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RISK FACTORS

Investing in shares of our common stock involves a high degree of risk. You should carefully consider the following
risks and uncertainties, together with all of the other information contained in this prospectus, including our financial
statements and related notes incliuded elsewhere in this prospectus, before making an investment decision. The risks
described below are not the only ones facing us. The occurrence of any of the following risks, or of additional risks
and wncertainties not presently known to us or that we currently believe to be immaterial, could materially and
adversely affect our business, financial condition, reputation, or results of operations. In such case, the trading price
of shares of our common stock could decline, and you may lose all or part of your investment.

Risks Related to Our Business and Strategy

We have a limited operating history, which may make it difficult to evaluate our current business and predict our
prospects and Likelihood of success.

We have a limited operating history. We were incorporated in 2010, but prior to conunercialization of our
COVID-19 Test Kit for use with our Cue Health Monitoring System in the third quarter of 2020, our activities were
largely focused on our research and development efforts and we only started realizing revenue from commercial
product sales in August 2020. Our COVID-19 test is currently our only commercially available test. Our limited
commercial operating history may make it difficult 1o evaluate our current business and predict our future
performance. Any assessment of our future revenue potential, profitability or prospects for our future success is
subject to significant uncertainty. We have encountered and will continue to encounter significant risks and
difficulties frequently experienced by early commercial-stage companies in rapidly evolving industries. If we do not
address these risks snccessfully, it could have a material adverse effect op our business, financial condition, results
of operations and future prospects.

We have incurred significant losses since our inception, and only recently started generating revenue from
commercial sales. We may incur addifional significant losses in the future, and we may never become profiiable
on a susteinable basis.

We bhave incumred significant losses since our inceplion in 2010, including net losses of $20.6 miHion and
$47.4 million for the years ended December 31, 2019 and 2020, respectively. For the six months ended Jufle 30, 2021,
we had a net income of $32.8 million. As of June 30, 2021, we had an accumulated deficit of $77.6 million. While
we were profitable for the first time in the first quarter of 2021, we cannot assure you that we wili'be able to continue
to he profitable on an ongoing basis, either in the near term or longer term. We may contirfie to incur losses both
in the near term and longer term as we continue to invest significant additional fupdS to scale up our business,

of available tests and also as we incur additional costs associated with-0perating as a public company. Prior 1o
August 2020, we had never generated any revenue from the cominé
substantially all of our resources to the research and developmgat of our Cue Health Monitoring System. We only
first started realizing revenue from commercial product sales i August 2020 following receipt of our first Emergency
Use Authorization. or EUA, from the U.S. Food and D¢ Administration, or FDA. in June 2020 for our COVID-19

test. Our COVID-19 test includes a Cue Reader and« COVID-19 Test Kit comprised of a Cue COVID-19 Cartridge
and a Cue Wand. Since receiving our first FD

EUA, we have incurred significant additional expenses in connection
with the commercial scale up of our bysiness, including costs associated with scaling up our manufacturing
operations, costs associated with the production of our COVID-19 test, sales and marketing expenses, and costs
associated with the hiring of new employees, the growth of our business and building cut our corporate infrastructure.
In addition, we will incur signjfiCant additional expenses as we become a public company, further grow our business
and continue to roll out gu COVID-19 tests to the marketplace, pursue new customers and look to develop and
commercialize new tesls’and other products for use with our Cue Integrated Care Platform. Therefore, our losses may

continue to increasefor at least the near term, if not longer. We are unable to predict whether or when we will become
profitable on asUstained basis. Our ability to sustain profitability is based on numerous factors, many of which are
beyond our gontrol, including. among other factors, market acceptance of our products, the length of the COVID-19
i, future product development, our market penetration and margins and our ability to expand owr menu of
e may not be able to sustain or increase profitability in the future. Our inability to achieve and maintain
Ofitability, whether in the near term or longer term, may make it difficult to continue t0 grow our business and
complish our strategic objectives, and could materially adversely alfect our business, financial condition, results
[ operations ¢
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Comparison of the Six Months Ended June 30, 2020 and 2021

The following teble sets forth a summary of our resulis of operations for the years ended June 30, 2020 and 2021

and the changes between periods:

{dollars in thousands)

Revenue:
Product revenue .. ... ... . ... .. ...,

TOtal TEVEMUE . . . oot et e e e et
Operating costs and expenses:

Costof productrevenue . . ......... ... ... ...ccia...

