
Table of Contents

As filed with the Securities and Exchange Commission on July 18, 2007
Registration No. 333-143160

UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, DC 20549

AMENDMENT NO. 2
TO

FORM S-1
REGISTRATION STATEMENT

UNDER
THE SECURITIES ACT OF 1933

AMEDICA CORPORATION
(Exact name of registrant as specified in its charter)

Delaware  3841  84-1375299
(State or other jurisdiction of

incorporation or organization)  
(Primary Standard Industrial
Classification Code Number)  

(IRS Employer
Identification No.)

615 Arapeen Drive
Suite 302

Salt Lake City, Utah 84108
(801) 583-5100

(Address, including zip code, and telephone number,
including area code, of registrant’s principal executive offices)

Ashok C. Khandkar, Ph.D.
Chief Executive Officer
Amedica Corporation

615 Arapeen Drive
Suite 302

Salt Lake City, Utah 84108
(801) 583-5100

(Name, address, including zip code, and telephone number,
including area code, of agent for service)

With copies to:
Jonathan L. Kravetz, Esq.
Anthony E. Hubbard, Esq.
Mintz, Levin, Cohn, Ferris,

Glovsky and Popeo, P.C.
One Financial Center

Boston, MA 02111
(617) 542-6000  

Bruce K. Dallas, Esq.
Davis Polk & Wardwell

1600 El Camino Real
Menlo Park, CA 94025

(650) 752-2000

Approximate date of commencement of proposed sale to public:    As soon as practicable after this Registration Statement becomes
effective.
 

If any of the securities being registered on this Form are being offered on a delayed or continuous basis pursuant to Rule 415 under the
Securities Act of 1933, check the following box.  ¨
 

If this Form is filed to register additional securities for an offering pursuant to Rule 462(b) under the Securities Act, check the
following box and list the Securities Act registration statement number of the earlier effective registration statement for the same
offering.  ¨
 

If this Form is a post-effective amendment filed pursuant to Rule 462(c) under the Securities Act, check the following box and list the
Securities Act registration statement number of the earlier registration statement for the same offering.  ¨
 

If this Form is a post-effective amendment filed pursuant to Rule 462(d) under the Securities Act, check the following box and list the
Securities Act registration statement number of the earlier registration statement for the same offering.  ¨

CALCULATION OF REGISTRATION FEE
 

Title of Each Class of
Securities to be Registered   

Amount to
be

Registered(1)  

Proposed Maximum
Offering Price Per

Share(2)   

Proposed Maximum
Aggregate Offering

Price(2)   

Amount of
Registration

Fee(3)
Common Stock, $0.01 par value per share

  5,347,500   $ 15.00   $ 80,212,500   $2,462.53



(1) Includes 697,500 shares of common stock that may be purchased by the underwriters to cover over-allotments, if any.
(2) Estimated solely for the purpose of calculating the registration fee pursuant to Rule 457(a) under the Securities Act.
(3) A registration fee of $2,294.83 has been paid previously by the registrant pursuant to Rule 457(o). An additional fee of $167.70 has been paid with this filing.

The registrant hereby amends this registration statement on such date or dates as may be necessary to delay its effective date
until the registrant shall file a further amendment which specifically states that this registration statement shall thereafter become
effective in accordance with Section 8(a) of the Securities Act or until the registration statement shall become effective on such date
as the Commission, acting pursuant to said Section 8(a), shall determine.

 



Table of Contents

The Information in this prospectus is not complete and may be changed. We may not sell these securities until the registration statement filed with the
Securities and Exchange Commission is effective. This prospectus is not an offer to sell securities, and we are not soliciting offers to buy these securities, in
any state where the offer or sale is not permitted.
 

PROSPECTUS (Subject to Completion)
Issued July 18, 2007
 

4,650,000 Shares
 

 

COMMON STOCK
 

 
Amedica Corporation is offering 4,650,000 shares of its common stock. This is our initial public offering and no public market
currently exists for our shares. We anticipate that the initial public offering price will be between $13 and $15 per share.
 

 
We have applied to have our common stock listed on The NASDAQ Global Market under the symbol “AMCA.”
 

 

Investing in our common stock involves risks. See “ Risk Factors” beginning on page 8.
 

 

PRICE  $             A SHARE
 

 

     
Price to 

    Public        

Underwriting
Discounts and

    Commissions        
Proceeds to

    Amedica    
Per Share     $             $             $         
Total     $                        $                        $                    
 
We have granted the underwriters the right to purchase up to an additional 697,500 shares of common stock to cover over-allotments.
 
The Securities and Exchange Commission and state securities regulators have not approved or disapproved these securities or determined
if this prospectus is truthful or complete. Any representation to the contrary is a criminal offense.
 
The underwriters expect to deliver the shares to purchasers on or about                     , 2007.
 

 

MORGAN STANLEY
JEFFERIES & COMPANY

CIBC WORLD MARKETS
 
                    , 2007
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You should rely only on the information contained in this prospectus or contained in any free writing prospectus that we may

authorize to be delivered to you. We have not, and the underwriters have not, authorized any other person to provide you with information
different from, or in addition to, that contained in this prospectus or any related free writing prospectus. We are offering to sell, and seeking
offers to buy, shares of common stock only in jurisdictions where offers and sales are permitted. The information contained in this
prospectus or any related free writing prospectus is accurate only as of its date, regardless of the time of its delivery, or of any sale of
common stock.
 

Through and including                     , 2007 (25 days after the date of this prospectus), all dealers that buy, sell or trade shares
of our common stock, whether or not participating in this offering, may be required to deliver a prospectus. This delivery
requirement is in addition to the obligation of dealers to deliver a prospectus when acting as underwriters and with respect to their
unsold allotments or subscriptions.
 

For investors outside the United States: Neither we nor any of the underwriters have done anything that would permit this offering or
possession or distribution of this prospectus in any jurisdiction where action for that purpose is required, other than in the United States.
You are required to inform yourselves about and to observe any restrictions relating to this offering and the distribution of this prospectus.
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PROSPECTUS SUMMARY
 

This summary highlights what we believe are the most important features of this offering and the information contained elsewhere in
this prospectus. This summary is not complete and does not contain all of the information that you should consider before investing in our
common stock. You should read the entire prospectus carefully, including “Risk Factors” and our financial statements and the related
notes included in this prospectus. Unless the context requires otherwise, references to “Amedica,” “we,” “our” and “us” in this
prospectus refer to Amedica Corporation.
 

AMEDICA CORPORATION
 
Overview
 

We are an orthopedic implants company focused on using our silicon nitride ceramic technologies to develop, manufacture and
commercialize a broad range of advanced, high-performance spine and joint implants. We have developed a formulation of silicon nitride
which we believe has the strength, toughness and wear resistance necessary to overcome the limitations of currently available orthopedic
implants. Upon introduction to market, we believe our implants will represent the first commercial use of silicon nitride ceramics in
orthopedic applications and will have the potential to provide an improved combination of characteristics, including greater strength and
resistance to fracture, improved resistance to wear, greater ability to promote bone attachment and better compatibility with surgical and
diagnostic imaging. Based on these potential advantages, we believe our silicon nitride product candidates may achieve better long-term
clinical outcomes with enhanced durability, longevity, biocompatibility and patient fit. While we have not received regulatory clearance or
approval for any of our product candidates that we intend to commercialize, in the second half of 2007 we expect to submit premarket
notifications to the U.S. Food and Drug Administration, or the FDA, seeking regulatory clearance of our first commercial product
candidate. Our goal is to establish our silicon nitride implants as new standards of care for the largest and fastest growing orthopedic
implant markets: the spine, hip and knee markets.
 

Our lead product candidates are our Valeo™ family of spinal implants, which are intended to restore and maintain the alignment of
vertebrae in the cervical, or neck, region and lumbar, or lower back, region of the spine. We expect to launch the first of these products by
mid-2008, subject to clearance by the FDA. In 2006, we received clearance from the FDA for a silicon nitride ceramic spinal spacer, a
device for insertion between two vertebrae to help stabilize the spine. We believe this is the first ceramic spinal spacer ever cleared by the
FDA for human use. Although we do not plan to commercialize this spinal spacer, it will be the predicate device for our Valeo spinal
spacers. We plan to introduce additional spinal spacers by the end of 2008, subject to regulatory clearance, including cortico-cancellous
spacers that feature a bone-like structure with a solid, or cortical, load-bearing portion and a cancellous, or porous, structure that is intended
to promote bone attachment for spinal fixation. In mid-2009, subject to regulatory approval, we plan to introduce cortico-cancellous spinal
spacers with a surface coating designed to enhance bone attachment. Our Valeo family of spinal implant candidates also includes an all-
ceramic, motion-preserving cervical disc, for which we anticipate commencing a clinical trial by mid-2009.
 

In addition, we are incorporating our silicon nitride ceramic technology into the development of our Infinia™ family of total hip and
knee implants. We anticipate performing clinical trials for each of our Infinia product candidates. We believe that our Infinia Total Hip and
Knee Implants, if approved or cleared by the FDA, may provide competitive advantages over currently marketed total hip and knee
replacement implants. We are designing our Infinia Total Hip Implant to offer surgeons a range of sizes and design options comparable to
implants with metal and plastic components but with improved wear resistance. We anticipate commencing a clinical trial for the first of
these total hip implant candidates in 2009. We also are designing our Infinia Total Knee Implant and anticipate commencing a clinical trial
for this product candidate in 2010. We believe that its
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design will provide natural anatomic motion and offer lower wear and improved longevity compared to currently marketed knee
replacement implants.
 

During the past two years, we have been designing and constructing our own manufacturing facility and developing processes that
will provide us the ability to control the commercial-scale production of our silicon nitride ceramic implants from powder form to devices
ready for sterilization and packaging. We are currently producing our lead ceramic spinal product candidates on a pilot scale in our
manufacturing facility. We anticipate our facility will be fully operational for commercial-scale production by the end of 2007, which we
believe would make us the only vertically integrated silicon nitride orthopedic implant manufacturer in the world.
 
Our Market Opportunity
 

According to the Millennium Research Group, in 2006, patients in the United States had approximately 1.5 million spinal fixation,
hip replacement and knee replacement surgical procedures performed involving the use of implants, and this number is expected to grow
primarily due to the rising incidence of arthritis. In 2005, an estimated 46 million U.S. adults suffered from doctor-diagnosed arthritis, and
nearly two-thirds of those afflicted were younger than age 65. Osteo-arthritis, a condition involving the degeneration, or wearing away, of
the cartilage at the end of bones, is a common form of arthritis, and often results in progressive joint disease and pain. The prescribed
treatment for osteo-arthritis disorders depends on the severity and duration of the disorder and ranges from non-operative procedures
including bed rest, medication, lifestyle modifications, exercise, physical therapy, chiropractic care and steroid injections, to surgical
intervention including total joint replacement. In cases where surgical intervention is prescribed, the use of implants has evolved into the
standard of care in spine, hip and knee surgery.
 

The spine market is the fastest growing market for orthopedic implants, accounting for $3.3 billion in sales in the United States in
2006, and is projected to grow at an average annual rate of 12.0% through 2011 to approximately $5.9 billion. Spinal fixation surgeries
currently represent the vast majority of procedures in this market. Approximately 500,000 spinal fixation surgery procedures were
performed in the United States in 2006, accounting for approximately $3.2 billion of the total $3.3 billion in U.S. spine implant market.
 

Orthopedic implants used in hip and knee replacement surgeries generated approximately $5.6 billion in sales in 2006 in the United
States, and such sales are projected to increase at an average annual rate of 9.4% through 2011 to approximately $8.8 billion.
Approximately one million primary hip and knee replacement procedures were performed in the United States in 2006.
 

We believe that the market for implants used in spine, hip and knee surgical procedures will continue to grow because of the
following market dynamics:
 
 •  growth of the aging population;
 
 •  changing lifestyle expectations;
 
 •  earlier surgical intervention;
 
 •  rising number of revision surgeries;
 
 •  introduction of new technologies; and
 
 •  market expansion into new geographic areas.
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Our Solution
 

We believe our silicon nitride ceramic technologies, MC2 and CSC, will overcome many of the limitations associated with
currently available implant materials by providing an improved combination of characteristics, including:
 
 •  greater strength and resistance to fracture than currently marketed ceramic implants;
 
 •  improved resistance to wear compared to implants made of plastics and metals;
 
 

•  greater ability to promote bone attachment than traditional plastic and metal implants such as polyetheretherketone, or
PEEK, and titanium; and

 
 •  better compatibility with surgical and diagnostic imaging techniques.
 

We believe that the anticipated greater strength and fracture resistance of our silicon nitride implant candidates will allow us to
offer a wider range of design and size options and lower risk of fracture compared to currently marketed implants made of ceramic
materials. We further believe that the anticipated improved wear resistance and biocompatibility over the life of our silicon nitride
product candidates will reduce the risk of bone loss and allergic response to metal wear particles. Based on these potential
advantages, we believe that our silicon nitride product candidates will achieve better long-term clinical outcomes with a combination
of improved durability, longevity, biocompatibility and patient fit. Our ceramic product categories include:
 

 
•  Micro-Composite Ceramic, or MC2. We refer to our formulation of silicon nitride as MC2, or Micro-Composite Ceramic.

We expect that all of our ceramic product candidates will be made using our MC2 silicon nitride.
 

 

•  Cortico-cancellous Structured Ceramics, or CSC. We also are developing silicon nitride ceramic implants that mimic the
structure of natural bone by incorporating both a dense load-bearing component and a porous component, coupled with a
surface coating, intended to promote bone attachment. We call our ceramic implants based on this technology CSC, or
Cortico-cancellous Structured Ceramic, implants.

 
Our Strategy
 

Our goal is to become a leading orthopedic company offering advanced silicon nitride ceramic implants for a broad range of
orthopedic indications. We intend to use our ceramic technologies to develop implants that have performance advantages compared to
existing implants. We believe that the combined benefits of our MC2 and CSC technologies will give our product candidates the
potential to become a new standard of care for spine, hip and knee procedures.
 

Key elements of our strategy to achieve this objective include the following:
 
 •  launch near-term product candidates that address substantial market opportunities and build market awareness;
 
 •  build a broad portfolio of ceramic implants targeting expanded indications and additional surgical procedures;
 
 •  utilize the expertise of our surgeon advisors to design physician-preferred product features;
 
 •  establish a hybrid sales organization utilizing experienced, independent sales agencies and a direct sales force; and
 
 •  selectively establish collaborations for our implants with leading orthopedic companies.
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Our Product Candidates
 

We are using our MC2 and CSC ceramic technologies to develop and commercialize innovative orthopedic implant products for
the spine, hip and knee implant markets.
 

Our Spinal Implant Products
 

We have designed our lead product candidates in our Valeo family of spinal implants as a comprehensive solution for surgical
procedures for spinal fixation. These products, if cleared or approved by the FDA, include spinal spacers, a cervical bone plate
system, a pedicle screw system, and a set of surgical instruments that facilitate the placement of our implants in the body. We are also
developing an all-ceramic motion-preserving cervical disc.
 

Valeo Cortical, Cortico-Cancellous, and Coated Cortico-Cancellous Spinal Spacers . We have designed our Valeo family of
spinal spacers, using silicon nitride ceramic, as intervertebral fixation implants for stabilizing the spine that replace a portion of a
vertebra that has collapsed, been damaged, or becomes unstable due to disease or trauma. We believe that each of our Valeo Spinal
Spacers will have competitive advantages compared to existing spinal implants. We developed and received FDA clearance for our
ArxTM Intervertebral Spacers made from MC2 silicon nitride, which will serve as the predicate device for the 510(k) premarket
notification for our Valeo Cortical Spinal Spacers product candidate.
 

Valeo Cervical Plate System and Pedicle Screw System. We are developing our Valeo Cervical Plate System and Valeo Pedicle
Screw System as titanium alloy supplemental fixation implants to be used in conjunction with our Valeo Spinal Spacers. Our design
and instruments combine special features to enable surgeons, in a single step, to hold the cervical plate in place, ensure proper angling
and insertion of the screws into the vertebrae, and achieve a consistent supplemental fixation outcome. Our screw system incorporates
modularity in the system components to permit such flexibility, which we believe will provide better clinical outcomes.
 

Valeo Cervical Disc. We are developing our Valeo Cervical Disc, using both our MC2 and CSC technologies, as a silicon nitride
ceramic implant to meet the unmet market need for a disc replacement implant that will restore natural motion and provide
uncompromised wear resistance and favorable imaging characteristics in the cervical spine. We believe our Valeo Cervical Disc will
represent a significant advance over currently available disc implants.
 

Our Hip Implant Products
 

Infinia Total Hip Implant. We are developing our Infinia Total Hip Implant for patients undergoing total hip replacement
surgery for the treatment of degenerative joint disease. In our first hip replacement implant, we will use silicon nitride ceramic for the
femoral head component of this implant. The counter-bearing, or mating component, of the hip implant, will be a polyethylene liner,
fixed into a metal acetabular cup, using industry-recognized designs and materials. We anticipate that our Infinia Total Hip Implant, if
cleared by the FDA based on a 510(k) premarket notification supported by sufficient clinical trial results, will provide competitive
advantages over traditional total hip replacement implants presently on the market.
 

Infinia Total Hip Implant II. We are developing our second generation Infinia Total Hip Implant II which, if approved by the
FDA, will feature our Infinia monoblock cup, an industry-first, one-piece, fully ceramic acetabular cup, our large diameter Infinia
ceramic and metal femoral heads, and our Infinia femoral stem. The Infinia monoblock cup will be made from silicon nitride ceramic
and will incorporate a smooth bearing surface on the inside of the cup integrated with a bone attachment surface incorporating our
CSC technology on the outside of the cup that comes into contact with a patient’s pelvis. The femoral head of the implant will be a
large-diameter head offered in two versions, one made of silicon nitride and the other of cobalt-chromium metal alloy.
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The femoral head will be used with a metal stem inserted into the femur. In contrast to currently marketed ceramic femoral heads, we
are designing our MC2 femoral head to offer surgeons a range of size and design options comparable to those available in metal
femoral heads.
 

Our Knee Implant Product
 

Infinia Total Knee Implant. Our Infinia Total Knee Implant will incorporate silicon nitride bearing components for the femoral
condyle. The tibial tray will be made from traditional metal. The tibial insert will be made from polyethylene in a rotating platform
design intended to give the knee implant a range of motion and flexion similar to the natural knee. We anticipate that this total knee
replacement product candidate, if approved by the FDA, will provide natural anatomic motion and will offer a low-wear knee
replacement option, providing significantly improved longevity compared with current metal-on-polyethylene knee implants.
 
Risks Associated with Our Business
 

Our business is subject to a number of risks that you should be aware of before making an investment decision. These risks are
discussed more fully in the section of this prospectus entitled “Risk Factors.” We have not received regulatory clearance or approval
to commercialize our Valeo or Infinia product candidates for any intended use. If we are unable to successfully develop, receive
regulatory clearance or approval for and commercialize our implant products, we may never generate revenue or be profitable and
may have to cease operations. We have a limited operating history and no products in commercial distribution. To date, our only
significant revenue has been from research grants from the National Institutes of Health and with the exception of a small net income
for the years ended December 31, 2002 and 1999, we have incurred net losses in each year since our inception. Our ability to expand
the use of our ceramic technologies may be limited by a number of factors, including intellectual property held by other parties. Our
competitors and potential competitors include much larger companies with more resources and commercialization experience than we
have. We have generated no revenues from operations, and as of March 31, 2007, we had an accumulated deficit during the
development stage of $18.2 million. We expect to continue to incur additional, and possibly increasing, losses through at least the end
of 2010.
 
Corporate Information
 

We were incorporated in Delaware in 1996 under the name Amedica Corp. and have since changed our name to Amedica
Corporation. Our principal executive offices are located at 615 Arapeen Drive, Suite 302, Salt Lake City, Utah 84108, and our
telephone number is (801) 583-5100. Our web site address is www.amedicacorp.com. The information on, or that may be accessed
through, our web site is not incorporated by reference into this prospectus and should not be considered a part of this prospectus. As
used in this prospectus, references to “we,” “our,” “us” and “Amedica” refer to Amedica Corporation unless the context requires
otherwise.
 

Certain monetary amounts, percentages and other figures included in this prospectus have been subject to rounding adjustments.
Accordingly, figures shown as totals in certain tables may not be the arithmetic aggregation of the figures that precede them, and
figures expressed as percentages in the text may not total 100% or, as applicable, when aggregated may not be the arithmetic
aggregation of the percentages that precede them.
 

