note 12  -  Going Concern

As shown in the accompanying financial statements, the Company has incurred significant accumulated losses since its inception.
Additionally, the Company has not been able to generate cash from operations. The accompanying financial statements have been prepared
on a basis which assumes that the Company will continue as a going concern and which contemplates the realization of assets and the
satisfaction of liabilities and commitments in the normal course of business.

Management has initiated the following plans to fund future business activities:

•  Obtained additional funding through new debt from existing shareholders (Note 8)
•  Extended loan agreement with bank (Note 8)
•  Maintained cost reduction activities, including workforce reductions, that began in 2012
•  Increased collection efforts on past-due receivables

Management believes that the above initiatives will be sufficient to allow the Company to continue to operate as a going concern.
However, there is no assurance that the management plans will mitigate the effects of these conditions and that such plans can be
effectively implemented or achieved. The financial statements do not include any adjustments that might result from the outcome of this
uncertainty.
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EXHIBIT 99.3
 
Since January 1, 2013, PDI, Inc. has completed the following acquisitions:

 

 

• The miRInform® Thyroid and Pancreas cancer diagnostic tests, other tests in development for thyroid cancer, associated
intellectual property and a biobank with more than 5,000 patient tissue samples (the “Acquired Property”) from Asuragen,
Inc. in August 2014.

 

 

• Redpath Integrated Pathology, Inc. In October 2014, PDI acquired RedPath Integrated Pathology, Inc. (“RedPath”), a
molecular diagnostics company helping physicians better manage patients at risk for certain types of gastrointestinal
cancers through its proprietary PathFinderTG® platform (the “Transaction”).

 
The following unaudited pro forma combined condensed statements of operations for the year ended December 31, 2013 and for the nine-
month period ended September 30, 2014, presents combined information as if we had completed the acquisition of RedPath on January 1,
2013. An unaudited pro forma combined condensed balance sheet as of September 30, 2014 is presented for the acquisition of Redpath. An
unaudited pro forma combined condensed balance sheet as of September 30, 2014 is not presented for the acquisition of the Acquired
Property because the balance sheet, including related acquisition adjustments, is included in our condensed consolidated balance sheet as of
such date. In addition, unaudited pro forma condensed consolidated statements of operations are not presented for the acquisition of the
Acquired Property as that presentation would require forward-looking information in order to meaningfully present the effects of the
acquisition. The unaudited pro forma adjustments also include the Company entering into a $20.0 million term loan in connection with the
acquisition of Redpath.

The financial information included in the unaudited pro forma combined condensed consolidated balance sheet and unaudited pro forma
combined condensed statements of operations is prepared in accordance with accounting principles generally accepted in the United States
of America.
  
The unaudited pro forma combined condensed financial information was prepared in accordance with Article 11 of Regulation S-X. Pro
forma adjustments reflect those adjustments which are directly related to the acquisition and are factually determined. The unaudited pro
forma adjustments reflecting the transactions have been prepared in accordance with purchase accounting guidance as provided in
Accounting Standards Codification 805, and reflect the preliminary allocation of the purchase price to the acquired assets and liabilities
based upon the preliminary estimate of fair values. These preliminary allocations are based on the most recently available information. The
allocation of fair value is dependent upon third-party valuations which are not yet final. There can be no assurances that these final
valuations will not result in material changes to the estimated allocation.
 

The unaudited pro forma condensed combined financial statements have been prepared for illustrative purposes only and do not
purport to reflect the results the combined company may achieve in future periods or the historical result that would have been obtained.
The data is not indicative of the operating results or financial position that would have occurred if the transactions had been consummated
as of January 1, 2013. Since the entities were not under common control or management for any period presented, the unaudited pro forma
condensed combined condensed financial results may not be comparable to, or indicative of, future performance. The unaudited pro forma
condensed financial statements should be read in conjunction with the: (i) historical consolidated financial statements and accompanying
notes of PDI, Inc., which are included in the Annual Report on Form 10-K of PDI, Inc. for the year ended December 31, 2013; (ii) the
historical consolidated financial results of PDI, Inc. included in the Company’s Quarterly Report on Form 10-Q for the quarter ended
September 30, 2014; (iii) the historical financial statements of Redpath Integrated Pathology, Inc.; and (iv) the unaudited condensed
financial statements of Redpath Integrated Pathology, Inc. as of September 30, 2014 and for the nine months ended September 30, 2014
and 2013 included in this 8-K/A.
 