Sales and marketing .. .......... ... ... ..

Research and development . . ........ ... ... ., ...0.....

General and adminiSaIVe . . ... .vuirareiiininniin ...

Total operating costs and expenses ....................

Income (loss) from operations . ........_... ... ... ...

Interest expense. . ... i

Change in fair value of redeemable convertible preferred stock
LRI o men s W S B S S T B

Change in fair value of convertible notes ..................
Other income (eXpense). NEL. . .. .. .. it

\\ \YL}/ Net income (loss) before income (axes ...,
Q&—Q ¢ Tncotne A% EXPEIES: c o . .w vi S T e ke e e
7

‘M( IR REE DR b s ms s e s B

: .. = not meaningful

Six Months Ended June 30,

2020 2021 § Change % Change
(upaudited)
$ — 520,922 §$201,922 n.m.
4,960 — 4,960) (100.00%
4960 201,922 196,962 n.m.
—_ 85,177 85,177 0.
45 1,959 1014 LA
19,680 12,071 {71,609) (38.71)%
3.764 23,252 19.488 517.7%
23,489 122 459 98.970 421.3%
(18,529) 75,463 97,992 528.9%
(788) (9,964) (9.176) n.Im.
(20) {190) {170) n.1n.
— (23,254) {23,254} ..
56 61 2, 3.4%
(19.278) 46,116 65,394 339.2%
— {13,276) (13,276) n.o.
$(19.278) §$ 32840 § 52118 270.3%

~ Revenue increased by $197.0 million to $201.9 million in the six months ended Jupne 30, 2021, from $5.0 million

in the six months ended June 30, 2020. This increase was due to the start of
$201.9 million of product revenue recorded in the six months ended June
of our COVID-19 test and $42.2 million was related to the amortization
by $72.9 million in the three months ended June 30, 2021, to $137,

in the three months ended March 31, 2021. The increase of

mcrease In U.S. government revenue of $42.9 million j
months ended March 31, 2021. The increase in

uct sales in August 2020. Of the'
2021, $159.7 million related to sales
e U.S. DoD Advance Revenue inereased
illion, cornpared sequentially to $64.5 million

.9 million was due to an increase of commercial
customer sales of $30.0 million (of which $28.9 million whs attributable to a single enterprise customer) and an

e three months ended June 30, 2021 compared to the three
ercial customer revenue and subsequent decrea

se in U.S.
government revenue in (his period were driven-by the U.S. DoD Waiver allowing us to increase sales to conﬂrﬁwff

customers beginning in May 2021.

Grant and other revenue decreased by $5.0 million, to $0 in the six months ended June 30, 2021, from
$5.0 million in the six months ended June 30, 2020. During the six months ended June 30, 2020, all of the revenue
recognized related 1o the agreement with BARDA. There was no activity related to this revenue category during the

six. months ended June 30, 2021.

Cost of Product Revenue increased by $85.2 milkon in the six months ended June 30, 2021, from $0 in the six
months ended June 30, 2020. This increase was due to the fact that we did not incur cost of product revenue until
we began to generate product revenue in August 2020 after receiving our first FDA EUA in June 2020. Product gross
profit was $116.7 million in the six months ended June 30, 2021, up from $0 in the six months ended June 30, 2020,
as we did not incur cost of product revenue prior o receipt of our first EUA. During the six months ended June 30,
2021, we identified certain immaterial amounts that were previously capitalized as intangible assets. These amounts
were recorded as incremental amortization expense during the six months ended June 30, 2021 and recorded as cost
of product revenue. Our cost of product revenue increased by $25.1 million in the three months ended June 30, 2021

to $55.1 million compared sequentially to $30.0 million in the three months sndod March 31, 2021, This increase of
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$25.1 million was due to increased production and sales volume to commercial customers resulting from the 1.8,
DoD Waiver in the three months ended June 30, 2021 compared to the thres months ended March 31, 2021.