We have applied for federal registration of the marks “Altia”, “AMCA”, “Amedica”, “C SC”, “Improving Function. Enhancing
Lives.”, “Infinia”, “Infinite Possibility”, “MC2”, and “Valeo”. All other trademarks, trade names and service marks appearing in this
prospectus are the property of their respective owners.
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THE OFFERING
 
Common stock offered by us 4,650,000 shares
 
Common stock to be outstanding after this offering 15,318,818 shares
 
Over-allotment option 697,500 shares
 
Use of proceeds We intend to use the net proceeds from this offering to fund the development and

commercialization of our lead products, build our sales, marketing and distribution
capabilities, establish commercial-scale manufacturing operations, fund research
and development activities for our pipeline products and for other general corporate
purposes. See “Use of Proceeds.”

 
Proposed NASDAQ Global Market symbol AMCA
 

The information above is based on 2,329,522 shares of common stock outstanding as of June 30, 2007, and assumes the conversion of
all of our preferred stock outstanding as of June 30, 2007, into 8,339,296 shares of common stock upon the completion of this offering. It
does not include:
 
 

•  972,888 shares of common stock issuable upon the exercise of outstanding options to purchase common stock, at a weighted
average exercise price of $2.55 per share;

 

 
•  1,062,067 shares of common stock issuable upon the exercise of warrants for shares of Series A, Series B, Series C and Series D

convertible preferred stock, on an as-converted basis, outstanding as of June 30, 2007, at a weighted average exercise price of
$5.20 per share;

 
 •  99,099 additional shares of common stock reserved for issuance under our 2003 Stock Option Plan; and
 
 

•  2,000,000 additional shares of common stock reserved for issuance under our 2007 Stock Plan, which becomes effective upon
completion of this offering.

 
Unless otherwise indicated, all information contained in this prospectus:

 
 •  assumes that the underwriters do not exercise their over-allotment option;
 
 •  reflects a 1-for-3.82 reverse split of our common stock to be effected immediately prior to the completion of this offering;
 
 

•  reflects the automatic conversion of all of our outstanding shares of preferred stock into 8,339,296 shares of common stock upon
completion of this offering;

 
 

•  reflects the conversion of all outstanding warrants exercisable for shares of preferred stock into warrants exercisable for shares of
common stock upon completion of this offering; and

 
 

•  assumes the adoption of our amended and restated certificate of incorporation and amended and restated bylaws upon the
completion of this offering.
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SUMMARY FINANCIAL DATA
 

The summary financial data set forth below should be read in conjunction with our financial statements and the related notes and
“Management’s Discussion and Analysis of Financial Condition and Results of Operations” included elsewhere in this prospectus.
 

  Years Ended December 31,   
Three Months Ended

March 31,   
Period from

December 10, 1996
(inception) through

March 31, 2007    2002   2003   2004   2005   2006   2006   2007   
                 (unaudited)   (unaudited)  
Statement of Operations Data:         
Grant revenue  $ 304,333  $ 299,583  $ 208,252  $ 69,207  $ 94,850  $ —  $ —  $ 1,234,476 
Operating expenses:         
Research and development   207,298   380,771   1,419,293   2,966,991   4,974,380   1,100,125   1,479,340   11,802,694 
General and administrative   67,551   142,377   398,208   576,295   1,113,500   184,425   405,380   2,806,322 
Sales and marketing   —   —   —   416,847   607,538   111,038   125,740   1,150,125 

Total operating expenses   274,849   523,148   1,817,501   3,960,133   6,695,418   1,395,588   2,010,460   15,759,141 
Income (loss) from operations   29,484   (223,565)  (1,609,249)  (3,890,926)  (6,600,568)  (1,395,588)  (2,010,460)  (14,524,665)
Interest income (expense), net   (16,705)  (6,863)  107,211   248,838   727,939   150,487   129,148   1,153,775 
Change in value of preferred stock warrants   —   —   (254,089)  (577,000)  (290,925)  (72,731)  (3,681,413)  (4,803,427)
Net income (loss)  $ 12,779  $ (230,428) $(1,756,127) $(4,219,088) $(6,163,554) $(1,317,832) $(5,562,725) $ (18,174,317)

Basic and diluted net income (loss) per share   $0.01   $(0.11)   $(0.78)   $(1.87)   $(2.72)   $(0.58)   $(2.45)  

Weighted average number of shares outstanding—basic
and diluted   2,094,241   2,123,281   2,247,611   2,254,454   2,267,464   2,265,863   2,271,986  

 

  As of March 31, 2007
  (unaudited)

  Actual   Pro Forma(1) 

Pro Forma
as Adjusted(1)(2)

Balance Sheet Data:    
Cash, cash equivalents and marketable securities  $ 10,325,322  $ 22,725,322 $ 80,518,322
Working capital   9,541,106   21,941,106  79,734,106
Total assets   17,207,969   29,607,969  87,400,969
Long-term debt, including current portion   1,556,241   1,556,241  1,556,241
Convertible preferred stock   26,389,982   —    —  
Total stockholders’ equity (deficit)   (17,559,966)  27,534,979  85,327,979

(1)  The pro forma balance sheet data above reflect our unaudited capitalization as of March 31, 2007, on a pro forma basis giving effect to (i) the issuance of 4,456,500 shares of
our Series D convertible preferred stock and warrants exercisable for 253,290 shares of our Series D convertible preferred stock in April 2007, for aggregate net proceeds of
approximately $12.4 million, (ii) the automatic conversion of all outstanding shares of our convertible preferred stock into an aggregate of 8,339,296 shares of our common
stock upon the completion of this offering, and (iii) the conversion of all outstanding warrants to purchase shares of our convertible preferred stock into warrants to purchase an
aggregate of 1,062,067 shares of our common stock (but not assuming the exercise of these common stock warrants) upon the completion of this offering, and the related
reclassification of the preferred stock warrant liability to additional paid in capital.

 
(2)  The pro forma as adjusted balance sheet data above reflect the issuance of 4,650,000 shares of our common stock upon the completion of this offering at an assumed initial

public offering price of $14.00 per share (the midpoint of the range on the front cover of this prospectus) after deducting estimated underwriting discounts and commissions
and estimated offering expenses payable by us.
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RISK FACTORS
 

An investment in our common stock involves a high degree of risk. You should carefully read and consider the risks described below,
as well as the other information in this prospectus, including our financial statements and the related notes, before deciding to invest in our
common stock. If any of the following risks occur, our business, financial condition, results of operations or cash flows could be materially
harmed. In that case, the trading price of our common stock could decline, and you could lose all or part of your investment.
 
Risks Related to Our Business and Strategy
 
We are an early stage company with no product revenues, and if we fail to execute effectively on all elements of our business plan, we
may not succeed in our goal of becoming a profitable orthopedic implants company.
 

We have not yet commercialized any of our product candidates. We have four spinal implant product candidates that we intend to
introduce to market in the United States in 2008, and one spinal spacer candidate we plan to introduce in mid-2009, by seeking 510(k)
regulatory clearance for each of them from the FDA. We refer to these implants as our lead product candidates due to the regulatory
pathway we intend to pursue and because we plan to introduce each of them to market within the next two years. We refer to implants as
our pipeline product candidates if we expect to conduct clinical trials in support of regulatory clearance or approval from the FDA and,
therefore, we plan to introduce these product candidates to market in the United States over a longer term. We do not expect to start clinical
trials of the earliest of our pipeline product candidates before the first half of 2009. There is no assurance that we will succeed in bringing
any of our product candidates to market. In order to succeed in our commercialization efforts, we must execute effectively on all elements
of our business plan, including product development and testing, obtaining regulatory clearances and approvals, establishing our sales and
marketing capabilities, and developing certified, validated and effective commercial-scale manufacturing operations. If we fail in any of
these endeavors, or experience delays in pursuing them, we will not generate revenues as planned and will need to curtail operations or
seek additional financing earlier than otherwise anticipated.
 
Our near-term success depends substantially on our ability to obtain regulatory clearance or approval and thereafter commercialize our
most advanced spinal implant product candidates; we cannot be certain that we will be able to do so in a timely fashion or at all.
 

The process of obtaining regulatory clearances or approvals to market a medical device from the U.S. Food and Drug Administration,
or the FDA, or similar regulatory authorities outside of the United States can be costly and time consuming, and there can be no assurance
that such clearances or approvals will be granted on a timely basis, or at all. The FDA’s 510(k) clearance process generally takes one to six
months from submission, depending on whether a Special or traditional 510(k) premarket notification has been submitted, but can take
significantly longer. An application for premarket approval, or PMA, must be submitted to the FDA if the device cannot be cleared through
the 510(k) clearance process or is not exempt from premarket review by the FDA. The PMA process almost always requires one or more
clinical trials and can take two to three years from the date of filing, or even longer. In some cases, including in the case of our Inifinia
Total Hip Implant, the FDA has indicated that it will require clinical data as part of the 510(k) process.
 

Our regulatory strategy is to try to accelerate market introduction of our most advanced product candidates by submitting either a
traditional or a Special 510(k). We currently intend to seek Special 510(k) clearance for certain of our lead spinal implant products under
development. We expect to submit a 510(k) for our Infinia Total Hip Implant, which will include our ceramic femoral head, and we
anticipate that the FDA will require clinical trials in support of this 510(k) as well as for our applications through the PMA process for the
rest of our pipeline product candidates.
 

There is no certainty, however, that any of our lead product candidates, particularly those incorporating silicon nitride ceramic
materials, will be cleared by the FDA by means of either a traditional or a Special 510(k).
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In correspondence relating to a 510(k) we submitted for spinal product candidates we previously were developing using zirconia-toughened
alumina, the FDA raised a number of questions regarding the strength of the zirconia-toughened alumina ceramic under biological
conditions, the binding of hydroxy-apatite to the ceramic, the ability of the devices to facilitate adequate bone attachment and the
implications of potential wear debris generated during implantation of the devices. We withdrew our 510(k) in November 2006 before
resolving the FDA’s questions about our zirconia-toughened alumina product candidates. It is possible that the FDA could raise the same
or similar questions about our current silicon nitride spinal product candidates, which could result in our having to perform additional
studies. While we believe that our current product candidates incorporating silicon nitride ceramic materials differ significantly from our
previous product candidates employing zirconia-toughened alumina, we cannot assure you that the FDA will not raise similar questions
regarding our current spinal product candidates. If the FDA takes a similar position regarding our product candidates incorporating silicon
nitride ceramic materials, our ability to bring our lead products to market could be delayed and we can give no assurance that we would
ultimately receive marketing approval.
 

Even if the FDA permits us to use the 510(k) clearance process, we cannot assure you that the FDA will not require either supporting
data from laboratory tests or studies that we have not conducted, or substantial supporting clinical data. If we are unable to use the 510(k)
clearance process for any of our lead product candidates, are required to provide clinical data or laboratory data that we do not possess to
support our 510(k) premarket notifications for any of these product candidates, or otherwise experience delays in obtaining or fail to obtain
regulatory clearances, the commercialization of our most advanced product candidates will be delayed or prevented, which will adversely
affect our ability to generate revenues. It also may result in the loss of potential competitive advantages that we might otherwise attain by
bringing our products to market earlier than our competitors. Any of these contingencies could adversely affect our business.
 
Even if we succeed in obtaining FDA clearance or approvals for our lead product candidates and pipeline product candidates within the
time frames we anticipate, our products may not be commercially successful.
 

Even if we receive regulatory clearances or approvals for our lead product candidates and pipeline product candidates, our product
candidates may not gain market acceptance among orthopedic surgeons and the medical community. Orthopedic surgeons may elect not to
use our products for a variety of reasons, including:
 
 •  lower than expected clinical benefits in comparison with other implant products;
 
 •  surgeons’ perception that there are insufficient advantages of our implants relative to currently available implant products;
 
 

•  lack of coverage or adequate payment from managed care plans and other third-party payors for the procedures that use our
products;

 
 •  ineffective marketing and distribution support;
 
 •  inadequate training of surgeons in the proper use of our products;
 
 •  the development of alternative implant materials and products that render our products less competitive or obsolete; and
 
 •  timing of the introduction of competitive products to market.
 

If orthopedic surgeons do not perceive our implant products as attractive alternatives to existing products, we will not be able to
generate significant revenues, if any.
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The orthopedic implant market is highly competitive and we may not be able to compete effectively against the larger, well-established
companies that dominate this market or emerging and small innovative companies that may seek to obtain or increase their share of the
market.
 

The markets for spine, hip and knee implant products are intensely competitive, and many of our competitors are much larger and
have substantially more financial and human resources than we do. Many have long histories and strong reputations within the industry,
and a relatively small number of companies dominate these markets. For example, in 2006, Medtronic Spinal and Biologics, a subsidiary of
Medtronic, Inc.; Synthes, Inc.; DePuy Spine, Inc., a subsidiary of Johnson & Johnson; Stryker Spine, a division of Stryker Corporation;
Biomet Spine and Biomet Trauma, a subsidiary of Biomet, Inc.; and Zimmer Spine, a subsidiary of Zimmer Holdings, Inc., accounted for
over 80% of spine implant sales worldwide. In the hip and knee implant market, Zimmer Holdings, Inc.; DePuy Orthopaedics, Inc., a
subsidiary of Johnson & Johnson; Stryker Orthopaedics, a division of Stryker Corporation; Biomet, Inc.; and Smith & Nephew
Orthopaedics, a subsidiary of Smith & Nephew plc, accounted for over 80% of sales worldwide.
 

These companies enjoy significant competitive advantages over us, including:
 
 

•  broad implant product offerings, which address the needs of orthopedic surgeons and hospitals in a wide range of implant
procedures;

 
 

•  greater experience in, and resources for, launching, marketing, distributing and selling products, including strong sales forces and
established distribution networks;

 
 •  existing relationships with spine and joint reconstruction surgeons;
 
 •  more extensive intellectual property portfolios and resources for patent protection;
 
 •  greater financial and other resources for product research and development;
 
 

•  greater experience in obtaining and maintaining FDA and other regulatory clearances or approvals for products and product
enhancements;

 
 •  established manufacturing operations and contract manufacturing relationships;
 
 •  significantly greater name recognition and more recognizable trademarks; and
 
 •  established relationships with healthcare providers and payors.
 

Even if we successfully introduce implant products to market based on our ceramic materials, we may not succeed in overcoming the
competitive advantages of these large and dominant orthopedic implant companies. In addition, emerging and small innovative companies
may seek to increase their market share and they may later possess competitive advantages, which could also impact our business even if
we successfully introduce implant products based on our ceramic materials. Moreover, many other companies are seeking to develop
ceramic-based implant products, and these companies may introduce products which compete effectively against our products in terms of
performance, price or both.
 
If we are unable to establish a sales and marketing infrastructure and enter into suitable arrangements with independent sales
agencies, we will not be able to commercialize our product candidates.
 

Upon FDA clearance, we intend to market and sell our lead spinal products in the United States using a hybrid distribution network
that includes a combination of experienced, independent sales agents with strong, existing surgeon relationships and a direct sales force in
selected markets. A similar hybrid sales force will also be used to market our hip and knee reconstructive products. We have not yet
established an internal sales organization, and we will need to recruit and train sales and marketing personnel in time for the launch of our
most advanced product candidates, as well as expand our marketing capabilities as we grow our business. The establishment of our sales
force will be expensive and time consuming, and we cannot assure you that we will be able to recruit and train a sufficient number of
experienced and effective sales personnel on a timely basis.
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In addition, we cannot assure you that we will succeed in entering into productive arrangements with an adequate number of sales
agencies that are sufficiently dedicated to selling our products. The establishment of a network of sales agencies is expensive and time
consuming. Furthermore, many potential sales agencies will market and sell the products of our competitors. Even if these sales agencies
agree to market and sell our products, our competitors may be able, by offering higher commission payments or other incentives, to
persuade these sales agencies to reduce or terminate their sales and marketing efforts of our products. Even if we enter into agreements with
independent sales agencies, they may not generate revenue as quickly as we expect them to, commit the necessary resources to effectively
market and sell our products, or ultimately succeed in selling our products. If we are not successful in building an effective external sales
and marketing network to complement our internal sales force, we will have difficulty commercializing our product candidates, which
would adversely affect our business and financial condition.
 
We are in the process of establishing our own certified manufacturing facility and validating of our manufacturing processes to
produce our silicon nitride-based implant products, and we may not be successful in developing the necessary commercial-scale
manufacturing processes, facilities and capabilities.
 

Prior to March 2006, we utilized an internal pilot manufacturing facility to produce prototypes of some of our ceramic product
candidates, and we used third parties to produce components of some of our other ceramic product candidates, such as silicon nitride ball
blanks for femoral heads. We are currently in the process of developing internal manufacturing operations, and we will need to continue our
efforts to develop scaled-up processes, equip our facility and recruit and train manufacturing personnel before the commercial launch of our
lead implant products. We anticipate our facility becoming fully operational for commercial-scale production by the end of 2007. Although
we have received an International Standards Organization, or ISO, certification for our facility from the British Standards Institution, our
facilities are yet to be inspected by the FDA. In addition to developing and working to scale-up a process for the manufacture of our silicon
nitride ceramic products, we are also currently verifying a manufacturing process for our implant products that incorporate features of our
CSC technology. We cannot assure you that we will be able to establish commercial-scale production of our products using cost-effective,
reliable processes in facilities that meet applicable regulatory requirements. If we are unable to manufacture our products with consistent
and satisfactory quality, at competitive costs, and sufficient quantities to meet demand, any of these circumstances may cause us to delay
the introduction of our products or, once our products are introduced, may cause hospitals and surgeons to refrain from placing orders for
them.
 
If we fail to comply with the FDA’s quality system regulation, the manufacture of our products could be delayed or interrupted and our
products may be subject to product recalls.
 

We will be required to comply with the FDA’s quality system regulation, or QSR, which covers, among other things, the methods and
documentation of the design, testing, production, control, quality assurance, labeling, packaging, sterilization, storage and shipping of our
products. The FDA monitors compliance with the QSR through inspections of manufacturing facilities. If we are determined not to be in
compliance or if any corrective action plan is not sufficient, we could be prevented or forced to delay the manufacture of our products,
which could have a material adverse effect on our business, financial condition and results of operations. Moreover, after we have
introduced products, any failure to maintain QSR compliance could force us to cease the manufacture of our products and subject us to
other enforcement sanctions, including withdrawal of our products from the market, and delay or interrupt the manufacture of additional
products.
 

We are in the process of developing a cost-effective process for the manufacture of our products based on our CSC technology, and if we
are unable to implement such a process on a timely basis, we will experience delays in the introduction of our implant products that
incorporate our CSC technology.
 

We are in the process of implementing an exclusively licensed process for the manufacture of our product candidates that will
incorporate our CSC technology. We cannot assure you that we will succeed in our process implementation efforts for the manufacture of
our product candidates that will incorporate our CSC technology. Delays in achieving a cost-effective and reliable process for commercial-
scale production of implant products
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that incorporate our CSC technology could impede the introduction of those product candidates and would adversely affect our business.
 
We depend on a limited number of third-party suppliers for key raw materials used in our manufacturing processes, and the loss of
these third-party suppliers or their inability to supply us with adequate raw materials could harm our business.
 

We rely on a limited number of third-party suppliers for the raw materials required for the production of our implant products that
will be made using silicon nitride, and we currently are developing arrangements with secondary sources for these raw materials. Our
dependence on a limited number of third-party suppliers and the challenges we may face in obtaining adequate supplies of raw materials
involve several risks, including limited control over pricing, availability, quality, and delivery schedules. We cannot be certain that our
current suppliers will continue to provide us with the quantities of these raw materials that we require or satisfy our anticipated
specifications and quality requirements. Any supply interruption in limited or sole sourced raw materials could materially harm our ability
to manufacture our products until a new source of supply, if any, could be identified and qualified. Although we believe there are other
suppliers of these raw materials, we may be unable to find a sufficient alternative supply channel in a reasonable time or on commercially
reasonable terms. Any performance failure on the part of our suppliers could delay the development and commercialization of our implant
products, including limiting supplies necessary for clinical trials and regulatory approvals, or interrupt production of then existing products
that are already marketed, which would have a material adverse effect on our business.
 
If hospitals and other healthcare providers are unable to obtain coverage and adequate payments for procedures performed with our
products, it is unlikely our products will be widely used.
 