     The unaudited pro forma condensed financial information is as follows:



PDI, Inc.
Unaudited Pro Forma Combined Condensed Balance Sheets

As of September 30, 2014
(dollars in thousands)



PDI, Inc.
Unaudited Pro Forma Combined Condensed Statement of Operations

For the Nine Months Ended September 30, 2014
(dollars in thousands, except per share amounts)



PDI, Inc.
Unaudited Pro Forma Combined Condensed Statements of Operations

For the Year Ended December 31, 2013
(dollars in thousands, except per share amounts)

Note 1 - Description of Acquisition

On October 31, 2014 (the “Closing Date”), PDI, Inc. (the “Company”) and its wholly-owned subsidiary, Interpace Diagnostics, LLC
(“Interpace”), entered into an Agreement and Plan of Merger (the “Agreement”) to acquire RedPath Integrated Pathology, Inc. (“RedPath”),
a molecular diagnostics company helping physicians better manage patients at risk for certain types of gastrointestinal cancers through its
proprietary PathFinderTG® platform (the “Transaction”).

Under the terms of the Agreement, the Company paid $12.0 million in cash, plus working capital adjustments, to the Equityholder
Representative, on behalf of the equityholders of RedPath (the “Equityholders”), at the closing of the Transaction. The Agreement contains
customary representations, warranties and covenants of the Company and RedPath. Subject to certain limitations, the parties will be
required to indemnify each other for damages resulting from breaches of the representations, warranties and covenants made in the
Agreement and certain other matters.



The Company also issued an interest-free Note to the Equityholder Representative, on behalf of the Equityholders, at the closing of the
Transaction for $11.0 million to be paid in eight equal consecutive quarterly installments beginning October 1, 2016. The interest rate will
be 5.0% in the event of a default under the Note. The obligations of the Company under the Note are guaranteed by the Company and its
Subsidiaries pursuant to the Subordinated Guarantee in favor of the Equityholder Representative. Pursuant to the Subordinated Guarantee,
the Company and its Subsidiaries also granted a security interest in substantially all of their assets, including intellectual property, to secure
their obligations to the Equityholder Representative.

In connection with the Transaction, the Company and Interpace also entered into the Contingent Consideration Agreement with the
Equityholder Representative. Pursuant to the Contingent Consideration Agreement, the Company has agreed to issue to the Equityholders
500,000 shares of the Company’s common stock, par value $0.01 (“Common Stock”), upon acceptance for publication of a specified article
related to PathFinderTG® for the management of Barrett’s esophagus, and an additional 500,000 shares of the Company’s Common Stock
upon the commercial launch of PathFinderTG® for the management of Barrett’s esophagus (collectively, the “Common Stock
Milestones”). In the event of a change of control of the Company, Interpace or RedPath on or before April 30, 2016, the Common Stock
Milestones not then already achieved will be accelerated and the Equityholders will be immediately entitled to receive the Common Stock
not yet previously issued to them. The Equityholders are entitled to an additional $5 million cash payment upon the achievement by the
Company of $14.0 million or more in annual net sales of PathFinderTG® for the management of Barrett’s esophagus and a further $5
million cash payment upon the achievement by the Company of $37.0 million or more in annual net sales of a basket of assays of Interpace
and RedPath. In addition, the Company is obligated to pay revenue based payments through 2025 of 6.5% on annual net sales above $12.0
million of PathFinderTG®-Pancreas, 10% on annual net sales up to $30 million of PathFinderTG® for the management of Barrett’s
esophagus and 20% on annual net sales above $30 million of PathFinderTG® for the management of Barrett’s esophagus.

The Credit Agreement, the Senior Guarantee and the Intercreditor Agreement

In connection with the Transaction, the Company entered into the Credit Agreement with the Agent and the Lenders. Pursuant to and
subject to the terms of the Credit Agreement, the Lenders agreed to provide a term loan to the Company in the aggregate principal amount
of $20.0 million (the “Loan”). The maturity date of the loan is October 31, 2020. The Loan bears interest at the greater of (a) three month
LIBOR and (b) 1.0%, plus a margin of 12.5%, payable in cash quarterly in arrears, beginning on February 17, 2015. The interest rate will be
increased by 3.0% in the event of a default under the Credit Agreement. Beginning in January 2017, the Company will be required to make
principal payments on the Loan. Beginning in January 2017 and ending on October 31, 2020, subject to a $250,000 per quarter cap, the
Lenders will be entitled to receive quarterly revenue based payments from the Company equal to 1.25x of revenue derived from net sales of
molecular diagnostics products (the “Synthetic Royalty”).