Sales and Marketing Expense increased by $1.9 million in the six months ended June 30, 2021, to $2.0 million
from an immaterial amount in the six months ended June 30, 2020. This increase was due to the launch of our
COVID-19 test in August 2020 and increased personnel costs fo support the expected growth and demand for our
products. Our sales and marketing expense increased by $1.1 million in the three months ended June 30, 2021, to
$1.5 million compared sequentially to $0.4 million i the three months ended March 31. 2021, This increase was
primarily due to increases in digital marketing services and increased headcourt in the three months ended June 30,
2021 compared to the three months ended Mareh 31, 2021.

Research and Development Expense decreased by $7.6 million to $12.1 million in the six months ended
June 30, 2021, from $19.7 million in the six months ended June 30, 2020. This decrease was primarily driven by
lower research and development spend associated with the development of our COVID-19 test and the continued shift
of our mamufacturing-related depreciation and amortization into cost of product revenue upon teceipt of the FDA
EUA for our COVID-19 test in the six months ended June 30. 2021, compared to the six months ended June 30, 2020.
Our research and development expense decreased by $2.9 million in the three months ended June 30, 2021 to
$4.6 million compared sequentially to $7.5 million in the three months ended March 31, 2021. The decrease of
$2.9 million in research and development expense was primarily due to a decrease in lab supplies, regulatory

expenses, and office rent expenses in the three months ended June 30, 2021 compared to e three months ended
March 31, 2021.

General and Adminisirative Expense increased by $19.5 million in the six months ended June 30, 2021 to
$23.3 million from $3.8 million in the six months ended June 30, 2020. This increase was primarily related to legal,
banking, accounting and other consulting-related costs to support our growing business and prepare s 10 operate as
a public company. The decrease of $0.3 million in general and administrative expense was primarily due to increases
in payroll expenses. office expenses and depreciation expense offset by decreases in professional service CEpenses
in the three months ended June 30, 2021 compared to the three months ended March 31, 2021.

Interest Expense increased by $9.2 million to $10.0 million in the six months ended June 30. 2021 from
$0.8 million in the six months ended June 30, 2020. This increase was driven by the termination of our Revolving
Credit Agreement, which required us 1o pay a fee of $1.3 million, equal to 1.00% of the amount of the outstanding
revolving commitment. We also wrote-off issuance costs of $0.7 million for a total loss on extinguishment of debt
of $2.0 million. Tn addition, we incurred issuance costs of $6.0 million related to the issuance of our Convertible
Notes in May 2021. We also incurred interest expense of $1.6 million related to our horrowings from the Revolving
Credit Agreement and Convertible Notes during the six months ended June 30, 2021. Interesi expense increased
$2.9 million in the three months ended June 30, 2021 to $9.4 million compared sequentially to $0.5 million in the
three months ended June 30, 2021 compared to three months ended March 31, 2021. The $8.9 million increase in
interest expense was primarily due to the issuance costs related to the Convertible Notes and the termination of the
Revolving Credit Agreement in the three months ended June 30, 2021 compared to the three months ended March 31,
2021.

Change in Fair Value of Convertible Notes was $23.3 million in the six months ended June 30. 2021, reflecting
4 $23.3 million fair value adjustment associated with the Convertible Notes issued by us in May 2021. We did not
incur any gain or loss associated with change in fair value of Convertible Notes during the six months ended June 30,
2020 or during the three months ended March 31, 2021, as the Convertible Notes were not outstanding during such
periods.