Successful sales of our products will depend on the availability of coverage and adequate payments from third-party payors, including
government programs such as Medicare and Medicaid, private insurance plans and managed care programs for procedures utilizing our
future products. Hospitals and other healthcare providers that purchase orthopedic implant products for treatment of their patients generally
rely on third-party payors to pay for all or part of the costs and fees associated with the procedures performed with or utilizing these
devices. The existence of coverage and adequate payments for our products and the procedures performed with them by government and
private insurance plans are central to acceptance of our lead and pipeline products. Many private payors currently base their reimbursement
policies on the coverage decisions and payment amounts determined by the Centers for Medicare and Medicaid Services, or CMS, which
administers the Medicare program. Others may adopt different coverage or payment policies for procedures performed with our products,
while some governmental programs, such as Medicaid, have reimbursement policies that vary from state to state, some of which may not
pay for the procedures performed with our products in an adequate amount, if at all. Our success may also be impacted by future action by
CMS or other government agencies aimed at limiting payments to physicians, outpatient centers and hospitals. Additionally, as the portion
of the U.S. population eligible for Medicare continues to grow, we will be more vulnerable to reimbursement limitations imposed by
Medicare. For example, in 2006 CMS issued a national coverage decision denying Medicare coverage for DePuy’s CHARITE™ prosthetic
intervertebral disc implant for patients over 60 years old. Also, the healthcare industry in the United States has experienced a trend toward
cost containment as government and private insurers seek to control healthcare costs by paying service providers lower rates. Therefore, we
cannot be certain that our products or the procedures performed with them will be covered or adequately reimbursed and thus we may be
unable to sell our products profitably if third-party payors deny coverage or reduce their levels of payment below that which we project, or
if our production costs increase at a greater rate than payment levels.
 

In addition, future reimbursement may be subject to international regulatory approval requirements and increased restrictions in
international markets. Medical device regulatory requirements and healthcare payment systems vary significantly from country to country,
and each country’s health care system may include both government sponsored healthcare and private insurance. Many countries have also
instituted price ceilings on specific product lines. Any failure to receive regulatory and reimbursement approvals would negatively impact
market acceptance of our products in any other international markets in which those approvals are sought.
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We are dependent on our senior management team, engineering team, sales and marketing team and key surgeon advisors, and the loss
of any of them could harm our business.
 

We have not entered into employment agreements with any of the members of our senior management team, and, therefore, there are
no assurances that the services of any of these individuals will be available to us for any specified period of time. The loss of members of
our senior management team, sales and marketing team, engineering team and key surgeon advisors, or our inability to attract or retain other
qualified personnel or advisors could have a material adverse effect on our business, financial condition and results of operations.
 
Risks Related to Regulatory Approval of Our Products and Other Government Regulations
 
The safety of our products is not yet supported by any long-term clinical data, and they may prove to be less safe and effective than our
laboratory data indicate.
 

We intend to seek clearance or approval for each of our lead and pipeline product candidates through the FDA’s 510(k) or PMA
process depending on the product candidate. The 510(k) clearance process is based on the FDA’s agreement that a new product candidate
is substantially equivalent to an already marketed product for which a PMA was not required and requires little or no additional supporting
clinical data. Long-term clinical data or marketing experience obtained after clearance may indicate that our products cause unexpected
complications or other unforeseen negative effects. If this happens, we could be subject to the withdrawal of our marketing clearance and
other enforcement sanctions by the FDA, product recalls, significant legal liability, significant negative publicity, damage to our reputation
and a dramatic reduction in our ability to sell our products, any one of which would have a material adverse effect on our business, financial
condition and results of operations.
 
We expect to be required to conduct clinical trials for our pipeline product candidates. We have no experience conducting clinical trials,
they may proceed more slowly than anticipated, and we cannot be certain that our products will be shown to be safe and effective for
human use.
 

In order to commercialize our pipeline product candidates, we must submit a PMA for most of these product candidates, which will
require us to conduct clinical trials. Even though we plan to seek FDA clearance of our pipeline Infinia Total Hip Implant product through
the 501(k) process, the FDA has indicated that it expects us to conduct a clinical trial in support of our 510(k). We will receive approval
from the FDA to commercialize pipeline products requiring a clinical trial only if we can demonstrate to the satisfaction of the FDA, in
well-designed and properly conducted clinical trials, that our product candidates are safe and effective and otherwise meet the appropriate
standards required for approval for specified indications. Clinical trials are complex, expensive, time consuming, uncertain and subject to
substantial and unanticipated delays. Before we may begin clinical trials, we must submit and obtain approval for an investigational device
exemption, or IDE, that describes, among other things, the manufacture of, and controls for, the device and a complete investigational plan.
Clinical trials generally involve a substantial number of patients in a multi-year study. We may encounter problems with our clinical trials
and any of those problems could cause us or the FDA to suspend those trials, or delay the analysis of the data derived from them.
 

A number of events or factors, including any of the following, could delay the completion of our clinical trials in the future and
negatively impact our ability to obtain FDA approval for, and to introduce a particular pipeline product candidate:
 
 •  failure to obtain approval from the FDA or any foreign regulatory authority to commence an investigational study;
 
 •  conditions imposed on us by the FDA or any foreign regulatory authority regarding the scope or design of our clinical trials;
 
 

•  delays in obtaining or in our maintaining required approvals from institutional review boards or other reviewing entities at clinical
sites selected for participation in our clinical trials;
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 •  insufficient supply of our pipeline product candidates or other materials necessary to conduct our clinical trials;
 
 •  difficulties in enrolling patients in our clinical trials;
 
 

•  negative or inconclusive results from clinical trials, or results that are inconsistent with earlier results, that necessitate additional
clinical studies;

 
 •  serious or unexpected side effects experienced by patients in whom our pipeline product candidates are implanted; or
 
 

•  failure by any of our third-party contractors or investigators to comply with regulatory requirements or meet other contractual
obligations in a timely manner.

 
Our clinical trials may not begin as planned, may need to be redesigned, and may not be completed on schedule, if at all. Delays in

our clinical trials may result in increased development costs for our product candidates, which could cause our stock price to decline and
limit our ability to obtain additional financing. In addition, if one or more of our clinical trials are delayed, competitors may be able to bring
products to market before we do, and the commercial viability of our product candidates could be significantly reduced.
 
Once our products are commercialized, we and our independent sales agents must comply with various federal and state anti-kickback,
self-referral, false claims and similar laws, any breach of which could cause a material adverse effect on our business, financial
condition and results of operations.
 

Once our products are commercialized, our relationships with surgeons, hospitals and the marketers of our products will become
subject to scrutiny under various federal anti-kickback, self-referral, false claims and similar laws, often referred to collectively as
healthcare fraud and abuse laws. Healthcare fraud and abuse laws are complex, and even minor, inadvertent violations can give rise to
claims that the relevant law has been violated. Possible sanctions for violation of these fraud and abuse laws include monetary fines, civil
and criminal penalties, exclusion from federal and state healthcare programs, including Medicare, Medicaid, Veterans Administration health
programs, workers’ compensation programs and TRICARE (the healthcare system administered by or on behalf of the U.S. Department of
Defense for uniformed services beneficiaries, including active duty and their dependents, retirees and their dependents), and forfeiture of
amounts collected in violation of such prohibitions. Certain states in which we intend to market our products have similar fraud and abuse
laws, imposing substantial penalties for violations. Any government investigation or a finding of a violation of these laws would likely
result in a material adverse effect on the market price of our common stock, as well as our business, financial condition and results of
operations.
 

Anti-kickback laws and regulations prohibit any knowing and willful offer, payment, solicitation or receipt of any form of
remuneration in return for the referral of an individual or the ordering or recommending of the use of a product or service for which
payment may be made by Medicare, Medicaid or other government-sponsored healthcare programs. We have entered into consulting
agreements and product development agreements with surgeons, including some who may make referrals to us or order our products after
our products are introduced to market. In addition, some of these surgeons own our stock, which they purchased in arms’ length
transactions on terms identical to those offered to non-surgeons, or received stock options from us as consideration for consulting services
performed by them. Other surgeons may be offered shares as part of this offering under our directed share program as described in the
“Underwriters” section of this prospectus. While these transactions were structured with the intention of complying with all applicable laws,
including the federal ban on physician self-referrals, commonly known as the “Stark Law,” state anti-referral laws and other applicable
anti-kickback laws, it is possible that regulatory or enforcement agencies or courts may in the future view these transactions as prohibited
arrangements that must be restructured or for which we would be subject to other significant civil or criminal penalties, or prohibit us from
accepting referrals from these surgeons. Because our strategy relies on the involvement of surgeons who consult with us on the design of
our product candidates, we could be materially impacted if regulatory or enforcement agencies or courts interpret our financial relationships
with our surgeon
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advisors who refer or order our products to be in violation of applicable laws and determine that we would be unable to achieve compliance
with such applicable laws. This could harm our reputation and the reputations of our surgeon advisors. In addition, the cost of non-
compliance with these laws could be substantial since we could be subject to monetary fines and civil or criminal penalties, and we could
also be excluded from federally-funded healthcare programs, including Medicare and Medicaid, for non-compliance.
 

The scope and enforcement of all of these laws is uncertain and subject to rapid change, especially in light of the lack of applicable
precedent and regulations. There can be no assurance that federal or state regulatory or enforcement authorities will not investigate or
challenge our current or future activities under these laws. Any investigation or challenge could have a material adverse effect on our
business, financial condition and results of operations. Any state or federal regulatory or enforcement review of us, regardless of the
outcome, would be costly and time consuming. Additionally, we cannot predict the impact of any changes in these laws, whether these
changes are retroactive or will have effect on a going-forward basis only.
 
We face significant uncertainty in the industry due to government healthcare reform.
 

Political, economic and regulatory influences are subjecting the healthcare industry to fundamental changes. Reforms under
consideration in the United States include mandated basic healthcare benefits, controls on healthcare spending, increases in insurance
premiums and increased out-of-pocket requirements for patients, the creation of large group purchasing organizations that aim to reduce the
costs of products that their member hospitals consume, and significant modifications to the healthcare delivery system. We anticipate that
the U.S. Congress and state legislatures will continue to review and assess alternative healthcare delivery systems and payment methods.
Due to uncertainties regarding the ultimate features of reform initiatives and the timing of their enactment and implementation, we cannot
predict which, if any, of such reform proposals will be adopted, when they may be adopted or what impact reform initiatives may have on
us.
 
Risks Related to Our Intellectual Property and Litigation
 
If the combination of patents, trade secrets and contractual provisions that we rely on to protect our intellectual property is inadequate,
our ability to commercialize our orthopedic implants successfully will be harmed, and we may not be able to operate our business
profitably.
 

Our success depends significantly on our ability to protect our proprietary rights to the technologies incorporated in our products. We
currently have four issued U.S. patents, twelve pending U.S. patent applications, and ten pending foreign patent applications. We rely on a
combination of patent protection, trade secret laws and nondisclosure, confidentiality and other contractual restrictions to protect our
proprietary technology. However, these may not adequately protect our rights or permit us to gain or keep any competitive advantage.
 

The issuance of a patent is not conclusive as to its scope, validity or enforceability. The scope, validity or enforceability of our issued
patents can be challenged in litigation or proceedings before the U.S. Patent and Trademark Office, or the USPTO. In addition, our pending
patent applications include claims to numerous important aspects of our products under development that are not currently protected by any
of our issued patents. We cannot assure you that any of our pending patent applications will result in the issuance of patents to us. The
USPTO may deny or require significant narrowing of claims in our pending patent applications. Patents issued as a result of the pending
patent applications, if any, may not provide us with significant commercial protection or be issued in a form that is advantageous to us.
Proceedings before the USPTO could result in adverse decisions as to the priority of our inventions and the narrowing or invalidation of
claims in issued patents. The laws of some foreign countries may not protect our intellectual property rights to the same extent as the laws
of the United States, if at all.
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Our competitors may successfully challenge and invalidate or render unenforceable our issued patents, including any patents that may
issue in the future, which could prevent or limit our ability to market our products and could limit our ability to stop competitors from
marketing products that are substantially equivalent to ours. In addition, competitors may be able to design around our patents or develop
products that provide outcomes that are comparable to our products but that are not covered by our patents.
 

We also rely on an exclusive license from Dytech Corporation Ltd., or Dytech, for rights under three patents relating to a
manufacturing process that can be used to implement our CSC technology. Our exclusive license from Dytech will be in effect for as long as
we continue to have payment obligations to Dytech under the license, unless the license is earlier terminated on account of a continuing
material violation of the license agreement. In the event of an early termination, we would not be able to rely on Dytech’s patents for the
manufacturing process for the implementation of our CSC technology, and our ability to manufacture and commercialize our products
incorporating this technology would be significantly impacted in an adverse manner.
 

Further, in the event that we are not able to commercialize a product or product candidate incorporating the licensed technology from
Dytech within three years of the effective date of the agreement, or December 20, 2009 (or four years in the event clinical trials are
required for FDA clearance, or December 20, 2010), Dytech will have the right, upon thirty days prior written notice to us, to convert the
exclusive license into a non-exclusive license. In the event that our exclusive license is converted into a non-exclusive license, other
competitors may be able to obtain licenses similar to ours that would substantially impair our ability to prevent competitors from
commercializing products similar to ours.
 

We have also entered into confidentiality and assignment of intellectual property agreements with certain of our employees,
consultants and advisors as one of the ways we seek to protect our intellectual property and other proprietary technology. However, these
agreements may not be enforceable or may not provide meaningful protection for our trade secrets or other proprietary information in the
event of unauthorized use or disclosure or other breaches of the agreements.
 

In the event a competitor infringes upon one of our patents, our licensed patents or other intellectual property rights, enforcing our
rights may be difficult, time consuming and expensive, and would divert management’s attention from managing our business. There can
be no assurance that we will be successful on the merits in any enforcement effort. In addition, we may not have sufficient resources to
litigate, enforce or defend our intellectual property rights.
 
We have no patent protection covering the composition of our formulation of silicon nitride or the process we use for manufacturing
silicon nitride, and competitors may create doped-silicon nitride implant products substantially similar to ours, which could
significantly diminish the effect of any competitive advantages that we might otherwise have had.
 

The composition of silicon nitride formulated with dopants such as yttira and alumina is generally known or is readily knowable, and
we have no patent protection either for the composition of our formulation of silicon nitride, which we refer to as MC2, or for the process of
manufacturing our MC2 silicon nitride and implant products made from that material. Moreover, we are aware of at least one ceramic
manufacturer that already has the capability of manufacturing silicon nitride with strength, fracture resistance, and wear resistance
characteristics similar to our MC2 silicon nitride. If other orthopedic companies decide to compete with us by manufacturing implants made
from silicon nitride, or by marketing implants with silicon nitride components purchased from suppliers, we will have no ability to prevent
them from doing so, except to the extent that specific implant embodiments are covered by our issued patents. To date, we have been issued
one U.S. patent related to our MC2 technology, directed to the use of silicon nitride, with certain flexural strength and toughness
characteristics, in the concave component of an articulating implant, where the convex component is made of a cobalt chromium metal
alloy. Although we have submitted patent applications directed to other implant embodiments, such as an articulating implant where the
concave component is made of a cobalt chromium metal alloy and the convex component is made of silicon nitride, or where both the
concave and convex components are made of silicon
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nitride, there is no assurance that such applications will issue as patents. If we fail to obtain patents with claims of a scope necessary to
cover the various embodiments of orthopedic implants we intend to develop, our competitors will have the right to seek to develop and
market substantially similar orthopedic implants made of silicon nitride. We are aware of one other company that appears to be developing
at least one implant component made from silicon nitride, and we cannot assure you that our competitors will not seek to develop and
market orthopedic implants made of silicon nitride in the future. The introduction by our competitors of orthopedic implants made from
silicon nitride could negatively impact our ability to maintain a competitive advantage based on our MC2 technology, particularly if such
competitive silicon nitride implants possessed strength, fracture resistance, wear resistance and imaging characteristics similar to our MC2

silicon nitride.
 

We continue to develop and refine our manufacturing processes to produce silicon nitride implants, and we believe we have already
developed, and will continue to develop, significant know-how related to these processes. However, there is no assurance that we will be
able to maintain this know-how as trade secrets, and competitors may develop or acquire equally valuable or more valuable know-how
related to the manufacture of silicon nitride implants. Further, if any of our competitors is able to obtain patent protection for its
composition of silicon nitride or for its process for manufacturing silicon nitride, we could become subject to patent infringement claims
and further be prevented from continuing the manufacture of our silicon nitride based implant products.
 
We could become subject to intellectual property litigation that could be costly, result in the diversion of management’s time and efforts,
require us to pay damages, prevent us from marketing our product candidates under development, and/or reduce the margins we may
realize from our products that we may commercialize.
 

The medical devices industry is characterized by extensive litigation and administrative proceedings over patent and other intellectual
property rights. Whether a product infringes a patent involves complex legal and factual issues, and the determination is often uncertain.
There may be existing patents of which we are unaware that our products under development may inadvertently infringe. The likelihood
that patent infringement claims may be brought against us increases as the number of participants in the market for spine, hip and knee
implants increases and as we achieve more visibility in the market place and introduce products to market.
 

Any infringement claim against us, even if without merit, may cause us to incur substantial costs, and would place a significant strain
on our financial resources, divert the attention of management from our core business, and harm our reputation. In some cases, litigation
may be threatened or brought by a patent holding company or other adverse patent owner who has no relevant product revenues and against
whom our patents may provide little or no deterrence. If we were found to infringe any patents, we could be required to pay substantial
damages, including triple damages if an infringement is found to be willful, and royalties and could be prevented from selling our products
unless we obtain a license or are able to redesign our products to avoid infringement. We may not be able to obtain a license enabling us to
sell our products on reasonable terms, or at all, and there can be no assurance that we would be able to redesign our products in a way that
would not infringe those patents. If we fail to obtain any required licenses or make any necessary changes to our technologies or the
products that incorporate them, we may be unable to commercialize one or more of our products or may have to withdraw products from
the market, all of which would have a material adverse effect on our business, financial condition and results of operations.
 

In addition, in order to further our product development efforts, we have entered into agreements with orthopedic surgeons to help us
design and develop new products, and we expect to enter into similar agreements in the future. In certain instances, we have agreed to pay
such surgeons royalties on sales of products which incorporate their product development contributions. There can be no assurance that
surgeons with whom we have entered into such arrangements will not claim to be entitled to a royalty even if we do not believe that such
products were developed by cooperative involvement between us and such surgeons. In addition, some of our surgeon advisors have
agreements with other orthopedic companies pursuant to which they have agreed to assign to those other companies their rights in
inventions which they conceive or develop, or help conceive or develop.
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There can be no assurance that one or more of these orthopedic companies will not claim ownership rights to an invention we develop in
collaboration with our surgeon advisors or consultants on the basis that an agreement with such orthopedic company gives it ownership
rights in the invention. Any such claim against us, even without merit, may cause us to incur substantial costs, and would place a
significant strain on our financial resources, divert the attention of management from our core business and harm our reputation.
 
If our ceramic technologies or our product candidates conflict with the rights of others, we may not be able to manufacture or market
our product candidates, which could have a material and adverse effect on us.
 

Our commercial success will depend in part on not infringing the patents or violating the other proprietary rights of third parties. We
are aware of an issued patent that was recently granted to DePuy by the European Patent Office (EP 1212013) based on international patent
application no. WO 01/17464, entitled “Combination of Material for Joint Prosthesis” (the “EP ’013 patent”). The EP ’013 patent was
granted for nineteen different designated European states and claims an orthopedic joint prosthesis having metal on ceramic articulating
surfaces, wherein the hardness of the metallic material is at least about 2500 MPa, and the hardness of the ceramic material is greater than
that of the metallic material by at least about 4000 MPa, where the articulating surfaces have sphericity not more than 0.01 microns and
surface roughness more than 0.05 microns.
 

We are aware that several third parties, including Biomet UK Ltd, filed post-grant oppositions to the EP ’013 patent raising objections
as to its scope and validity. An opposition is a proceeding that allows third parties to challenge the validity of a European patent granted by
the European Patent Office. The European Patent Office recently dispatched a communication indicating that DePuy had informed the
European Patent Office that it no longer approved the text in the form that EP ’013 was granted and would not approve an alternative text,
requesting on this basis that the patent should be revoked. As a result, the Opposition Division of the European Patent Office has now
revoked the patent. However, we are aware that a divisional application, based on the EP ’013, is still pending before the European Patent
Office, and accordingly, there can be no assurances that DePuy may not have filed, or will not in the future file another divisional patent
application with a similar scope to the EP ’013 patent. We are monitoring the situation closely. If another pending or a new divisional patent
application results in the issuance by the European Patent Office of a patent similar in scope, and if our activities are determined to be
covered by such a patent, we cannot provide any assurance that DePuy would be willing to grant us a license on terms we or they would
consider commercially reasonable, if at all. As a consequence, we could be prevented from manufacturing and marketing high-strength
ceramic-on-metal articulating implants in the Europe, which would have a material adverse effect on our business, financial condition and
results of operations.
 