The Company agreed to pay certain out-of-pocket costs and expenses incurred by the Lenders and the Agent in connection with the Credit
Agreement and related documents, the administration of the Loan and related documents or the enforcement or protection of the Lenders’
rights. The Lenders are also entitled to (a) a $300,000 origination fee and (b) a $800,000 exit fee. In addition, if the Loan is prepaid, the
Lenders are entitled to (c) a prepayment fee equal to 6.0% of the Loan if the Loan is prepaid on or after October 31, 2015 but prior to
October 31, 2016, 5.0% of the Loan if the Loan is prepaid on or after October 31, 2016 but prior to October 31, 2017 and 2.0% if the Loan
is prepaid on or after October 31, 2017 but prior to October 31, 2018, and (d) a prepayment premium applicable to the Synthetic Royalty
equal to (i)(1) 1.25% multiplied by (2) the lesser of (A) $80.0 million and (B) the aggregate revenue on net sales of molecular diagnostics
products for the four most recently-completed fiscal quarters, multiplied by (ii) the number of days remaining until October 31, 2020,
divided by (iii) 360. The Company must also make a mandatory prepayment in connection with the disposition of certain of the Company’s
assets.

We received net proceeds of approximately $19.6 million following payment of certain fees and expenses in connection with the Credit
Agreement.

Note 2 - Basis of Pro Forma Presentation

The acquisition has been accounted for as a purchase, subject to the provisions of Accounting Standards Codification 805-10-50 and has
been treated as an asset acquisition for tax purposes.  In connection with the transaction, the Company has preliminarily recorded $33.8
million of other identified intangible assets and $9.6 million of goodwill as of September 30, 2014. The identified finite-lived intangible
assets have a weighted average amortization period of 6.5 years. The Company determined the preliminary acquisition date fair value of
the contingent consideration of $23.9 million based on a probability-weighted income approach derived from revenue. The fair value
measurement is based on significant subjective assumptions and inputs not observable in the market. Future revisions to these assumptions
could materially change the estimate of the fair value of the contingent consideration and therefore materially affect the presented
unaudited pro forma condensed consolidated financial information. 



Note 3 - Pro Forma Adjustments

(a) Reflects the Cash borrowed by the Company under the term loan of $20.0 million, net of loan origination fees of $0.4 million paid at
the closing of the Loan, which is recorded as a debt discount.

(b) Represents deferred financing fees incurred but not
paid.

(c) Reflects the $12.0 million, plus $1.6 in working capital adjustments, paid in cash at the closing of
Transaction.

(d) Preliminary estimate of amounts billed to customers that are anticipated to be collected but not recognized as accounts receivable and
will not be recognized as revenue when collected by PDI, Inc.

(e) Other intangible assets represent the finite-lived identified intangible assets recognized in the Transaction. The preliminary allocation
of fair value to these identified intangible assets was based on the application of relief from royalty valuation approach. The
preliminary purchase price allocation is as follows:

(f) Represents portion of accrued settlement liability that PDI, Inc. has been indemnified
for.

(g) Amount that was outstanding under the RedPath line of credit that was paid in full by RedPath at the closing of the
Transaction.

(h) Preliminary estimate of fair value of contingent consideration, including: $15.3 million of estimated royalties on future net sales; $6.8
million of milestones on future net sales; and $1.8 million of milestones based on specific events (paid in common stock of PDI, Inc.).

(i) Impact of present value on
settlement.

(j) Interest and loan acquisition fees that were paid in full by RedPath at the closing of the
Transaction.

(k) Amount is the net adjustment of the repayment of the $4.7 million of RedPath Note Payable and the $7.4 million present value of the
$11.0 million Note to the Equityholders of RedPath.

(l) The elimination of the equity of Redpath and (m)
below.

(m) $6.0 million is the estimated income tax benefit recorded in connection with the deferred tax liability created by the identified
intangible assets acquired and the offsetting valuation allowance released through the statement of operations in accordance with
Accounting Standards Codification 740, Income Taxes.

(n) Adjustment to record estimated amortization expense for the identifiable intangible assets of approximately $5.2 million for the period
of January 1, 2013 through December 31, 2013, and approximately $3.9 for the period of January 1, 2014 through September 30, 2014,
as if the acquisition had occurred on January 1, 2013.  The weighted average useful life of the finite-lived identifiable intangible assets
acquired is approximately 6.5 years and these assets are amortized using the straight line method.

(o) Includes adjustments to record expense for: imputed interest on the Note Payable to the Equityholders of RedPath Payable; effective
interest on the Term Loan; accrual of the $0.8 million Loan Maturity Fee; and amortization of $0.2 million of deferred financing fees.