fncome Tax Expense increased to $13.3 million in the six months ended June 30, 2021 from $0 in the six
months ended June 30, 2020, and our effective tax rate was 26% in the six months ended June 30, 2021, compared
0 0% w the six months ended June 30, 2020. The increase in our provision and effective tax rate was primarily due
to the current tax liability arising from an increase in income from operations which exceeded available net operating
loss carryforwards and the discrete impact of the fair value adjustment associated with the convertible notes that were
issued in May 2021. Substantially all of our deferred tax assets continue to maintain a valuation allowance. Income
tax expense increased $10.8 million in the three months ended June 30, 2021, to $12.0 million compared sequentiaily
to $1.2 million in the three months ended March 31, 2021. The increase of $10.8 million was primarily due to the
inerease in net income during the period and an increase in forecasted revenue [or the Temainder of fiscal year 2021,
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The tfollowing table presents a reconciliation of our net income (loss) (GAAP) and Diluted EPS (GAAP) 1o
Adjusted Net Income (Loss) (non-GAAP) and Adjusted Diluted EPS (non-GAAP), respectively:

Six Months Ended June 30,
2020 2021

Ay S = -
JS/ X o Dollar Diluted Dollar  Diluted
T ol

Amount Share Amount Share

(umaudited)
Net income (loss)y/diluted EPS......... e $(19278) $(1.21) $32.840 $0.22
Fair value adjustment—convestible notes . .. ..o or .. — —_ 23,254 0.19
Banking and finance-related items. ... ....... ... ... ... ... ... — — 7,998 0.07
Tax effects™ .. . . e — (816) _(0.01}
Adjusted Net Tncome (Loss)/Adjusted Diluted EPS . .. ... ......... $(19,278) $(1.21) $63.276 $ 0.47

(1)  Represems the tax impact with respect to the adjustments nored sbove, We applied an eslimated annnal effective tax rate of 24% to amounts
dedunctible for tax purposes to estimate the tax effects. ™
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Liguidity and Capital Resources

We measure liquidity in terms of our ability to fund the cash requirements of our business operations, including
primarily worling capital and capital expenditure needs to expand our production capabilities. Our principal sources
of liquidity to date have included cash from operating activities, including the U.S. DoD Advance, net proceeds from
the sale of our redeemable convertible preferred stock, Convertible Notes and warrants, and indebtedness. Our ability

to expand and grow our business will depend on many faciors, including our working capital needs and the evolution
of our operating cash flows.

As of June 30, 2021, we had an accumulated deficit of $77.6 million, and cash, cash equivalents and restricted
cash of $252.3 million. Restricted cash included in such amount as of June 30, 2021 was $6.0 million. For the six
months ended June 30, 2021, we had net income of $32.8 million and net cash used in operations of $37.8 million.
As of June 30, 2021, we had lease liabilities of $52.5 million. In February 2021, we entered into a $130.0 million
loan and security agreement, or the Revolving Credit Agreement, with the lenders from time-to-time party thereto and
East West Bank, as Administrative Agent and Collateral Agent for the lenders. Per the covenants of the Revolving
Credit Agreement, we were required to maintain a balance of $80.0 million on deposit with Fast West Bank. In
May 2021, we raised $229.5 million in net proceeds from the issuance and sale of Convertible Notes, In May 2021,
we repaid $63.2 million of debt outstanding under the Revolving Credit Agreement with a portion of the proceeds
from the issuance and sale of the Convertible Notes. In Tune 2021, we terminated our Revolving Credit Agreement
but kept in place our outstanding $6.0 million letter of credit with East West Bank. Fn July 2021, we increased our
outstanding letter of credit with East West Bank to $12.0 million. Tn connection with such increase, our restricted cash
increased to $12.0 million as of such time.

Based on our current business plan, we believe our anticipated operating cash flows, together with our existing
cash and cash equivalenis and net proceeds from this offering, will be sufficient to meet our working capital and
capital expenditure requirements for at least the next months.