The EP ’013 patent had a corresponding U.S. counterpart patent application pending in the United States involving similar claims
(U.S. Pub. 2005/0033442). The U.S. patent office recently rejected all of these claims, and then declared the application to be abandoned
because DePuy did not respond to the rejection. There can be no assurances that DePuy has not filed, or will not file in the future, a petition
to revive the abandoned U.S. application. Such a petition would only be granted by the patent office if DePuy’s abandonment of the U.S.
application was unintentional or unavoidable. DePuy may also have other pending U.S. patent applications of which we are unaware
directed to the same or similar subject matter as the abandoned application. We are monitoring this situation in the United States closely.
 

Issued patents held by others may limit our ability to develop commercial products. All issued patents are entitled to a presumption of
validity under the laws of the United States. If we need suitable licenses to such patents to permit us to develop or market our product
candidates, we may be required to pay significant fees or royalties and we cannot be certain that we would even be able to obtain such
licenses. Competitors or third parties may obtain patents that may cover subject matter we use in developing the technology required to
bring our products to market, that we use in producing our products, or that we use in treating patients with our products. We know that
others have filed patent applications in various jurisdictions that relate to several areas in which we are developing products. Some of these
patent applications have already resulted in patents and some
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are still pending. If we were found to infringe any of these issued patents or any of the pending patent applications, when and if issued, we
may be required to alter our processes or product candidates, pay licensing fees or cease activities. If use of technology incorporated into or
used to produce our product candidates is challenged, or if our processes or product candidates conflict with patent rights of others, third
parties could bring legal actions against us, in Europe, the United States and elsewhere, claiming damages and seeking to enjoin
manufacturing and marketing of the affected products. Additionally, it is not possible to predict with certainty what patent claims may issue
from pending applications. In the United States, for example, patent prosecution can proceed in secret prior to issuance of a patent,
provided such application is not filed in foreign jurisdiction. For U.S. patent applications that are also filed in foreign jurisdictions, such
patent applications will not publish until 18 months from the filing date of the application. As a result, third parties may be able to obtain
patents with claims relating to our product candidates which they could attempt to assert against us. Further, as we develop our products,
third parties may assert that we infringe the patents currently held or licensed by them and we cannot predict the outcome of any such
action.
 

There has been extensive litigation in the medical devices industry over patents and other proprietary rights. If we become involved in
any litigation, it could consume a substantial portion of our resources, regardless of the outcome of the litigation. If these legal actions are
successful, in addition to any potential liability for damages, we could be required to obtain a license, grant cross-licenses and pay
substantial royalties in order to continue to manufacture or market the affected products.
 

We cannot assure you that we would prevail in any legal action or that any license required under a third party patent would be made
available on acceptable terms or at all. Ultimately, we could be prevented from commercializing a product, or forced to cease some aspect
of our business operations, as a result of claims of patent infringement or violation of other intellectual property rights, which could have a
material and adverse effect on our business, financial condition and results of operations.
 
We could be prevented from using the trademark “Amedica” as our name and could be prevented from using “Amedica” in conjunction
with our products, which could eliminate any goodwill associated with “Amedica” and negatively impact the marketing of our products.
 

We applied for but have not yet received a registration in the United States for the trademark “Amedica”. Another company, Amedica
Biotech, has an earlier filed, trademark registration for the same mark. Amedica Biotech registered its mark for use in commerce with
certain types of pharmaceutical products. Though we are seeking registration for use in connection with medical apparatuses, if the U.S.
Patent and Trademark Office finds that we were not the first to use the mark in commerce and that a likelihood of confusion exists, we may
not be able to register our mark. Further, Amedica Biotech may seek to enjoin our use of the mark. If Amedica Biotech is successful, we
would have to change our name, which could be an expensive and time-consuming process, and we would lose any goodwill we have thus
far created in the mark.
 

We also filed an application on August 31, 2006 to register “Amedica” with the Office for Harmonization of the Internal Market,
which is the trademark and industrial design registry of the European Union. We have learned that an opposition to this application was
filed on February 26, 2007, by Addmedica (S.A.S.), or Addmedica, a French company, claiming a likelihood of confusion. The opposition
was deemed admissible on March 9, 2007. Through July 11, 2007, we were in a “cooling off period” during which we and Addmedica had
the opportunity to reach a negotiated settlement. The cooling-off period was not extended and either party may proceed with an adversarial
opposition. We can negotiate a settlement with Addmedica at any time until the Office for Harmonization of the Internal Market reaches a
final decision, which will be after November 11, 2007. In order to reach a settlement with Addmedica, we may be forced to make
concessions such as altering the European labeling of our products, restricting the European channels of distribution we plan to use to
market our products, narrowing the description of goods and services in our pending application, or limiting the geographic markets we
seek to operate in within Europe, any of which could have an adverse effect on our operations. If we are unable to reach a negotiated
settlement and the opposition is successful, we could be prevented from using “Amedica” in commerce in the European Union. This could
require us to market our products under different
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names in the European Union and the United States. This could adversely impact our efforts to achieve cross- border name recognition for
our products, lead us to select a different trademark for the marketing of our products worldwide or to change our company name.
 
We may be subject to damages resulting from claims that we, our employees, or our independent sales agencies have wrongfully used or
disclosed alleged trade secrets of our competitors or are in breach of non-competition agreements with our competitors or non-
solicitation agreements.
 

Many of our employees were previously employed at other orthopedic implant companies, including our competitors and potential
competitors. Many of our potential distributors sell, or in the past have sold, products of our competitors. We may be subject to claims that
either we, or these employees or distributors, have inadvertently or otherwise used or disclosed the trade secrets or other proprietary
information of our competitors. In addition, we have been and may in the future be subject to claims that we caused an employee or sales
agent to break the terms of his or her non-competition agreement or non-solicitation agreement. Litigation may be necessary to defend
against these claims. Even if we are successful in defending against these claims, litigation could result in substantial costs and be a
distraction to management. If we fail in defending such claims, in addition to paying money damages, we may lose valuable intellectual
property rights or personnel. A loss of key personnel or their work product could hamper or prevent our ability to commercialize products,
which could have an adverse effect on our business, financial condition and results of operations.
 
Risks Related to Potential Litigation from Operating Our Business
 
If we successfully commercialize our products under development, we will become subject to potential product liability claims, and we
may be required to pay damages that exceed our insurance coverage.
 

We expect that our business will expose us to potential product liability claims that are inherent in the design, testing, manufacture,
sale and distribution of orthopedic implants. Spine, hip and knee implants involve significant risks of serious complications, including
bleeding, nerve injury, paralysis, infection, and even death. Any product liability claim brought against us, with or without merit, could
result in the increase of our product liability insurance rates or in our inability to secure coverage in the future on commercially reasonable
terms, if at all. In addition, if our product liability insurance proves to be inadequate to pay a damage award, we may have to pay the excess
of this award out of our cash reserves, which could significantly harm our financial condition. If longer-term patient results and experience
indicate that our products or any component of a product causes tissue damage, motor impairment or other adverse effects, we could be
subject to significant liability. A product liability claim, even one without merit, could harm our reputation in the industry, lead to
significant legal fees, and result in the diversion of management’s attention from managing our business.
 
Any claims relating to our improper handling, storage or disposal of biological or hazardous materials could be time consuming and
costly.
 

Although we do not believe that the manufacture of our ceramic implant products will involve the use of hazardous materials, it is
possible that regulatory authorities may disagree or that changes to our manufacturing processes may result in such use. Our business and
facilities and those of our suppliers and future suppliers may therefore be subject to foreign, federal, state and local laws and regulations
governing the use, manufacture, storage, handling and disposal of hazardous materials and waste products. We may incur significant
expenses in the future relating to any failure to comply with environmental laws. Any such future expenses or liability could have a
significant negative impact on our business, financial condition and results of operations.
 

20



Table of Contents

Risks Related to Our Need for Financing
 
We will require substantial additional financing and our failure to obtain additional funding when needed could force us to delay,
reduce or eliminate our product development programs or commercialization efforts.
 

We will require substantial future capital in order to continue to conduct the research and development and regulatory clearance and
approval activities necessary to bring our products to market and to establish effective marketing and sales capabilities. We do not expect
our existing capital resources and the net proceeds from this offering to be sufficient to enable us to fund the completion of the development
and commercialization of all of our product candidates. We expect that our existing capital resources and the net proceeds from this
offering will enable us to maintain currently planned operations through the end of 2009. However, our operating plan may change, and we
may need additional funds sooner than anticipated to meet our operational needs and capital requirements for product development, clinical
trials and commercialization.
 

We currently have no committed sources of capital. Additional funds may not be available when we need them on terms that are
acceptable to us, or at all. If adequate funds are not available on a timely basis, we may terminate or delay the development of one or more
of our product candidates, or delay establishment of sales and marketing capabilities or other activities necessary to commercialize our
product candidates.
 

Our future capital requirements will depend on many factors, including:
 
 •  the scope, progress, results and cost of our product development efforts;
 
 •  the costs, timing and outcomes of regulatory reviews of our implant products;
 
 •  the number and types of implant products we develop and commercialize;
 
 •  the costs of establishing sales and marketing infrastructure and of establishing commercial-scale manufacturing operations;
 
 

•  the costs of preparing, filing and prosecuting patent applications and maintaining, enforcing and defending intellectual property-
related claims;

 
 

•  our ability to establish strategic collaborations or other arrangements on terms acceptable to us, the amount and timing of our
expenditures, and our collaborators’ contributions under such arrangements; and

 
 •  the extent and scope of our general and administrative expenses.
 
Raising additional capital by issuing securities or through licensing arrangements may cause dilution to existing stockholders, restrict
our operations or require us to relinquish proprietary rights.
 

To the extent that we raise additional capital through the sale of equity or convertible debt securities, your ownership interest will be
diluted, and the terms may include liquidation or other preferences that adversely affect your rights as a stockholder. Debt financing, if
available, may involve agreements that include covenants limiting or restricting our ability to take specific actions such as incurring
additional debt, making capital expenditures or declaring dividends. If we raise additional funds through collaboration and licensing
arrangements with third parties, we may have to relinquish valuable rights to our technologies or products or grant licenses on terms that
are not favorable to us. Any of these events could adversely affect our ability to achieve our product development and commercialization
goals and have a material adverse effect on our business, financial condition and results of operations.
 
We have incurred losses since our inception and anticipate that we will continue to incur substantial losses for the foreseeable future.
We may never achieve or sustain profitability.
 

We have a limited operating history, have never generated any revenue from product sales and have incurred substantial net losses
since our inception in 1996. As of March 31, 2007, we had an accumulated deficit of $18.2
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million. Our net loss was $6.2 million for the year ended December 31, 2006, and $5.6 million for the three months ended March 31, 2007.
Our losses have resulted principally from costs incurred in connection with our research and development activities and from general and
administrative expenses associated with our operations. We have not yet commercialized any products, we do not expect to introduce any of
our lead product candidates until 2008 and we do not anticipate introducing one of our lead spinal spacer product candidates until the
second half of 2008. We do not expect to start clinical trials of the earliest of our pipeline products before the first half of 2009. Until we
receive FDA clearances for our lead implant products and successfully launch those products, we expect to continue to incur substantial
losses for the foreseeable future. We also expect our research and development expenses and general and administrative expenses to
increase substantially following the completion of this offering as our products advance through the development cycle and we expand our
infrastructure. As a result, we will need to generate significant revenues to pay these expenses and achieve profitability.
 

If we are unable to develop and commercialize any of our product candidates, if development is delayed, or if sales revenue from any
product that receives marketing approval is insufficient, we may never become profitable. Even if we do become profitable, we may not be
able to sustain or increase our profitability on a quarterly or annual basis.
 
Risks Related to Our Common Stock and this Offering
 
There has been no prior public market for our common stock and an active trading market may not develop.
 

Prior to this offering, there has been no public market for our common stock. We cannot predict the extent to which investor interest
in our company will lead to the development of an active trading market on The NASDAQ Global Market or otherwise or how liquid that
market might become. The lack of an active market may impair the value of your shares and your ability to sell your shares at the time you
wish to sell them. An inactive market may also impair our ability to raise capital by selling our common stock and may impair our ability to
acquire other companies, products or technologies by using our common stock as consideration.
 
We expect that the price of our common stock will fluctuate substantially and you may not be able to sell your shares at or above the
offering price.
 

You should consider an investment in our common stock risky and invest only if you can withstand a significant loss and wide
fluctuations in the market value of your investment. The initial public offering price for the shares of our common stock sold in this
offering will be determined by negotiation between the underwriters and us based on several factors. This price may not reflect the market
price of our common stock following this offering. You may be unable to sell your shares of common stock at or above the initial public
offering price due to fluctuations in the market price of our common stock arising from changes in our operating performance or prospects.
In addition, the volatility of orthopedic implant company stocks often does not correlate to the operating performance of the companies
represented by such stocks. Some of the factors that may cause the market price of our common stock to fluctuate include:
 
 

•  our ability to develop, obtain regulatory clearances or approvals for, and market new and enhanced implant product candidates on
a timely basis;

 
 •  changes in governmental regulations or in the status of our regulatory approvals, clearances or future applications;
 
 

•  our announcements or our competitors’ announcements regarding new products, product enhancements, significant contracts,
number and productivity of distributors, number of hospitals and surgeons using products, acquisitions or strategic investments;

 
 •  announcements of technological or medical innovations for the treatment of orthopedic pathology;
 
 •  delays or other problems with the manufacturing of our implant product candidates and related instrumentation;
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 •  volume and timing of orders for our product candidates, if and when commercialized;
 
 •  changes in the availability of third-party reimbursement in the United States and other countries;
 
 •  quarterly variations in our or our competitors’ results of operations;
 
 •  changes in earnings estimates or recommendations by securities analysts, if any, who cover our common stock;
 
 •  failure to meet estimates or recommendations by securities analysts, if any, who cover our stock;
 
 •  changes in healthcare policy in the United States and internationally;
 
 •  product liability claims or other litigation involving us;
 
 •  sales of large blocks of our common stock, including sales by our executive officers, directors and significant stockholders;
 
 •  disputes or other developments with respect to intellectual property rights;
 
 •  changes in accounting principles; and
 
 

•  general market conditions and other factors, including factors unrelated to our operating performance or the operating
performance of our competitors.

 
These and other external factors may cause the market price and demand for our common stock to fluctuate substantially, which may

limit or prevent investors from readily selling their shares of common stock and may otherwise negatively affect the liquidity of our
common stock. In addition, in the past, when the market price of a stock has been volatile, holders of that stock have sometimes instituted
securities class action litigation against the company that issued the stock. If our stockholders brought a lawsuit against us, we could incur
substantial costs defending the lawsuit regardless of the outcome. Such a lawsuit also would divert the time and attention of our
management.
 
Securities analysts may not initiate coverage of our common stock or may issue negative reports, which may have a negative impact on
the market price of our common stock.
 

Securities analysts may elect not to provide research coverage of our common stock after the completion of this offering. If securities
analysts do not cover our common stock after the completion of this offering, the lack of research coverage may cause the market price of
our common stock to decline. The trading market for our common stock may be affected in part by the research and reports that industry or
financial analysts publish about our business. If one or more of the analysts who elect to cover us downgrade our stock, our stock price
would likely decline rapidly. If one or more of these analysts cease coverage of us, we could lose visibility in the market, which in turn
could cause our stock price to decline. In addition, recently adopted rules mandated by the Sarbanes-Oxley Act and a global settlement
reached in 2003 among the Securities and Exchange Commission, or the SEC, other regulatory agencies and a number of investment banks
have led to a number of fundamental changes in how analysts are reviewed and compensated. In particular, many investment banking firms
are required to contract with independent financial analysts for their stock research. It may be difficult for a company such as ours, with a
smaller market capitalization, to attract independent financial analysts that will cover our common stock. This could have a negative effect
on the market price of our stock.
 
If our executive officers, directors and principal stockholders choose to act together, they will be able to exert significant influence over
us and our significant corporate decisions and may act in a manner that advances their best interests and not necessarily those of other
stockholders.
 

Upon completion of this offering, our executive officers, directors, and beneficial owners of 5% or more of our outstanding common
stock and their affiliates will beneficially own approximately 27.0% of our outstanding common stock, or approximately 25.8% if the
underwriters’ over-allotment option is exercised in full. As a result, these persons, acting together, will have the ability to influence
significantly the outcome of all matters
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requiring stockholder approval, including the election and removal of directors and any merger, consolidation, or sale of all or substantially
all of our assets and they may act in a manner that advances their best interests and not necessarily those of other stockholders, including
investors in this offering, by, among other things:
 
 •  delaying, deferring or preventing a change in control of us;
 
 •  entrenching our management and/or our board of directors;
 
 •  impeding a merger, consolidation, takeover or other business combination involving us;
 
 •  discouraging a potential acquirer from making a tender offer or otherwise attempting to obtain control of us; or
 
 •  causing us to enter into transactions or agreements that are not in the best interests of all stockholders.
 

We also plan to reserve up to 5.0% of the shares offered in this offering under a directed share program in which our executive
officers and directors, principal stockholders, employees, business associates and related persons may be able to purchase shares in this
offering at the initial public offering price. This program may further increase the percentage of stock held by persons whose interests are
aligned with the interests of our executive officers, directors and principal stockholders.
 
Our management team may allocate the proceeds of this offering in ways in which you may not agree.
 

We intend to use the net proceeds from this offering to fund our product development efforts and the clearance or approval and
subsequent commercialization of our product candidates; to establish our hybrid sales and marketing organization; to scale-up our
manufacturing operations, continue to build out and equip our manufacturing facilities and to recruit and train manufacturing personnel; to
support our research and development efforts; and for general corporate purposes. For a further description of our intended use of the net
proceeds of this offering, see the “Use of Proceeds” section of this prospectus.
 

Because of the number and variability of factors that will determine our use of the net proceeds from this offering, our ultimate use of
these proceeds may vary substantially from their currently intended use. Our management will have considerable discretion over the use of
the net proceeds of this offering. Stockholders may not agree with such uses, and the net proceeds may be used in a manner that does not
increase our operating results or market value.
 
Future sales of our common stock in the public market after this offering may cause our stock price to decline and impair our ability to
raise future capital through the sale of our equity securities.
 

Upon completion of this offering, our current stockholders will hold a substantial number of shares of our common stock that they
will be able to sell in the public market in the near future. Sales by our current stockholders of a substantial number of shares after this
offering could significantly reduce the market price of our common stock. Moreover, following the completion of this offering, the holders
of 1,457,830 shares of common stock, assuming the conversion of our convertible preferred stock, and holders of warrants to purchase
1,062,067 shares of common stock, assuming the conversion of preferred stock warrants into common stock warrants, will have rights,
subject to some conditions, to require us to include their shares in registration statements that we may file for ourselves or other
stockholders. These shares of common stock, totaling 2,519,897 shares, assuming the exercise of the common stock warrants, represent
approximately 16.5% of the total number of shares of our common stock to be outstanding immediately after this offering, assuming
conversion of the preferred stock warrants but no exercise of the underwriters’ over-allotment option. Please see the “Description of Capital
Stock—Registration Rights” section of this prospectus for a description of the registration rights of these stockholders. In addition,
immediately upon completion of this offering, approximately 4,853,796 and 4,433,768 shares of our outstanding common stock then held
by existing stockholders which are deemed to be “restricted securities” pursuant to Rule 144 under the Securities Act of 1933, as amended,
or the Securities Act, will be eligible for sale in reliance on Rule 144(k) and Rule 144,
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respectively, subject to the lock-up agreements described in the “Underwriters” section of this prospectus. Upon completion of this
offering, a holder of warrants to acquire shares of our common stock will be able to net exercise such warrants by surrendering a portion of
that holder’s warrants as payment of the exercise price rather than paying the exercise price in cash. As of June 30, 2007, warrants to
acquire approximately 449,579 and 546,137 shares of our common stock would be eligible to rely upon on Rule 144(k) and Rule 144,
respectively, if they are net exercised, all of which are subject to the lock-up agreements.
 

We also intend to register all shares of our common stock that we may issue pursuant to our 2003 Stock Option Plan and our 2007
Stock Plan. Shares issued by us upon exercise of options granted under our stock plans would be eligible for sale in the public market upon
the effective date of the registration statement for those shares, subject to the lock-up agreements described in the “Underwriters” section
of this prospectus. If any of these holders cause a large number of securities to be sold in the public market, the sales could reduce the
trading price of our common stock. These sales also could impede our ability to raise future capital. Please see the “Shares Eligible for
Future Sale” section of this prospectus for a description of sales that may occur in the future.
 
We will incur increased costs as a result of changes in laws and regulations relating to corporate governance matters.
 

As a public reporting company, we will need to comply with the Sarbanes-Oxley Act of 2002 and the related rules and regulations
adopted by the SEC and by The NASDAQ Global Market, including expanded disclosures, accelerated reporting requirements and more
complex accounting rules. Compliance with Section 404 of the Sarbanes-Oxley Act of 2002 and other requirements will increase our costs
and require additional management resources. Additionally, these laws and regulations could make it more difficult or more costly for us to
obtain certain types of insurance, including director and officer liability insurance, and we may be forced to accept reduced policy limits
and coverage or incur substantially higher costs to obtain the same or similar coverage. The impact of these events could also make it more
difficult for us to attract and retain qualified persons to serve on our board of directors, our board committees or as executive officers. We
are presently evaluating and monitoring developments with respect to these laws and regulations and cannot predict or estimate the amount
or timing of additional costs we may incur to respond to their requirements.
 
Anti-takeover provisions in our organizational documents and Delaware law may discourage or prevent a change of control, even if an
acquisition would be beneficial to our stockholders, which could affect our stock price adversely and prevent attempts by our
stockholders to replace or remove our current management.
 

Our amended and restated certificate of incorporation and amended and restated bylaws that will be in effect upon the completion of
this offering contain provisions that could discourage, delay or prevent a merger, acquisition or other change of control of our company or
changes in our board of directors that our stockholders might consider favorable, including transactions in which you might receive a
premium for your shares. These provisions also could limit the price that investors might be willing to pay in the future for shares of our
common stock, thereby depressing the market price of our common stock. Stockholders who wish to participate in these transactions may
not have the opportunity to do so. Furthermore, these provisions could prevent or frustrate attempts by our stockholders to replace or
remove management. These provisions:
 
 •  allow the authorized number of directors to be changed only by resolution of our board of directors;
 

 
•  authorize our board of directors to create and issue, without prior stockholder approval, preferred stock that may have rights

senior to those of our common stock and that, if issued, could operate as a “poison pill” to dilute the stock ownership of a potential
hostile acquirer to prevent an acquisition that is not approved by our board of directors;

 
 •  provide for a classified board of directors, such that not all members of our board will be elected at one time;
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•  prohibit our stockholders from filling board vacancies, limit who may call stockholder meetings, and prohibit the taking of

stockholder action by written consent;
 
 

•  prohibiting our stockholders from making certain changes to our amended and restated certificate of incorporation or amended
and restated bylaws except with the approval of holders of 75% of the outstanding shares of our capital stock entitled to vote; and

 
 

•  require advance written notice of stockholder proposals that can be acted upon at stockholders meetings and director nominations
to our board of directors.

 
In addition, we are subject to the provisions of Section 203 of the Delaware General Corporation Law, which may prohibit certain

business combinations with stockholders owning 15% or more of our outstanding voting stock. Any delay or prevention of a change of
control transaction or changes in our board of directors could cause the market price of our common stock to decline.
 
Investors in this offering will pay a much higher price than the book value of our common stock and, therefore, you will incur
immediate and substantial dilution of your investment.
 

If you purchase common stock in this offering, you will pay more for your shares than the amounts paid by existing stockholders for
their shares. You will incur immediate and substantial dilution of $8.41 per share, representing the difference between the initial public
offering price per share of our common stock and our pro forma net tangible book value per share after giving effect to this offering at the
assumed initial public offering price of $14.00 per share of our common stock. In the past, we also issued options and warrants to acquire
common stock at prices significantly below the assumed initial public offering price. To the extent these outstanding options are ultimately
exercised, you will sustain further dilution. For a further description of the dilution you will incur in this offering, see the “Dilution” section
of this prospectus.
 
We do not intend to pay cash dividends.
 

We have never declared or paid cash dividends on our capital stock and we do not anticipate paying any cash dividends in the
foreseeable future. We currently intend to retain all available funds and any future earnings for use in the operation and expansion of our
business. In addition, the terms of any future debt or credit facility may preclude us from paying any dividends. As a result, capital
appreciation, if any, of our common stock will be your sole source of potential gain in your investment for the foreseeable future.
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SPECIAL NOTE REGARDING FORWARD-LOOKING STATEMENTS
 

This prospectus contains forward-looking statements that are based on our management’s beliefs and assumptions and on information
currently available to us. The forward-looking statements are contained principally in, but not limited to, the sections entitled “Prospectus
Summary,” “Risk Factors,” “Management’s Discussion and Analysis of Financial Condition and Results of Operations” and “Business.”
These statements relate to future events or to our future financial performance and involve known and unknown risks, uncertainties, and
other factors that may cause our or our industry’s actual results, levels of activity, performance or achievements to be materially different
from any future results, levels of activity, performance or achievements expressed or implied by these forward-looking statements.
Forward-looking statements include, but are not limited to, statements about:
 
 

•  our ability to market, commercialize and achieve market acceptance of any of our product candidates that we are developing or
may develop in the future;

 
 •  our ability to become a profitable orthopedics implant company;
 
 

•  our ability to succeed in obtaining FDA clearance for our lead product candidates or FDA approvals for our pipeline product
candidates;

 
 

•  the timing, costs and other limitations involved in obtaining regulatory clearance or approval for any of our product candidates
and, thereafter, continued compliance with governmental regulation of our then existing products and activities;

 
 

•  our ability to protect our intellectual property and operate our business without infringing upon the intellectual property rights of
others;

 
 •  our ability to obtain sufficient quantities and satisfactory quality of raw materials to meet our manufacturing needs;
 
 •  the availability of adequate coverage reimbursement from third-party payors in the United States;
 
 

•  our estimates regarding anticipated operating losses, future revenue, expenses, capital requirements, liquidity and our needs for
additional financing;

 
 •  our ability to establish a sales and marketing infrastructure and enter into suitable arrangements with independent sales agencies;
 
 •  our ability to scale-up our manufacturing capabilities and facilities and become fully operational for commercial-scale production;
 
 •  our ability to develop effective and cost efficient manufacturing processes for our products;
 
 •  the safety and efficacy of our product candidates;
 
 •  the timing of and our ability to conduct clinical trials;
 
 •  our use of the proceeds of this offering;
 
 •  potential changes to the healthcare delivery systems and payment methods by Congress and certain state legislatures;
 
 •  any potential requirement by regulatory agencies that we restructure our relationships with referring surgeons;
 
 •  our ability to develop and maintain relationships with surgeons, hospitals and marketers of our implants; and
 
 

•  our ability to attract and retain a qualified management team, engineering team, sales and marketing team, key surgeon advisors
and other qualified personnel and advisors.

 
In some cases, you can identify forward-looking statements by terms such as “may,” “could,” “will,” “should,” “would,” “expect,”

“plan,” “intend,” “anticipate,” “believe,” “estimate,” “predict,” “potential,”
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“project” or “continue” or the negative of these terms or other comparable terminology. These statements are only predictions. You should
not place undue reliance on forward-looking statements because they involve known and unknown risks, uncertainties and other factors,
which are, in some cases, beyond our control and which could materially affect results. Factors that may cause actual results to differ
materially from current expectations include, among other things, those listed under the heading “Risk Factors” and elsewhere in this
prospectus. If one or more of these risks or uncertainties occur, or if our underlying assumptions prove to be incorrect, actual events or
results may vary significantly from those implied or projected by the forward-looking statements.
 

Any forward-looking statement in this prospectus reflects our current views with respect to future events and is subject to these and
other risks, uncertainties and assumptions relating to our operations, results of operations, industry and future growth. Except as required by
law, we assume no obligation to update or revise any forward-looking statements contained in this prospectus, whether as a result of new
information, future events or otherwise. The Private Securities Litigation Reform Act of 1995 and Section 27A of the Securities Act do not
protect any forward-looking statements that we make in connection with this offering.
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USE OF PROCEEDS
 

We estimate that we will receive approximately $57.8 million in net proceeds from the sale of 4,650,000 shares of common stock that
we are offering, or approximately $66.9 million if the underwriters exercise their over-allotment option in full, based upon the assumed
initial public offering price of $14.00 per share, the midpoint of the range on the front cover of this prospectus, and after deducting
estimated underwriting discounts and commissions and estimated offering expenses payable by us. A $1.00 per share increase (decrease) in
the assumed initial public offering price of $14.00 per share would increase (decrease) the net proceeds to us from this offering by $4.3
million, or approximately $5.0 million if the underwriters exercise their over-allotment option in full, assuming that the number of shares
offered by us, as set forth on the cover page of this prospectus, remains the same and after deducting estimated underwriting discounts and
commissions and estimated offering expenses payable by us.
 

The principal purposes of this offering are to fund the development and commercialization of our lead products, to build our sales,
marketing and distribution capabilities, to establish commercial-scale manufacturing operations, to fund research and development
activities for our pipeline product candidates, to increase our working capital, to create a public market for our common stock, to increase
our ability to access the capital markets in the future, to provide liquidity for our existing stockholders, and for general corporate purposes.
 

We currently expect to use the net proceeds from this offering in the following manner:
 
 •  approximately $3.0 million to fund the development and commercialization of our lead product candidates;
 
 

•  approximately $22.0 million to fund research and development and commercialization activities of our pipeline product
candidates;

 
 

•  approximately $10.0 million to build sales, marketing and distribution capabilities for spine and reconstructive implants including
the costs of instrumentation sets; and

 
 •  the remainder for working capital and other general corporate purposes.
 

In addition, we may use a portion of our net proceeds to introduce our spine, hip and knee implant products into selected international
markets. Also, while we have no present understandings, commitments, or agreements to enter into any potential acquisitions, a portion of
the net proceeds may also be used to acquire or invest in complementary businesses, technologies, services or products.
 

As of the date of this prospectus, we cannot specify with certainty all of the particular uses for the net proceeds to be received upon
the completion of this offering. The amount and timing of our actual expenditures may vary significantly depending upon numerous
factors, including the ultimate resolution of our FDA submissions for clearances or approvals of our product candidates, the specific
clinical trial requirements imposed for market approval of our pipeline product candidates, our revenues, operating costs and capital
expenditures, and other factors described under “Risk Factors.” We may find it necessary or advisable to use the net proceeds for other
purposes, and our management will retain broad discretion in the allocation of our net proceeds from this offering.
 

Pending use of our net proceeds from this offering, we plan to invest the proceeds in a variety of capital preservation investments,
including investment-grade, interest-bearing instruments. We cannot predict whether the net proceeds will yield a favorable return.
 

As of March 31, 2007, we had cash, cash equivalents and marketable securities of approximately $10.3 million. We believe that the
net proceeds we raised in our Series D convertible preferred stock offering, the net proceeds from this offering, together with our cash and
cash equivalent balances and interest we earn on these balances, will be sufficient to meet our anticipated cash requirements through the end
of 2009. We will need to raise substantial additional funds before we can expect to commercialize all of our product candidates. We may
satisfy our future cash needs through the sale of equity securities, debt financings, working capital lines of credit, corporate collaborations
or license agreements, grant funding, or through interest income earned on cash balances.
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DIVIDEND POLICY
 

We have never paid or declared any cash dividends on our common stock, and we do not anticipate paying any cash dividends on our
common stock in the foreseeable future. We intend to retain all available funds and any future earnings to fund the development and
expansion of our business.
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CAPITALIZATION
 

The table below reflects our unaudited capitalization as of March 31, 2007:
 
 •  on an actual basis;
 

 

•  on a pro forma basis giving effect to (i) the issuance of 4,456,500 shares of our Series D convertible preferred stock and warrants
exercisable for 253,290 shares of our Series D convertible preferred stock in April 2007, for aggregate net proceeds of
approximately $12.4 million, (ii) the automatic conversion of all outstanding shares of our convertible preferred stock into an
aggregate of 8,339,296 shares of our common stock upon the completion of this offering, and (iii) the conversion of all
outstanding warrants exercisable for shares of our convertible preferred stock into warrants exercisable for a total of 1,062,067
shares of common stock (but not assuming the exercise of these common stock warrants), upon completion of this offering and the
related reclassification of the preferred stock warrant liability to additional paid in capital; and

 

 
•  on a pro forma basis, as adjusted to give effect to the sale of 4,650,000 shares of common stock in this offering at an assumed

initial public offering price of $14.00 per share (the midpoint of the range on the front cover of this prospectus), after deducting
estimated underwriting discounts and commissions and estimated offering expenses.

 
You should read this table together with “Selected Financial Data,” “Management’s Discussion and Analysis of Financial Condition

and Results of Operations” and our financial statements and the related notes appearing elsewhere in this prospectus.
 
   As of March 31, 2007  
   (unaudited)  

   Actual   Pro Forma   
Pro Forma
as Adjusted  

Long-term debt (net of current)   $ 1,137,625  $ 1,137,625  $ 1,137,625 
Preferred stock warrant liability    6,304,963   —   — 
Convertible preferred stock (consisting of Series A, Series B, Series C convertible

preferred stock on an aggregated basis), $0.01 par value; 40,000,000 shares
authorized, 27,400,058 shares issued and outstanding actual, and no shares
issued and outstanding, pro forma and pro forma as adjusted    26,389,982   —   — 

Stockholders’ equity (deficit):     
Common stock, $0.01 par value; 60,000,000 shares authorized, 2,271,986

shares issued and outstanding actual, 10,611,282 shares issued and
outstanding pro forma; 15,261,282 shares issued and outstanding pro forma
as adjusted    22,719   106,113   152,613 

Additional paid-in-capital    591,632   45,603,183   103,349,683 
Deficit accumulated during the development stage    (18,174,317)  (18,174,317)  (18,174,317)

  

Total stockholders’ equity (deficit)    (17,559,966)  27,534,979   85,327,979 
  

Total capitalization(1)   $ 16,272,604  $ 28,672,604  $ 86,465,604 
  

(1)  As of March 31, 2007, our cash, cash equivalents and marketable securities on an actual basis, pro forma basis and pro forma as
adjusted basis were $10.3 million, $22.7 million and $80.5 million, respectively. Cash, cash equivalents and marketable securities are
indications of liquidity and do not constitute capitalization.

 
A $1.00 per share increase (decrease) in the assumed initial public offering price of $14.00 per share would increase (decrease) each

of additional paid-in-capital, total stockholders’ equity (deficit) and total capitalization by approximately $4.3 million, assuming that the
number of shares offered by us, as set forth on the cover page
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of this prospectus, remains the same and after deducting estimated underwriting discounts and commissions and estimated offering
expenses payable by us. The pro forma information discussed above is illustrative only and following the completion of this offering will
be adjusted based on the actual initial public offering price and other terms of this offering determined at pricing.
 

The outstanding share information set forth above is as of March 31, 2007, and excludes:
 
 

•  905,198 shares of common stock issuable upon the exercise of outstanding options to purchase common stock, at a weighted
average exercise price of $1.52 per share;

 
 

•  1,062,067 shares of common stock issuable upon the exercise of warrants for shares of Series A, Series B, Series C and Series D
convertible preferred stock, on an as-converted basis, at a weighted average exercise price of $5.20 per share;

 
 •  224,327 additional shares of common stock reserved for issuance under our 2003 Stock Option Plan; and
 
 

•  2,000,000 additional shares of common stock for issuance under our 2007 Stock Plan, which becomes effective upon completion
of this offering.
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DILUTION
 

If you invest in our common stock, your ownership interest will be diluted to the extent of the difference between the initial public
offering price per share of our common stock and the pro forma net tangible book value per share of our common stock after this offering.
We calculate net tangible book value per share by dividing the net tangible book value, or tangible assets less total liabilities, by the
number of outstanding shares of common stock.
 

Our historical net tangible book value as of March 31, 2007 was a deficit of $17,559,966 or $7.73 per share of common stock. Our
pro forma net tangible book value at March 31, 2007 was $27,534,979, or $2.59 per share, based on 10,611,282 shares of our common
stock outstanding after giving effect to the conversion of all outstanding shares of our preferred stock, including 4,456,500 shares of our
Series D convertible preferred stock issued in April 2007, into 8,339,296 shares of common stock and the conversion of 4,057,040
preferred stock warrants into 1,062,067 common stock warrants, including warrants to purchase a total of 253,290 shares of Series D
convertible preferred stock issued in April 2007, and the related reclassification of the preferred stock warrant liability to additional paid in
capital, upon the closing of this offering. After giving effect to the sale of 4,650,000 shares of common stock by us at an assumed initial
public offering price of $14.00 per share, less the estimated underwriting discounts and commissions and our estimated offering expenses,
our pro forma net tangible book value at March 31, 2007 would be $85.3 million, or $5.59 per share. This represents an immediate increase
in the pro forma net tangible book value of $3.00 per share to existing stockholders and an immediate dilution of $8.41 per share to new
investors purchasing shares at an assumed initial public offering price of $14.00 per share. The following table illustrates this per share
dilution:
 
Assumed initial public offering price per share    $14.00

Actual net tangible deficit per share as of March 31, 2007   $ (7.73) 
Pro forma increase per share attributable to conversion of preferred stock and preferred stock warrants    10.32  

  

Pro forma net tangible book value per share as of March 31, 2007, before this offering    2.59  
Increase in pro forma net tangible book value per share attributable to new investors    3.00  

  

Pro forma net tangible book value per share after this offering     5.59
  

Dilution in pro forma net tangible book value per share to new investors    $ 8.41
  

 
A $1.00 increase (decrease) in the assumed initial public offering price of $14.00 per share would increase (decrease) the pro forma

net tangible book value by $4.3 million, the pro forma net tangible book value per share after this offering by $0.28 per share and the
dilution in pro forma net tangible book value per share to investors in this offering by $0.72 per share, assuming that the number of shares
offered by us, as set forth on the cover page of this prospectus, remains the same and after deducting the underwriting discounts and
commissions and estimated offering expenses payable by us.
 

If the underwriters exercise their over-allotment option in full to purchase 697,500 additional shares of common stock in this offering,
the pro forma as adjusted net tangible book value per share after the offering would be $5.92 per share, the increase in the pro forma net
tangible book value per share to existing stockholders would be $3.33 per share and the dilution to new investors purchasing common stock
in this offering would be $8.08 per share.
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The following table shows on a pro forma basis at March 31, 2007, after giving effect to the automatic conversion of all outstanding
shares of our convertible preferred stock into an aggregate of 8,339,296 shares of common stock upon the closing of this offering, the
difference between the number of shares of common stock purchased from us, the total consideration paid to us and the average price paid
per share by existing stockholders and by new public investors purchasing common stock in this offering:
 
   Shares Purchased   Total Consideration   Average Price

Per Share   Number   Percent  Amount   Percent  
Existing stockholders   10,611,282  70% $ 44,910,038  41% $ 4.23
New public investors   4,650,000  30%  65,100,000  59% $ 14.00

      

Total   15,261,282  100% $110,010,038  100% $ 7.21
      

 
A $1.00 increase (decrease) in the assumed initial public offering price of $14.00 per share would increase (decrease) the total

consideration paid by new investors by $4.7 million, or increase (decrease) the percent of total consideration paid by new investors by 2%,
assuming that the number of shares offered by us, as set forth on the cover page of this prospectus, remains the same.
 

If the underwriters exercise their option in full, sales by us in this offering will reduce the percentage of shares held by existing
stockholders to 66% and will increase the number of shares held by new investors to 5,347,500, or 34%.
 

This information is based on shares outstanding as of March 31, 2007 and excludes:
 
 

•  905,198 shares of common stock issuable upon the exercise of outstanding options to purchase common stock, at a weighted
average exercise price of $1.52 per share;

 
 

•  1,062,067 shares of common stock issuable upon the exercise of warrants for shares of Series A, Series B, Series C and Series D
convertible preferred stock, on an as-converted basis at a weighted average exercise price of $5.20 per share;

 
 •  224,327 additional shares of common stock reserved for issuance under our 2003 Stock Option Plan; and
 
 

•  2,000,000 additional shares of common stock for issuance under our 2007 Stock Plan, which becomes effective upon completion
of this offering.