We expect that our near and longer-term Liquidity requirements will consist of working capital and general
corporate expenses associated with the growth of our business, including, without limitation, expenses associated
with scaling up our operations and continuing to increase our manufacturing capacity, sales and marketing expense
associated with rollout of our over-the-counter, at home COVID-19 test to commercial customers, including direetly
i0 consumers, increasing market awareness of our platform and brand generally to individual consumers, enterprises
and other target customers, additional research and development expenses associated with expanding our care
offerings, expenses associated with continuing to build cul our corporate infrastructure and expenses associated with
being a public company. Our short-term capital expenditure needs relate primarily to the ongoing build out of our
manufacturing facilities, and we expect such expenditures to continue throughout 2021. Notwithstanding potential
additional capital expenditures related to levels of higher growth or potential global expansion, we expect our capital
expenditures to decrease in 2022 and 2023 from 2021 levels.

We have based our estimates as to how long we expect we will be able to fund our operations on assumptions
that may prove to be wiong, and we could use our available capital Tesources sooner than we currently expect, in




In response to SEC Comment #1 Risk Factors, Page 25
RIDER A

RISK FACTORS

We have incurred significant losses since our inception, and only recently started generating revenue
Jrom commercial sales. We may incur additional significant losses in the future, and we may never
become profitable on a sustainable basis.

We have incurred significant losses since our inception in 2010, including net losses of $20.6 million and
$47.4 million for the years ended December 31, 2019 and 2020, respectively. For the six months ended
June 30, 2021, we had a net income of $32.8 million. As of June 30, 2021, we had an accumulated deficit
of $77.6 million. While we were profitable for the first time in the first quarter of 2021, we cannot assure
you that we will be able to continue to be profitablc on an ongoing basis, either in the near term or longer
term. In connection with the completion of this offering, we expect to incur an incremental non-cash
charge of $38.7 million as a result of the automatic conversion of our Convertible Notes issued in May
202). We estimated approximately $62.0 million of discount on these notes that will be partially offset by
the $23 3 million of non-cash expense relating to the change in the fair value of the Convertible Notes
that was recognized 1n our statements of operations for the six months ended June 30, 2021. If the
offering closes after September 30, 2021, the total discount to be incurred in connection with the
automatic conversion of the Convertible Notes upon completion of this offering would increase to $78.5
million plus accrued interest at the time of closing. We also expect to recognize approximately $14.9
mullion of non-cash stock-based compensation expense related to the forgiveness of certain promissory
notes from our executives and the vesting of RSUs and option grants to executives and dircetors in
connection with this offering. We expect to recognize this non-cash stock-based compensation expense in
the period in which this offering is completed. As a result of these non-cash charges. we may have a net
loss for the quarter ended September 30, 2021. We may continue to incur losses both in the near term and
longer term as we continue to invest significant additional finds to scale up our business, including
continuing to build out our commercial organization and corporate infrastructure, continuing to build out
our manufacturing capabilities and engaging in continued research and development as we work to
expand our menu of available tests and also as we incur additional costs associated with operating as a
public company. Prior to August 2020, we had never generated any revenue from the commercial sale of
products, and we had devoted substantially all of our resources to the research and development of our
Cue Health Monitoring System. We only first started realizing revenue from commercial product sales in
August 2020 following receipt of our first Emergency Use Authorization, or EUA, from the U.S. Food
and Drug Administration, or FDA, in June 2020 for our COVID-19 test. Our COVID-19 test includes a
Cue Reader and a COVID-19 Test Kit comprised of a Cuc COVID-19 Cartridge and a Cue Wand. Since
receiving our first FDA EUA, we have incurred significant additional expenses in connection with the
commercial scale up of our business, including costs associated with scaling up our manufacturing
operations, costs associated with the production of our COVID-19 test, sales and marketing expenses, and
costs associated with the hiring of new employees. the growth of our business and building out our
corporate infrastructure. In addition, we will incur significant additional expenses as we become a public
company, further grow our business and continue to roll out our COVID-19 tests to the marketplace,
pursue new customers and look to develop and commercialize new tests and other products for use with
our Cue Integrated Care Platform. Therefore, our losses may continue to increase for at least the near
torm, if not longer. We arc unable to predict whether or when we will become profitable on a sustained




basis. Our ability to sustain profitability is based on numerous factors, many of which are beyond our
control, including, among other factors, market acceptance of our products, the length of the COVID-19
pandemic, future product development, our market penetration and marging and our ability to expand our
menu of tests. We may not be able o sustain or increase profitability in the future. Our inability to
achieve and maintain profitability, whether in the near term or longer term, may make it difficult to
continue to grow our business and accomplish our strategic objectives, and could matenally adversely

affect our business, financial condition, results of operations and firture prospects.