 
To the extent these outstanding options or warrants are exercised, there will be further dilution to the new investors.

 
If all our outstanding options and warrants noted above had been exercised, the pro forma net tangible book value as of March 31,

2007 would have been $34,441,421, or $2.74 per share, and the pro forma net tangible book value after this offering would have been
$92,234,421, or $5.35 per share, causing dilution to new investors of $8.65 per share. Additionally, assuming all outstanding options and
warrants noted above had been exercised, the difference between the number of shares of common stock purchased from us, the total
consideration paid to us, and the average price paid per share by existing stockholders and by new investors purchasing common stock in
this offering would be as follows:
 
   Shares Purchased   Total Consideration   Average Price

Per Share   Number   Percent  Amount   Percent  
Existing stockholders   12,578,547  73% $ 51,816,480  44% $ 4.12
New public investors   4,650,000  27%  65,100,000  56% $ 14.00

      

Total   17,228,547  100% $116,916,480  100% $ 6.79
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SELECTED FINANCIAL DATA
 

The following selected financial data should be read in conjunction with “Management’s Discussion and Analysis of Financial
Condition and Results of Operations” and our audited financial statements and the related notes included elsewhere in this prospectus. The
selected statement of operations data for the years ended December 31, 2004, 2005 and 2006 and selected balance sheet data as of
December 31, 2005 and 2006 were derived from our audited financial statements that are included elsewhere in this prospectus. The
selected statement of operations data for the three months ended March 31, 2006 and 2007 and for the period from December 10, 1996
(inception) through March 31, 2007 and selected balance sheet data as of March 31, 2007 were derived from our unaudited financial
statements that are included elsewhere in this prospectus. The selected statement of operations data for the years ended December 31, 2002
and 2003 and selected balance sheet data as of December 31, 2002, 2003 and 2004 were derived from our financial statements audited by
our former auditors and are not included in this prospectus. In the opinion of management, the unaudited financial statements were prepared
on a basis consistent with our audited financial statements contained in this prospectus and include all adjustments necessary for the fair
presentation of the financial information contained in those statements. The historical results presented below are not necessarily indicative
of financial results to be achieved in future periods, and the results for the three months ended March 31, 2007 are not necessarily indicative
of results to be expected for the full year.
 

  Year ended December 31,   
Three Months Ended

March 31,   
Period from

December 10, 1996
(inception)

through
March 31, 2007    2002   2003   2004   2005   2006   2006   2007   

                 (unaudited)   (unaudited)  
Statement of Operations Data:         
Grant revenue  $ 304,333  $ 299,583  $ 208,252  $ 69,207  $ 94,850  $ —    $ —    $ 1,234,476 
Operating expenses:         

Research and development   207,298   380,771   1,419,293   2,966,991   4,974,380   1,100,125   1,479,340   11,802,694 
General and administrative   67,551   142,377   398,208   576,295   1,113,500   184,425   405,380   2,806,322 
Sales and marketing   —     —     —     416,847   607,538   111,038   125,740   1,150,125 

Total operating expenses   274,849   523,148   1,817,501   3,960,133   6,695,418   1,395,588   2,010,460   15,759,141 
Gain (loss) from operations   29,484   (223,565)  (1,609,249)  (3,890,926)  (6,600,568)  (1,395,588)  (2,010,460)  (14,524,665)
Interest income (expense), net   (16,705)  (6,863)  107,211   248,838   727,939   150,487   129,148   1,153,775 
Change in value of preferred stock warrants   —     —     (254,089)  (577,000)  (290,925)  (72,731)  (3,681,413)  (4,803,427)
Net income (loss)  $ 12,779  $ (230,428) $ (1,756,127) $ (4,219,088) $ (6,163,554) $ (1,317,832) $(5,562,725) $ (18,174,317)

Basic and diluted net income (loss) per share   $0.01   $(0.11)  $(0.78)  $(1.87)  $(2.72)  $(0.58)  $(2.45) 

Weighted average number of shares outstanding
—basic and diluted   2,094,241   2,123,281   2,247,611   2,254,454   2,267,464   2,265,863   2,271,986  

  As of December 31,   As of
March 31,

2007  

      

  2002   2003   2004   2005   2006         
                 (unaudited)        
Balance Sheet Data:         
Cash, cash equivalents and marketable securities  $ 5,841  $5,244,091  $10,583,799  $ 6,179,821  $ 13,469,135  $ 10,325,322   
Working capital   24,268   5,097,513   8,120,974   5,854,862    11,967,712    9,541,106    
Total assets   73,873   5,298,746   11,578,791   7,987,694   19,861,310   17,207,969   
Long-term debt, including current portion   —     —     —     —     1,621,898   1,556,241   
Convertible preferred stock   —     5,289,266   12,153,095   12,153,095   26,389,982    26,389,982    
Total stockholders’ equity (deficit)   (242,195)  (173,258)  (1,902,737)  (6,066,589)  (12,074,168)  (17,559,966)  
 

35



Table of Contents

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

 
You should read the following discussion and analysis of our financial condition and results of operations together with our financial

statements and related notes appearing elsewhere in this prospectus. This discussion and analysis contains forward-looking statements that
involve risks, uncertainties and assumptions. You should review the “Risk Factors” section of this prospectus for a discussion of important
factors that could cause actual results to differ materially from the results described in or implied by the forward-looking statements
described in the following discussion and analysis.
 
Overview
 

We are an orthopedic implants company focused on using our silicon nitride ceramic technologies to develop, manufacture and
commercialize a broad range of advanced, high-performance spine and joint implants. We have developed a formulation of silicon nitride
which we believe has the strength, toughness and wear resistance necessary to overcome the limitations of currently available orthopedic
implants. Upon introduction to market, we believe our implants will represent the first commercial use of silicon nitride ceramics in
orthopedic applications and will have the potential to provide an improved combination of characteristics, including greater strength and
resistance to fracture, improved resistance to wear, greater ability to promote bone attachment and better compatibility with surgical and
diagnostic imaging. Based on these potential advantages, we believe our silicon nitride product candidates may achieve better long-term
clinical outcomes with enhanced durability, longevity, biocompatibility and patient fit. While we have not received regulatory clearance or
approval for any of our product candidates that we intend to commercialize, in the second half of 2007 we expect to submit premarket
notifications to the U.S. Food and Drug Administration, or the FDA, seeking regulatory clearance of our first commercial product
candidate. Our goal is to establish our silicon nitride implants as new standards of care for the largest and fastest growing orthopedic
implant markets: the spine, hip and knee markets.
 

Our lead product candidates are our Valeo™ family of spinal implants. Our Valeo spinal fixation implants are intended to restore and
maintain the alignment of vertebrae in the cervical, or neck, region and lumbar, or lower back, region of the spine. The Valeo spinal
fixation implants will feature silicon nitride ceramic spinal spacers for insertion between two vertebrae to help stabilize the spine, along
with a metal cervical bone plate system and a metal pedicle screw system for supplemental fixation. We expect to launch the first of these
product candidates by mid-2008, subject to clearance by the FDA. In 2006, we received clearance from the FDA for a silicon nitride
ceramic spinal spacer, a device for insertion between two vertebrae to help stabilize the spine. We believe this is the first ceramic spinal
spacer ever cleared by the FDA for human use. Although we do not plan to commercialize this spinal spacer, it will be the predicate device
for our Valeo spinal spacers. We plan to introduce additional spinal spacers by the end of 2008, subject to regulatory clearance, including
spacers that feature a bone-like structure with a solid, or cortical, load-bearing portion and a cancellous, or porous, structure that is intended
to promote bone attachment for spinal fixation. In mid-2009, subject to regulatory approval, we plan to introduce cortico-cancellous spinal
spacers with a surface coating designed to enhance bone attachment. Our Valeo family of spinal implant candidates also includes an all-
ceramic, motion-preserving cervical disc, for which we anticipate commencing a clinical trial by mid-2009.
 

In addition, we are incorporating our silicon nitride ceramic technology into the development of our Infinia™ family of total hip and
knee implants. We anticipate performing clinical trials for each of our Infinia product candidates. We believe that our Infinia Total Hip and
Knee Implants, if approved or cleared by the FDA, may provide competitive advantages over currently marketed total hip and knee
replacement implants. We are designing our Infinia Total Hip Implant to offer surgeons a range of sizes and design options comparable to
implants with metal and plastic components but with improved wear resistance. We anticipate commencing a clinical trial for the first of
these total hip implant candidates in 2009. We also are designing our Infinia Total Knee Implant and anticipate commencing a clinical trial
for this product candidate in 2010. We believe that its
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design will provide natural anatomic motion and offer lower wear and improved longevity compared to currently marketed knee
replacement implants.
 

During the past two years, we have been designing and constructing our own manufacturing facility and developing processes that
will provide us the ability to control the commercial-scale production of our silicon nitride ceramic implants from powder form to devices
ready for sterilization and packaging. We are currently producing our lead ceramic spinal product candidates on a pilot scale in our
manufacturing facility. We anticipate our facility will be fully operational for commercial-scale production by the end of 2007, which we
believe would make us the only vertically integrated silicon nitride orthopedic implant manufacturer in the world.
 

We are a development stage company with a limited operating history and we currently have no product candidates cleared or
approved for sale that we intend to commercialize. To date, our only significant revenue has been from research grants from the National
Institutes of Health, or NIH, and with the exception of a small net income for the years ended December 31, 2002 and 1999, we have
incurred net losses in each year since our inception. We expect our losses to continue and to increase as we build sales, marketing and
distribution capabilities for our spine, hip and knee implant products, establish commercial-scale manufacturing operations, continue our
research and development activities, and complete the regulatory clearance and approval process for our lead and pipeline product
candidates, including the commencement of clinical trial activities for many of our pipeline product candidates. We plan to manufacture
our own ceramic components while outsourcing other components. We have financed our operations to date primarily through private
placements of our equity securities.
 

Revenue and Deferred Revenue
 

To date, we have not generated any revenue from the sale of any product. We do not expect to generate revenue from the sale of any
product until the first half of 2008, subject to FDA clearance of our lead implant product candidates. We have received revenue from
research grants from the NIH primarily related to development of ceramic implants. Revenue under grants is recognized when earned, and
revenue is considered earned as the related qualified research and development expenses are incurred, up to the limit of the approved
funding amounts.
 

Research and Development Expenses
 

Our research and development costs consist of engineering, product development, test-part manufacturing, testing, developing and
validating our manufacturing process, and regulatory related costs. Research and development expenses also include employee
compensation, employee and non-employee stock-based compensation, supplies and materials, consultant services, and travel and facilities
expense related to research activities. From our inception through March 31, 2007, we have incurred approximately $11.8 million in
research and development expenses.
 

We expect to incur increasing research and development expenses in future periods as we conduct more research and perform clinical
trials for our Valeo Cervical Disc, Infinia Total Hip Implant and Infinia Total Knee Implant product candidates. We cannot predict our
future research and development expenses with any degree of certainty.
 

General and Administrative Expenses
 

General and administrative expenses consist primarily of compensation for executive, finance, and administrative personnel,
including stock-based compensation, and facilities expenses related to general and administrative activities. Other significant expenses
include travel expenses and professional fees for accounting and legal services. From our inception through March 31, 2007, we have
incurred $2.8 million in general and administrative expenses. We expect our general and administrative expenses to increase during future
periods to
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support future growth and as a result of increased compensation costs related to additional personnel, as well as higher legal, accounting,
insurance and other professional service costs relating to compliance with rules and regulations associated with being a publicly traded
company.
 

Sales and Marketing Expenses
 

Our sales and marketing expenses consist primarily of compensation for sales and marketing personnel, including stock-based
compensation, travel, consulting, marketing-related charges, and facilities expenses related to sales and marketing activities. From our
inception through March 31, 2007, we have incurred $1.2 million in sales and marketing expenses related to the establishment and
development of our sales and marketing infrastructure in anticipation of our 2008 product launches. We expect our sales and marketing
expenses to increase due to the costs associated with the building of sales, marketing and distribution capabilities for our spine, hip and knee
implant product candidates, including the amortization of our instrumentation sets to be used by surgeons to implant our product
candidates.
 

Arrangements with Surgeon Advisors
 

We have entered into consulting and development agreements with some of our advisors, including some of our surgeon advisors. We
have agreed to pay some of our surgeon advisors a portion of our net after-tax profits attributable to the sale of specific spine, hip and knee
implant product candidates for which the surgeon advisor provided us with consulting and related services related to the conceptualization,
development, testing, clearance, approval and/or related matters involving our implant product candidates. Because more than one of our
surgeon advisors contribute to our development efforts, we are obligated to pay royalties to as many as five surgeon advisors in connection
with some of our product candidates. These royalty payments will be recorded as cost of goods sold once we begin commercial sales of the
relevant product candidate. Pursuant to these agreements, these surgeon advisors also have been granted options to purchase shares of our
common stock. Generally, these consulting and development agreements, unless earlier terminated, continue until the later of (a) ten years
from the date of the agreement and (b) the expiration of the patent rights relating to the product candidates covered by the agreement. We
account for equity instruments issued to our surgeon advisors in accordance with the provisions of Emerging Issues Task Force, or EITF,
No. 96-18, Accounting for Equity Instruments That Are Issued to Other Than Employees for Acquiring, or in Conjunction with Selling,
Goods or Services, using a fair-value approach marked to market during the vesting period and record the related expense as research and
development expense.
 
Critical Accounting Policies and Significant Judgments and Estimates
 

Our management’s discussion and analysis of our financial condition and results of operations are based on our financial statements
and notes, which have been prepared in accordance with U.S. generally accepted accounting principles. The preparation of these financial
statements requires us to make estimates and assumptions that affect the reported amounts of assets, liabilities, convertible preferred stock,
and stockholders’ equity (deficit) and the disclosure of contingent liabilities at the date of the financial statements, as well as the reported
revenue and expenses during the reporting periods. We base our estimates on historical experience and on various other assumptions that
we believe to be reasonable under the circumstances, the results of which form the basis for making judgments about the carrying values of
assets, liabilities, convertible preferred stock, and stockholders’ equity (deficit) that are not readily apparent from other sources. We
evaluate our estimates and judgments on an ongoing basis. Actual results may differ materially from these estimates under different
assumptions or conditions.
 

While our significant accounting policies are more fully described in Note 1 to our financial statements included elsewhere in this
prospectus, we believe that the following accounting policies and estimates are most critical to a full understanding and evaluation of our
reported financial results.
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Stock-Based Compensation
 

Prior to January 1, 2006, we accounted for stock-based employee compensation arrangements using the intrinsic value method in
accordance with the recognition and measurement provisions of Accounting Principles Board Opinion, or APB, No. 25, Accounting for
Stock Issued to Employees, and related interpretations, including the Financial Accounting Standards Board Interpretation, or FIN, No. 44,
Accounting for Certain Transactions Involving Stock Compensation, an Interpretation of APB Opinion No. 25, as permitted by Statement
of Financial Accounting Standards, or SFAS, No. 123, Accounting for Stock-Based Compensation. In accordance with APB No. 25, stock-
based compensation was calculated using the intrinsic value method and represents the difference between the deemed per share market
price of our common stock and the per share exercise price of the stock option. Based on this method, our compensation expense under
APB No. 25 was zero.
 

Effective January 1, 2006, we adopted the provisions of SFAS No. 123R, Share-Based Payments. In March 2005, the Securities and
Exchange Commission, or SEC, issued Staff Accounting Bulletin, or SAB, No. 107 relating to SFAS No. 123R. We have applied the
provisions of SAB No. 107 in our adoption of SFAS No. 123R. Under SFAS No. 123R, stock-based awards, including stock options, are
recorded at fair value as of the grant date and recognized to expense over the employee’s requisite service period (generally the vesting
period), which we have elected to amortize on a straight-line basis. The pro forma disclosures previously permitted under SFAS No. 123
are no longer an alternative to financial statement recognition. We are no longer able to apply the minimum value method and instead must
calculate the fair value of our employee stock options using an estimated volatility rate. We adopted the provisions of SFAS No. 123R
using the prospective transition method. Under the prospective transition method, beginning January 1, 2006, compensation cost recognized
includes: (a) compensation cost for all share-based payments granted prior to, but not yet vested as of December 31, 2005, based on the
intrinsic value in accordance with the provisions of APB No. 25, and (b) compensation cost for all share-based payments granted
subsequent to December 31, 2005, based on the grant-date fair value estimated in accordance with the provisions of SFAS No. 123R. All
awards granted, modified, or settled after the date of adoption are accounted for using the measurement, recognition, and attribution
provisions of SFAS No. 123R.
 

Stock-based compensation expense, which is a non-cash charge, results from the issuance of options under SFAS No. 123R, based on
the fair value of the stock options. During the year ended December 31, 2006 and the first three months of 2007, we granted options to
employees and members of our board of directors to purchase a total of 165,054 shares of common stock, at an exercise price of $3.82 per
share.
 

Our board of directors, with the assistance of management and LECG, LLC, or LECG, independent consultants, performed a
contemporaneous fair value analysis for the value of our common stock as of October 31, 2006 and a retrospective fair value analyses for
the valuation of our common stock as of December 31, 2005 and December 31, 2006. For grants made on dates for which there was no
valuation performed by LECG to utilize in setting the exercise price of our common stock, and given the absence of an active market for
our common stock, our board of directors determined the fair value of our common stock on the date of grant based on several factors,
including:
 
 •  important developments in our operations;
 
 •  equity market conditions affecting comparable public companies;
 
 

•  the likelihood of achieving a liquidity event for the shares of common stock, such as an initial public offering or an acquisition of
the company, given prevailing market conditions;

 
 

•  the prices at which we issued preferred stock in February 2006 and the rights and privileges associated with those preferred stock
issuances; and

 
 •  the illiquidity of our common stock as a private company.
 

In connection with the preparation of the financial statements included elsewhere in this prospectus, we utilized the results of LECG’s
contemporaneous valuation as of October 31, 2006 and independent retrospective valuations as of December 31, 2005 and December 31,
2006 to determine the estimated fair value of our common
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stock. The valuations used three valuation methods and weighted the results of these methods to determine the fair value of our total equity
on the valuation dates. These three methods included a market approach using guideline public companies, a market approach using
investment banker valuations and an income approach. The calculated total equity was then used to calculate the fair value per common
share of our stock based on the option value method. The valuations also included a discount for lack of marketability given that there is no
public market for our common stock.
 

The market approach using guideline public companies provides an estimate of fair value based on the value of similar public
enterprises. These valuations included examination of the value of comparable companies in the orthopedic implant industry and other high
growth med-tech companies. The market approach, using investment banker valuations, calculated the value of our equity based on
estimated valuations provided by our investment bankers. The income approach utilizes the future cash flows expected to be generated and
discounts the result to their present value using a rate of return that reflects the relative risk of the investment, as well as the time value of
money.
 

The October 31, 2006 contemporaneous valuation and the December 31, 2005 and 2006 retrospective valuations weighted the
calculated results of the above methods using a 75% weighting for the income approach, a 10% weighting for the market approach using
guideline public companies and a 15% weighting for the market value using investment banker valuations. The weightings used in the
overall valuation reflect management’s expectations based on anticipated cash flows, the likelihood of a near term public offering of our
common stock and the ability to achieve liquidity in the public market. Because the income approach utilizes management’s perceived
risks and opportunities that are specific to our company, this method received more weighting than the market approaches.
 

For periods between valuation dates, we reassessed the value of our common stock taking into account a number of factors including,
among others, the proximity of the grant to the independent valuations and internal milestones that we achieved in the period between the
two valuation dates.
 

Milestones affecting reassessed value between December 31, 2005 (our retrospective valuation) and February 12, 2006
 

In reassessing fair value per share between December 31, 2005, which, based on LECG’s retrospective valuation, was $2.75, and
February 12, 2006, the date of our option grant at an estimated fair value per share of $3.82, we assigned an incremental value based on
proximity of the grant to the retrospective valuation and the estimated value created by the interim milestones achieved during the period
from December 31, 2005 and February 2006. Specifically, we considered the following additional milestones in connection with the grant:
 
 

•  The anticipated FDA clearance of the Arx predicate device, our first ceramic spinal spacer, for which clearance was received in
February 2006.

 
 •  Receipt of a patent in February 2006 related to our Valeo Cervical Disc.
 
 

•  The sale in February 2006 of 8,400,000 shares of our Series C convertible preferred stock at $2.00 (or $7.64 per common share as
converted) per share for gross proceeds of $16.8 million.

 
 

•  The fact that our common stock does not share the rights and preferences inherent in our preferred stock, including the liquidation
preferences and dividend rights.

 
As a result of these factors, we assessed the value of $3.82 assigned to our February 2006 option grants to be a reasonable estimate of the
then fair value.
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Milestones affecting reassessed value between October 31, 2006 (our contemporaneous valuation), December 31, 2006 (our
retrospective valuation) and January 5, 2007

 
The contemporaneous valuation that we received as of October 2006 assessed the value of common shares at $3.78 per share and the

December 31, 2006 retrospective valuation assessed fair value at $4.05 per share. The estimated fair value that we assigned to the common
stock in December 2006 was $3.82 per share. No significant milestones occurred during the interim period between the date of the
retrospective valuation (December 31, 2006) and the option grant in January 2007 that would significantly change the estimated fair value
used for the January 2007 grant other than continued development of our product candidates.
 

Events occurring subsequent to January 5, 2007
 

In March 2007, our board of directors received a report from our legal counsel that served to validate and clarify our intellectual
property position related to the patents that we have directed to our products and technologies. Based on the results of this report, we re-
initiated discussions with investment bankers regarding our valuations and initial public offering prospects. Management believes that these
events created a significant increase in the valuation of our company and our initial public offering prospects. As a result of these events,
we also determined to seek additional financing which resulted in our issuance of Series D convertible preferred stock at $3.00 per share in
April 2007. The Series D convertible preferred stock (as well as each of our other series of convertible preferred stock) included the
following rights and privileges which are senior to our common stock:
 
 

•  The Series D convertible preferred stock is entitled to receive noncumulative dividends in preference to any dividend on common
stock if declared by our board of directors.

 
 

•  The Series D convertible preferred stock is entitled to a liquidation preference equal to the original issuance price of such stock, or
$3.00 per share (or $11.46 per common share as converted).

 
 

•  The Series D convertible preferred stock is convertible into our common stock at the option of the preferred stockholder. The
convertible preferred stock will be automatically converted into common stock at the completion of an initial public offering.

 
 

•  The holders of Series D convertible preferred stock are entitled to vote on all matters with the holders of the common stock based
on the number of shares of common stock into which the preferred stock is convertible.

 
 

•  Since holders of the convertible preferred stock hold the majority of the voting shares in the aggregate, they substantially control
decisions related to significant corporate matters requiring a vote of the shareholders.

 
We granted no options between January 6, 2007 and May 3, 2007.
 

On May 4, 2007, we granted 101,141 options to employees and on May 6, 2007, we granted 27,489 options to certain of our directors,
each option having an exercise price equal to $9.17 per share based on an additional contemporaneous valuation that we received from
LECG. In connection with this valuation, we assessed the weightings placed on the valuation methods and increased the weightings of the
market value using investment banker valuations based on the increased likelihood of a near-term initial public offering. Accordingly, this
contemporaneous valuation weighted the calculated results of the three methods using a 50% weighting for the income approach, a 10%
weighting for the market approach using guideline public companies and a 40% weighting for the market value using investment banker
valuations. In this valuation, we also reduced the discount for lack of marketability due to the prospects for a near term liquidity event.
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Based upon the assessments discussed above, we determined the estimated fair value of common stock related to options granted in
2006 and 2007 to be a reasonable estimate of the fair value. We took into account the factors identified above in determining the estimated
fair value of the common stock as of each grant date. Information on employee and director stock options granted during 2006 and the first
six months of 2007 is summarized as follows:
 

Grant Date   
Number of Shares

Granted   
Exercise Price per

Share   

Reassessed
Fair Value Per

Share   
Intrinsic

Value
2/12/2006   50,589  $ 3.82  $ 3.82  $ —
12/11/2006   97,449  $ 3.82  $ 3.82   —
1/5/2007   17,016  $ 3.82  $ 4.05  $ 0.23
5/4/2007   101,141  $ 9.17   —   —
5/6/2007   27,489  $ 9.17   —   —
 

Information on non-employee stock options granted in 2006 and the first six months of 2007 is summarized as follows:
 

Grant Date   
Number of Shares

Granted   
Exercise Price per

Share   

Reassessed
Fair Value Per

Share   
Intrinsic

Value
2/12/2006   9,949  $ 3.82  $ 3.82  $    —
12/11/2006   38,490  $ 3.82  $ 3.82   —
 
Based on an assumed initial public offering price of $14.00 per share, the intrinsic value of the options outstanding at March 31, 2007 was
$11,296,256, of which $8,497,976 related to vested options and $2,798,280 related to unvested options.
 

The fair value of each employee option grant in the year ended December 31, 2006 and the three months ended March 31, 2006 and
2007 was estimated on the date of grant using the Black-Scholes valuation model with the following assumptions.
 

   
Year ended

December 31,
2006

  
Three months

ended March 31,
       2006      2007  
      (unaudited)
Weighted average risk-free interest rate   4.53%  4.58%  4.67%
Weighted-average expected life (in years)   6.25  6.25  5.00
Expected dividend yield   0%  0%  0%
Weighted average expected volatility   91%  101%  81%
Weighted-average estimated fair value of employee options   $2.98  $3.13  $2.79
 

Our computation of expected volatility for the year ended December 31, 2006 and the three months ended March 31, 2006 and 2007
is based on an average of the historical volatility of a peer-group of similar companies. Our computation of expected life utilizes the
simplified method in accordance with SAB No. 107. The risk-free interest rate for periods within the contractual life of the option is based
on the U.S. Treasury yield curve in effect at the time of grant. We recognize stock-based compensation expense for the fair values of these
awards on a straight-line basis over the requisite service period of each of these awards.
 

As of December 31, 2006 and March 31, 2007, total compensation related to unvested options not yet recognized in the financial
statements was approximately $377,000 and $351,000, respectively, and the weighted average period over which it is expected to be
recognized is approximately 3.66 and 3.45 years, respectively.
 

As a result of adopting SFAS No. 123R on January 1, 2006, the net loss for the year ended December 31, 2006 and three months
ended March 31, 2006 and 2007 was higher by approximately $39,000, $5,000 and $28,000, respectively, than if we had continued to
account for stock-based compensation under APB No. 25.
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Basic and diluted loss per share applicable to common stockholders for the periods presented would be the same as if we had continued to
account for stock-based compensation under APB No. 25.
 

We account for equity instruments issued to non-employees in accordance with the provisions of Emerging Issues Task Force, or
EITF, No. 96-18, Accounting for Equity Instruments That Are Issued to Other Than Employees for Acquiring, or in Conjunction with
Selling, Goods or Services, using a fair value approach. The equity instruments, consisting of stock options and warrants granted to lenders
and consultants, are valued using the Black-Scholes valuation model. The measurement of stock-based compensation is subject to periodic
adjustments as the underlying equity instruments vest and are recognized as an expense over the term of the related financing or the period
over which services are received.
 

We valued the non-employee stock options granted during the years ended December 31, 2004, 2005 and 2006 and the three month
period ended March 31, 2007 using the Black-Scholes valuation model, using a volatility rate of between 83% and 101%, a remaining
contractual life of between eight and ten years, an expected dividend yield of 0% and a risk-free interest rate ranging from 3.83% to 4.36%.
We granted 18,326, 21,600 and 48,439 options to consultants for services in the years ended December 31, 2004, 2005 and 2006,
respectively. No options were granted to consultants during the three months ended March 31, 2007. The exercise price of the consultant
stock options ranges from $0.96 to $3.82 per share. The estimated fair value of options granted to consultants that vested during the years
ended December 31, 2004, 2005 and 2006 and the three months ended March 31, 2006 and 2007 was $18,000, $44,000, $92,000, $23,000
and $49,000, respectively, and was charged to research and development expense. The amount of the stock compensation expense is
subject to management’s estimate of the fair value of the underlying common stock absent a public market for our common stock.
 

Income Taxes
 

We account for income taxes under the liability method in accordance with the provision of SFAS No. 109, Accounting for Income
Taxes (“SFAS 109”). SFAS 109 requires recognition of deferred taxes to provide for temporary differences between financial reporting and
the tax basis of assets and liabilities. Deferred taxes are measured using enacted tax rates expected to be in effect in a year in which the
basis difference is expected to reverse. We continue to record a valuation allowance for the full amount of deferred assets, which would
otherwise be recorded for tax benefits relating to operating loss and tax credit carryforwards, since realization of such deferred tax assets
cannot be determined to be more likely than not. Utilization of the net operating loss carryforwards may be subject to a substantial annual
limitation due to the ownership change limitations provided by the Internal Revenue Code of 1986, as amended, and similar state
provisions. The annual limitation may result in the expiration of the net operating loss carryforwards before utilization.
 

In July 2006, the Financial Accounting Standards Board, or FASB, issued FASB Interpretation No. 48, Accounting for Uncertainty in
Income Taxes (“FIN 48”). FIN 48 is an interpretation of FASB Statement No. 109, Accounting for Income Taxes. FIN 48 seeks to reduce
the diversity in practice associated with certain aspects of measurement and recognition in accounting for income taxes. In addition, FIN 48
provides guidance on derecognition, classification, interest and penalties, and accounting in interim periods and requires expanded
disclosure with respect to the uncertainty in income taxes. We became subject to the provisions of FIN 48 as of January 1, 2007. We
believe that our income tax filing positions and deductions will be sustained on audit and do not anticipate any adjustments that will result
in a material change to our financial position. Therefore, no reserves for uncertain income tax positions have been recorded pursuant to FIN
48. In addition, we did not record a cumulative effect adjustment related to the adoption of FIN 48.
 

Our policy for recording interest and penalties associated with audits is to record such items as a component of income before taxes.
Penalties and interest paid or received are recorded in interest expense or interest income, respectively. During the three months ended
March 31, 2007, we did not record any interest income, interest expense, or penalties related to the settlement of audits for prior
periods. Tax years 2003 through 2006 are subject to examination by the United States federal tax authorities.
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Estimation of Fair Value of Warrants to Purchase Convertible Preferred Stock
 

In connection with our preferred stock offerings, the placement agent received warrants to purchase convertible preferred stock. These
warrants are fully exercisable after one year from issuance and expire after seven years. The exercise price of these warrants is equal to
110% of the offering price of the underlying convertible preferred stock. On the closing of our initial public offering, these warrants will
convert into warrants to purchase shares of common stock at the then applicable conversion rate for the related preferred stock (which will
be 1-for-3.82 after giving effect to the reverse stock split we plan to effect prior to the completion of our initial public offering).
 

We have accounted for these warrants under the provisions of Financial Accounting Standards Board Staff Position (“FSP”) No. 150-
5, Issuer’s Accounting under Statement No. 150 for Freestanding Warrants and Other Similar Instruments on Shares that Are Redeemable ,
an interpretation of SFAS No. 150, Accounting for Certain Financial Instruments with Characteristics of Both Liabilities and Equity .
Pursuant to FSP 150-5, freestanding warrants for shares that are either puttable or warrants for shares that are redeemable are classified as
liabilities on the balance sheet at fair value. In connection with the grant of the warrants to purchase Series A and Series B convertible
preferred stock in 2004 and Series C convertible preferred stock in 2006, the Company recorded the initial fair values of the warrants of
$413,080, $159,831 and $928,625, respectively, as a preferred stock warrant liability. At the end of each reporting period, changes in fair
value during the period are recorded as a component of other income or expense.
 

In order to estimate the liability associated with these warrants, management utilized an independent retrospective valuation
performed by LECG as of each reporting date. The valuations used a market approach and an income approach to determine the fair value
of our common stock into which the preferred stock is convertible on the valuation dates. The market approach bases fair value on what
similar enterprises or comparable transactions indicate value to be. These valuations included examination of the value of comparable
companies in the orthopedic implant industry and other high growth med-tech companies.
 

The fair value of these warrants was determined using the Black-Scholes valuation model using the following assumptions:
 

   Year ended December 31,   
Three months

ended March 31,
       2004          2005          2006      2006   2007
            (unaudited)
Weighted-average risk-free interest rate   3.85%  4.36%  4.70%  4.70%  4.55%
Weighted-average remaining life (in years)   6.24  5.24  4.85  4.85  4.60
Expected dividend yield   0%  0%  0%  0%  0%
Weighted-average expected volatility   108%  94%  75%  75%  70%
 

For the years ended December 31, 2004, 2005 and 2006, and for the three month periods ended March 31, 2006 and 2007, we
recorded approximately $254,089, $577,000, $290,925, $72,731, and $3,681,413, respectively, as other expense for the increase in fair
value of all preferred stock warrants. We will continue to adjust the liabilities for changes in fair value until the earlier of the exercise of
the warrants to purchase shares of convertible preferred stock or the completion of a liquidation event, including the completion of an initial
public offering.
 

Upon the closing of this offering, all outstanding warrants to purchase shares of our preferred stock will become warrants to purchase
shares of our common stock and, as a result, will no longer be subject to FSP 150-5. The then-current aggregate fair value of these
warrants, after a final remeasurement of fair value, will be reclassified from liabilities to additional paid-in capital, a component of
stockholders’ equity, and we will cease to record any related periodic fair value adjustments.
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Results of Operations
 Comparison of Three Months Ended March 31, 2006 and 2007
 
   Three months ended March 31,   Dollar

Change  
 %

Change    2006   2007    
   (unaudited)        
Grant revenue   $ —  $ —  $ —  * 

Operating expenses:      
Research and development    1,100,125   1,479,340   379,215  34%
General and administrative    184,425   405,380   220,955  120%
Sales and marketing    111,038   125,740   14,702  13%

  

Total operating expenses    1,395,588   2,010,460   614,872  44%
  

Loss from operations    (1,395,588)  (2,010,460)  (614,872) 44%

Other income (expense):      
Interest income    150,487   166,870   16,383  11%
Interest expense    —   (37,722)  (37,722) * 
Change in value of preferred stock warrant liability    (72,731)  (3,681,413)  (3,608,682) 4,962%

  

Total other income (expense)    77,756   (3,552,265)  (3,630,021) 4,668%
  

Net loss   $(1,317,832) $(5,562,725) $(4,244,893) 322%
  

* Not meaningful.
 

Grant Revenue. We recorded no grant revenue in either period due to our internal product development projects in 2006 and 2007,
which were not related to our existing grants. We were awarded an $800,000 NIH grant in late 2006, for which we expect to begin
recognizing revenue in the second half of 2007 as we provide services under the related grant contract.
 

Research and Development Expenses. The increase in research and development expense in the three months ended March 31, 2007
compared to the same period in 2006 was due primarily to an increase in salaries and benefits of approximately $130,000, including the
hiring of one additional person, an increase of approximately $180,000 from depreciation due to additional equipment in our manufacturing
facility, and an increase in rent of $90,000 for our new manufacturing facility.
 

General and Administrative Expenses. The increase in general and administrative expenses for the three months ended March 31,
2007 compared to the same period in 2006 was due primarily to an additional $215,000 in legal fees incurred in the three months ended
March 31, 2007 in connection with a review of our intellectual property position.
 

Sales and Marketing Expenses. The increase in sales and marketing expenses in the three months ended March 31, 2007 compared to
the same period in 2006 was due primarily to consulting, marketing studies and trade show fees incurred during the three months ended
March 31, 2007.
 

Interest Income. The increase in interest income in the three months ended March 31, 2007 compared to the same period in 2006 was
due primarily to higher average interest rates in 2007.
 

Interest expense. Interest expense in the three months ended March 31, 2007 was related to our 42-month term loan which we entered
into in January 2007 upon the conversion of our equipment financing arrangement, which allowed for advances to us for equipment
purchased during 2006 and which we utilized during the second half of 2006.
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Change in Value of Preferred Stock Warrant Liability. The increase in the change in value of preferred stock warrant liability for the
three months ended March 31, 2007 compared to the same period in 2006 was due to valuation increases in our common stock into which
the preferred stock is convertible as well as a greater number of warrants outstanding during the three months ended March 31, 2007 as a
result of our Series C convertible preferred stock offering that closed on February 24, 2006. In April 2007, we issued additional warrants to
purchase 253,290 shares of preferred stock to our placement agent and its designee in connection with our Series D convertible preferred
stock offering. See Note 7 to our financial statements included elsewhere in this prospectus.
 

Comparison of Years Ended December 31, 2004, 2005 and 2006
 
   Years ended December 31,  Dollar

Change  
 %

Change 
 Years ended December 31,  Dollar

Change  
 %

Change    2004   2005     2005   2006    
Grant revenue   $ 208,252  $ 69,207  $ (139,045) (67)% $ 69,207  $ 94,850  $ 25,643  37%
Operating expenses:          

Research and development    1,419,293   2,966,991   1,547,698  109%   2,966,991   4,974,380   2,007,389  68%
General and administrative    398,208   576,295   178,087  45%   576,295   1,113,500   537,205  93%
Sales and marketing    —     416,847   416,847  *   416,847   607,538   190,691  46%

  

Total operating expenses    1,817,501   3,960,133   2,142,632  118%   3,960,133   6,695,418   2,735,285  69%
  

Loss from operations    (1,609,249)  (3,890,926)  (2,281,677) 142%   (3,890,926)  (6,600,568)  (2,709,642) 70%
Other income (expense):          

Interest income    107,211   248,838   141,627  132%   248,838   805,437   556,599  224%
Interest expense    —     —     —    *   —     (77,498)  (77,498) * 
Change in value of preferred stock warrant liability    (254,089)  (577,000)  (322,911) 127%   (577,000)  (290,925)  286,075  (50)%

  

Total other income    (146,878)  (328,162)  (181,284) 123%   (328,162)  437,014   765,176  (233)%
  

Net loss   $(1,756,127) $(4,219,088) $(2,462,961) 140%  $(4,219,088) $(6,163,554) $(1,944,466) 46%
  

* Not meaningful.
 

Grant Revenue. The decreases in 2005 and 2006 grant revenue compared to the 2004 amount were due to our performing more NIH
contract work in 2004 and our incurring fewer qualifying expenditures in 2005 and 2006 related to our NIH contracts as we refocused our
efforts on internal product development projects.
 

Research and Development Expenses. The increase in research and development expenses in 2006 compared to 2005 was due
primarily to an increase of approximately $800,000 for producing test parts and testing of our ceramics materials and producing prototypes
and related instrumentation. We also experienced an increase of approximately $400,000 related to increases in our personnel costs,
including the hiring of three additional employees, an increase of approximately $190,000 for additional rent and $340,000 of additional
depreciation related to our new manufacturing facility and related equipment. The increase in research and development expenses in 2005
compared to 2004 was primarily attributable to an increase of $800,000 related to increases in personnel costs, including the hiring of nine
additional employees, and $370,000 related to general lab supplies, product testing and validation costs. We also had an additional
$140,000 of depreciation expenses in 2005 compared to 2004 due to the purchase of additional research equipment.
 

General and Administrative Expenses. The increases in general and administrative expenses in 2006 compared to 2005 was due
primarily to $370,000 related to increases in personnel costs, including the hiring of three employees and $130,000 in legal fees in
connection with a review of our intellectual property position. The
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increase in general and administrative expenses in 2005 compared to 2004 was due primarily to an increase in legal costs of approximately
$40,000 related to filing and protecting our patents, and an additional $70,000 in personnel costs related to the timing of employment
commencement dates in 2004.
 

Sales and Marketing Expenses. In 2005, we commenced hiring of sales and marketing personnel to assist in the development of our
product commercialization strategy. The increase in sales and marketing expense in 2006 compared with 2005 was due to an increase in
personnel costs, including the hiring of one additional employee, as well as an increase in external market research and trade shows in
preparation for our anticipated product candidate launches in 2008.
 

Interest Income. The increases in interest income in 2006 compared to 2005 and in 2005 compared to 2004 were due primarily to the
timing of our receipt of the proceeds of our convertible preferred stock financings, which we invested in interest-bearing investments.
These increases were also partially due to general increases in average interest rates in 2006 compared to 2005 and in 2005 compared to
2004.
 

Interest Expense. Interest expense in 2006 was for interest charges related to an equipment financing arrangement which we utilized
during the second half of 2006 and under which we borrowed a total of $1.6 million. Interest on this financing arrangement was 10.25%. In
January 2007, we converted the outstanding balance to a 42-month term loan bearing interest at the fixed rate of 9.09%.
 