In response to SEC Comment #1 Risk Factors, Page 25

RIDER B

MANAGEMENT'S DISCUSSION AND ANALYSIS (Page 115)

Certain Expenses to be Incurred in Connection with Initial Public Offering

In connection with the completion of this offering, we expect to incur an incremental non-cash charge of
$38.7 million as a result of the automatic conversion of our Convertible Notes issued in May 2021. We
estimated approximately $62.0 million of discount on these notes that will be partially offsct by the $23 3
million of non-cash expense relating to the change in the fair value of the Convertible Notes that was
recognized In our statements of operations for the six months ended June 30, 2021. If the offering closes
after September 30, 2021, the total discount to be incurred in connection with the automatic conversion of
the Convertible Notes upon completion of this offering would increase to $78.5 million plus accrued
interest at the time of closing. We also expect to recognize approximately $14 9 million of non-cash
stock-based compensation expense related to the forgiveness of certain promissory notes from our
exgcutives and the vesting of RSUs and option grants to executives and directors in connection with this
offering. We expect to recognize this non-cash stock-based compensation expense in the period in which
this offering is completed. As a result of these non-cash charges, we may have a net loss for the quarter
ended September 30, 2021.

In response to SEC Comment #2 Cost of Product Revenue, Page 112

RIDERC

Our product gross margin as a percentage of total revenues inercased to approximately 59.9% in the three
months ended June 30, 2021 compared to approximately 53.4%, in the three months ended March 31,
2021. This merease was primarily due to higher absorption of fixed costs related to higher production
volumes and efficiencies. DoD revenue pricing, inclusive of the DoD advance and related amortization
recognized upon sale, was consistent quarter over quarter and the increase is directly related to the
volume of products sold under the U.S. DoD Agreement.




In response to SEC Comment #3 Revenue, Page 111
RIDER D

Revenue increased by $197.0 million to $201.9 million in the six months ended June 30, 2021,
from $5.0 million in the six months ended June 30, 2020. This increase was due to the start of product
sales in August 2020. Of the $201.9 million of product revenue recorded in the six months ended June 30,
2021, $159.7 million related to sales of our COVID-19 test and $42 2 million was related to the
amortization of the U.S. DoD Advance. Revenue increased by $72.9 million in the three months ended
June 30, 2021, to $137.4 million. compared sequentially to $64.5 million in the three months ended
March 31, 2021. The increase of $72.9 million was due to an increase of commercial customer sales of
$30.0 million (of which $28.9 million was attributable to a single enterprise customer) and an increase in
U.S. government revenue of $42.9 million in the three months ended June 30, 2021 compared to the three
months ended March 31, 2021. The amortization of the U.8. DoD Advance increased by approximately
$10.9 million in the three months ended June 30, 2021 compared to the three months ended March 3 I,
2021 due to increased volume of products sold under the U.S. DoD Agreement as pricing and total
expected contract value were materially consistent. The increase in commercial customer revenue and
subscquent decrease in U.S. govermnment revenue in this period were driven by the U.S. DoD Waiver
allowing us to increase sales to commercial customers beginning in May 2021 The increase in our
revenucs in the three months ended June 30, 2021 compared to March 31, 2021 was primarily driven by
increased sales volume of our COVID-19 Test Kits and Readers to the U.S. government and our
commercial customers.,

in response to SEC Comment #4 Non-GAAP Financial Measures, Page 112
RIDERE

The fair valuc adjustment associated with our convertible notes and a portion of our banking and finance-
related items were not deductible for income tax purposes and were excluded from the tax effects above,