Change in Value of Preferred Stock Warrant Liability. The increase in the change in value of preferred stock warrant liability in 2006
compared to 2005 and in 2005 compared to 2004 was due to valuation increases in our common stock as well as a greater number of
warrants outstanding during 2006 compared to 2005 and in 2005 compared to 2004 as a result of our Series A preferred stock offering in
January 2004, our Series B preferred stock offering in November 2004 and our Series C preferred stock offering in February 2006. See Note
7 to our financial statements included elsewhere in this prospectus.
 
Liquidity and Capital Resources
 

We have incurred a cumulative loss since our inception in December 1996 and as of March 31, 2007 we had a deficit accumulated
during the development stage of $18.2 million. We have funded our operations to date principally from private placements of convertible
preferred stock, raising net proceeds totaling $27.9 million through March 31, 2007. As of March 31, 2007, we had approximately $10.3
million in cash, cash equivalents and marketable securities included in current assets. We invest our available cash balances in bank
deposits, money market funds, U.S. government securities, auction rate securities, and other investment grade debt securities that have
strong credit ratings.
 

In April 2007, we issued 4,456,500 shares of our Series D convertible preferred stock at $3.00 per share, and received net proceeds of
approximately $12.4 million. Dividends, liquidation preferences, conversion and voting rights of our Series D convertible preferred stock
are substantially similar to those of Series A, B and C convertible preferred stock. In conjunction with this offering, the placement agent
received warrants to purchase 253,290 shares of Series D convertible preferred stock at an exercise price of $3.30 per share. These warrants
are fully exercisable at the earlier of one year after issuance or the completion of this offering and expire after seven years. The estimated
fair value of these warrants at the time of issuance was $450,000. In connection with the offering of our Series D convertible preferred
stock, we also paid our placement agent $758,870 as commission and $100,000 for expenses.
 

Net cash used in operating activities was $1.3 million, $3.5 million and $5.5 million for the years ended December 31, 2004, 2005 and
2006, respectively, and $761,000 and $2.4 million for the three months ended March 31, 2006 and 2007, respectively. The net cash used in
each of these periods primarily reflects internal personnel costs associated with our research and development programs and infrastructure
costs supporting our research and development activities. Included in net cash used in operating activities are non-cash charges related to
revaluations of our preferred stock warrant liability, depreciation and amortization expense, and other net
 

47



Table of Contents

changes in assets and liabilities affecting cash, including accounts payable and accrued liabilities that are primarily dependent upon the
timing of our payments to our suppliers, vendors and employees.
 

Net cash provided by (used in) investing activities was ($9.3) million, $2.6 million and ($10.8) million for the years ended
December 31, 2004, 2005 and 2006, respectively, and $(14.1) million, and $2.8 million for the three months ended March 31, 2006 and
2007, respectively. Net cash provided by (used in) investing activities in each of these periods reflects primarily the net purchases and
maturities of marketable securities and purchases of property and equipment. Purchases of property and equipment increased in 2006 to
$3.2 million compared to $854,000 in 2005 as a result of equipment purchasing and leasehold improvements associated with our new
manufacturing facility.
 

Net cash provided by (used in) financing activities was $7.5 million, $17,000 and $16.8 million for the years ended December 31,
2004, 2005 and 2006, respectively, and $15.2 million and ($66,000) for the three months ended March 31, 2006 and 2007, respectively. Net
cash provided by (used in) financing activities was attributable primarily to the issuance of shares of our Series A convertible preferred
stock in January 2004, the issuance of shares of our Series B convertible preferred stock in November 2004, and the issuance of shares of
our Series C convertible preferred stock in February 2006. In addition, we borrowed $1.6 million under our equipment financing
arrangement during 2006 which was converted in early 2007 to a 42-month term loan. We made payments of $66,000 on the loan during
the three months ended March 31, 2007.
 

We do not expect to generate any product revenue until the first half of 2008 at the earliest. We will not generate any domestic
product revenue unless and until we obtain FDA clearance or approval to market our lead implant product candidates. We believe that our
cash, cash equivalents and marketable securities, together with interest income we earn on these investments, will be sufficient to meet our
anticipated cash requirements through the second quarter of 2008. We believe that the net proceeds from our initial public offering,
together with our cash, cash equivalents and marketable securities, together with interest income we earn on these investments, will be
sufficient to meet our anticipated cash requirements through the end of 2009. If our available cash, cash equivalents, marketable securities
and net proceeds from our initial public offering are insufficient to satisfy our liquidity requirements, or if we develop additional product
candidates or submit additional applications for clearance or approval of our product candidates, we may seek to sell additional equity or
debt securities or arrange for a credit facility. The sale of additional equity and debt securities may result in additional dilution to our
shareholders. If we raise additional funds through the issuance of equity or debt securities, these securities could have rights and
preferences senior to those of our common stock and could contain covenants that would restrict our operations. We may require additional
capital beyond our currently forecasted amounts. Any such required additional capital may not be available on reasonable terms, if at all. If
we are unable to obtain additional financing, we may be required to reduce the scope of, delay, or eliminate some or all of our planned
research, product development and commercialization activities, which could materially harm our business.
 

Our forecast of the period of time through which our financial resources will be adequate to support our operations and the costs to
complete development of product candidates are forward-looking statements and involve risks and uncertainties, and actual results could
vary materially and negatively as a result of a number of factors, including the factors discussed in the “Risk Factors” section of this
prospectus. We have based these estimates on assumptions that may prove to be wrong, and we could utilize our available capital resources
sooner than we currently expect.
 

Because of the numerous risks and uncertainties associated with the development of medical devices, we are unable to estimate the
exact amounts of capital outlays and operating expenditures necessary to complete ongoing clinical trials and successfully deliver a
commercial product to market. Our future funding requirements will depend on many factors, including but not limited to:
 
 •  the timing of regulatory clearances or approvals;
 
 •  the scope, rate of progress and cost of our research and development activities;
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 •  the scope, rate of progress and cost of any clinical trials we are required to conduct, and the results of these clinical trials;
 
 •  the cost and timing of establishing sales, marketing and distribution capabilities;
 
 •  the rate of market acceptance of our product candidates;
 
 

•  the cost of filing and prosecuting patent applications and defending and enforcing our patents and other intellectual property
rights;

 
 

•  the cost of defending, in litigation or otherwise, any claims that we infringe third-party patents or other third-party intellectual
property rights;

 
 •  the cost of defending other litigation or disputes with third parties;
 
 

•  the cost of establishing clinical and commercial supplies of our current pipeline of product candidates and any product candidates
that we may develop;

 
 •  the development of an efficient manufacturing process;
 
 •  the effect of competing products and market developments; and
 
 •  any revenue generated by sales of our future product candidates.
 

Future capital requirements will also depend on the extent to which we acquire or invest in businesses, products and technologies,
although we currently have no commitments or agreements relating to any of these types of transactions.
 

Contractual Obligations
 

In May 2006, we entered into an equipment financing arrangement which allowed for advances to us for equipment purchased during
2006. These amounts are collateralized by certain of our qualifying manufacturing and lab equipment and $750,000 which is invested in an
interest bearing escrow account and is reflected on the accompanying balance sheet as restricted cash. If the balance of our cash and
marketable securities becomes equal to or less than the then remaining balance of the loan at any time during the term, the bank has the
right to exercise a contingent pledge with respect to all remaining cash and marketable securities.
 

As of December 31, 2006, $1,621,898 had been advanced under this financing arrangement. In January 2007, this amount was
refinanced into long-term debt with a fixed interest rate of 9.09% and with a 42-month term. Prior to May 23, 2007, the terms of this loan
did not permit the transfer of more than 25% of the ownership interests in us. Effective May 23, 2007, the terms of this financing
arrangement were amended to eliminate this transfer restriction upon the completion of our initial public offering.
 

We are committed to making future cash payments on operating leases. We have not guaranteed the debt of any other party. Future
minimum payments under all noncancelable lease obligations and payments under our long-term debt agreement are as follows as of
March 31, 2007:
 

Year ended December 31,   
Operating

Leases   
Long-term

Debt  
2007 (remainder of year)   $ 339,875  $ 407,193 
2008    463,392    542,922 
2009    400,991    542,922 
2010    263,154    316,705 
2011    91,605    — 

    

  $1,559,017   1,809,742 
    

Less amounts representing interest      (253,501)
    

    $1,556,241 
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The information above reflects only payment obligations that are fixed and determinable. Our commitments for operating leases
primarily relate to the lease for our corporate headquarters and manufacturing facility in Salt Lake City, Utah.
 

In December 2006, we entered into an agreement to license patent rights directed to a manufacturing process for porous ceramic for
use in our product candidates that incorporate our CSC technology. At the time this agreement was signed, we paid $50,000. During
February 2007, we paid an additional $100,000 upon the transfer of technology to us. We are obligated to pay an additional $100,000 upon
FDA clearance of the first product in the United States which utilizes the licensed technology. We are also obligated to pay future royalties
on net sales of products which utilize this technology.
 

We have entered into consulting and development agreements with some of our advisors, including some of our surgeon advisors. We
have agreed to pay some of our surgeon advisors a portion of our net after-tax profits attributable to the sale of specific spine, hip and knee
implant product candidates for which the surgeon advisor provided us with consulting and related services related to the conceptualization,
development, testing, clearance, approval and/or related matters involving our implant product candidates. Because more than one of our
surgeon advisors contribute to our development efforts, we are obligated to pay royalties to as many as five surgeon advisors in connection
with some of our product candidates. Pursuant to these agreements, these surgeon advisors also have been granted options to purchase
shares of our common stock. Generally, these consulting and development agreements, unless earlier terminated, continue until the later of
(a) ten years from the date of the agreement and (b) the expiration of the patent rights relating to the product candidates covered by the
agreement.
 

We have executed agreements with some of our executive officers which, upon the occurrence of specified events related to a change
of control, require payments to be made to the executives equal to two to three times his annual salary and accelerate the vesting of then
outstanding stock options held by the executive.
 

Effective through February 2009, in the event of a future acquisition of our capital stock, merger, tender offer, recapitalization, or
asset sale prior to our initial public offering resulting in a change in control, as defined in the engagement letter with the placement agent
for our offering of Series C convertible preferred stock, the placement agent will have the right to receive up to $2.5 million.
 
Off-Balance Sheet Arrangements
 

Since inception, we have not engaged in any off-balance sheet activities, including the use of structured finance, special purpose
entities or variable interest entities.
 
Quantitative and Qualitative Disclosures About Market Risk
 

Our exposure to market risk is confined to our cash, cash equivalents and marketable securities, all of which have maturities of less
than one year. The primary objective of our investment activities is to preserve our capital for the purpose of funding operations while at
the same time maximizing the income we receive from our investments without significantly increasing risk. To achieve these objectives,
our investment policy allows us to maintain a portfolio of cash equivalents and investments in investment grade marketable securities,
including commercial paper, option rate preferred securities, money market funds and corporate debt securities and U.S. government
securities. As of December 31, 2006 our marketable securities balance was approximately $11.8 million, which consisted of auction rate
securities with rates that reset every 28 days. As of December 31, 2006, our long-term debt balance was approximately $1.6 million. The
long-term debt bears interest at a fixed rate of 9.09% and has a term of 42 months. On a net basis, we believe that there is no material
exposure to interest rate risk.
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BUSINESS
 
Overview
 

We are an orthopedic implants company focused on using our silicon nitride ceramic technologies to develop, manufacture and
commercialize a broad range of advanced, high-performance spine and joint implants. We have developed a formulation of silicon nitride
which we believe has the strength, toughness and wear resistance necessary to overcome the limitations of currently available orthopedic
implants. Upon introduction to market, we believe our implants will represent the first commercial use of silicon nitride ceramics in
orthopedic applications and will have the potential to provide an improved combination of characteristics, including greater strength and
resistance to fracture, improved resistance to wear, greater ability to promote bone attachment and better compatibility with surgical and
diagnostic imaging. Based on these potential advantages, we believe our silicon nitride product candidates may achieve better long-term
clinical outcomes with enhanced durability, longevity, biocompatibility and patient fit. While we have not received regulatory clearance or
approval for any of our product candidates that we intend to commercialize, in the second half of 2007 we expect to submit premarket
notifications to the U.S. Food and Drug Administration, or the FDA, seeking regulatory clearance of our first commercial product
candidate. Our goal is to establish our silicon nitride implants as new standards of care for the largest and fastest growing orthopedic
implant markets: the spine, hip and knee markets.
 

Our lead product candidates are our Valeo™ family of spinal implants. Our Valeo spinal fixation implants are intended to restore and
maintain the alignment of vertebrae in the cervical, or neck, region and lumbar, or lower back, region of the spine. The Valeo spinal
fixation implants will feature silicon nitride ceramic spinal spacers for insertion between two vertebrae to help stabilize the spine, along
with a metal cervical bone plate system and a metal pedicle screw system for supplemental fixation. We expect to launch the first of these
product candidates by mid-2008, subject to clearance by the FDA. In 2006, we received clearance from the FDA for a silicon nitride
ceramic spinal spacer, a device for insertion between two vertebrae to help stabilize the spine. We believe this is the first ceramic spinal
spacer ever cleared by the FDA for human use. Although we do not plan to commercialize this spinal spacer, it will be the predicate device
for our Valeo spinal spacers. We plan to introduce additional spinal spacers by the end of 2008, subject to regulatory clearance, including
cortico-cancellous spacers that feature a bone-like structure with a solid, or cortical, load-bearing portion and a cancellous, or porous,
structure that is intended to promote bone attachment for spinal fixation. In mid-2009, subject to regulatory approval, we plan to introduce
cortico-cancellous spinal spacers with a surface coating designed to enhance bone attachment. Our Valeo family of spinal implant
candidates also includes an all-ceramic, motion-preserving cervical disc, for which we anticipate commencing a clinical trial by mid-2009.
 

In addition, we are incorporating our silicon nitride ceramic technology into the development of our InfiniaTM family of total hip and
knee implants. We anticipate performing clinical trials for each of our Infinia product candidates. We believe that our Infinia Total Hip and
Knee Implants, if approved or cleared by the FDA, may provide competitive advantages over currently marketed total hip and knee
replacement implants. We are designing our Infinia Total Hip Implant to offer surgeons a range of sizes and design options comparable to
implants with metal and plastic components but with improved wear resistance. We anticipate commencing a clinical trial for the first of
these total hip implant candidates in 2009. We also are designing our Infinia Total Knee Implant and anticipate commencing a clinical trail
for this product candidate in 2010. We believe that its design will provide natural anatomic motion and offer lower wear and improved
longevity compared to currently marketed knee replacement implants.
 

During the past two years, we have been designing and constructing our own manufacturing facility and developing processes that
will provide us the ability to control the commercial-scale production of our silicon nitride ceramic implants from powder form to devices
ready for sterilization and packaging. We are currently producing our lead ceramic spinal product candidates on a pilot scale in our
manufacturing facility. We anticipate our facility will be fully operational for commercial-scale production by the end of 2007, which we
believe would make us the only vertically integrated silicon nitride orthopedic implant manufacturer in the world.
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Market Opportunity
 

According to the Millennium Research Group, in 2006, patients in the United States had approximately 1.5 million spinal fixation,
hip replacement and knee replacement surgical procedures performed involving the use of implants, and this number is expected to grow
primarily due to the rising incidence of arthritis. In 2005, an estimated 46 million U.S. adults suffered from doctor-diagnosed arthritis, and
nearly two-thirds of those afflicted were younger than age 65. Osteo-arthritis, a condition involving the degeneration, or wearing away, of
the cartilage at the end of bones, is a common form of arthritis, and often results in progressive joint disease and pain. The prescribed
treatment for osteo-arthritis disorders depends on the severity and duration of the disorder and ranges from non-operative procedures
including bed rest, medication, lifestyle modifications, exercise, physical therapy, chiropractic care and steroid injections, to surgical
intervention including total joint replacement.
 

In cases where surgical intervention is prescribed, the use of implants has evolved into the standard of care in spine, hip and knee
surgery. Surgeons replace affected joints with artificial implants, which currently are made from metal alloys, plastics such as
polyethylene, allograft bone, or bone taken from a human cadaver donor, and ceramics. Implants such as hip and knee replacement
implants, and motion-preserving disc implants, have components which move, or articulate, against each other and are known as
articulating implants. Surgeons select the implants according to their patient’s weight, sex, age, activity level and other medical
considerations. After surgery and rehabilitation, the patients usually experience less pain and swelling, and gain improved range of motion.
 

We believe that the market for implants used in spine, hip and knee surgical procedures will continue to grow because of the
following market dynamics:
 

 

•  Growth of the aging population. The population segment most likely to experience arthritis-related back and joint pain is expected
to grow as a result of aging baby boomers, people born between 1946 and 1965, and increasing life expectancy. A majority of hip
and knee replacement procedures performed in the United States are performed on the over-65 population, which is expected to
increase from approximately 35 million in 2000 to approximately 71 million by 2030.

 
 

•  Changing lifestyle expectations. Middle-aged and older patients increasingly expect to enjoy active lifestyles, and consequently
demand effective treatments for painful spine and joint conditions, including better performing and longer lasting implants.

 

 
•  Earlier surgical intervention. The clinical success of implant procedures, improved diagnostics, advances in minimally invasive

surgical procedures, and better performing, longer lasting implants are expected to result in an increase in surgical treatment of
patients at a younger age.

 

 

•  Rising number of revision surgeries . Premature failures of currently available implants, due in part to the limitations of low wear
resistance materials, have resulted in a rapid rise in revision surgeries to replace worn or defective implants. In 2006,
approximately 49,700 revision hip surgeries and 48,000 revision knee surgeries were performed in the United States. An
estimated 73,400 revision hip surgeries and 87,400 revision knee surgeries will be performed in the United States in 2011.

 

 

•  Introduction of new technologies. Newer implants with improved function, such as articulating disc implants and other motion-
preserving implant systems, are expected to drive additional growth of the spinal market. In addition, longer lasting implants are
expected to drive growth in the hip and knee market by being indicated at an earlier stage for patients with degenerative joint
disease.

 
 

•  Market expansion into new geographic areas . As implant procedures are introduced to and become more widely accepted in
underserved countries such as China and India, it is anticipated that demand for implants will increase.
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Spine Implant Market
 

The spine market is the fastest growing market for orthopedic implants, accounting for $3.3 billion in sales in the United States in
2006, and is projected to grow at an average annual rate of 12.0% through 2011 to approximately $5.9 billion. Spinal fixation surgeries
currently represent the vast majority of procedures in this market. Approximately 500,000 spinal fixation surgery procedures were
performed in the United States in 2006, accounting for approximately $3.2 billion of the total $3.3 billion in U.S. spine market sales.
 

Limitations of Current Spinal Implants
 

Spinal fixation is the current standard of care for the surgical treatment of disc herniation for patients who have chronic pain and who
have or are likely to develop associated spinal instability. Disc herniation is a condition where the disc bulges from between two vertebrae
and impinges on nerves causing pain. Spinal fixation procedures aim to relieve the impingement on the nerves by removing the portion of
the disc and/or bone responsible for compressing the neural structures and destabilizing the spine. The excised disc or bone is replaced with
one or more intervertebral implants, or spacers, placed between the adjacent vertebrae. To provide initial support and long-term
stabilization, surgeons commonly use supplemental fixation implants to immobilize the treated area of the spine. These supplemental
fixation implants consist of a pedicle screw system for the lumbar area of the spine, and a bone plate system for the cervical area of the
spine. To enhance bone attachment, surgeons often pack pulverized bone harvested from the patient, known as autograft bone, in and
around fixation implants. Autograft bone is rich in natural bone morphogenic proteins, or BMPs, which promote growth of new bone tissue
into and around spinal implants to fuse the vertebrae. As an alternative, synthetic BMPs are also often used to promote bone growth and
achieve fusion more quickly.
 

Currently marketed spine implants have significant performance limitations due to the materials from which they are made. Spine
implants are manufactured using allograft, or cadaver bone; metals, such as titanium; or plastics, such as polyetheretherketone, or PEEK.
While all of these materials enable manufacturers to produce load-bearing spacers, none of the currently available spinal spacers possess all
of the important characteristics desired by surgeons. Drawbacks include:
 

 
•  Limited availability and inconsistent quality of allograft bone. Allograft bone is in short supply and is subject to inconsistent

quality and size, often requiring surgeons to make compromises on fit while operating on patients. Patients also face a relatively
remote but finite risk of disease transmission and immune response when introducing allograft bone into the body.

 

 

•  Current materials require supplemental bone fusion promoters. Current spacer materials are bio-inert and require growth factors
such as synthetic BMPs to promote bone attachment. However, with cost-containment initiatives from hospitals and public and
private payors alike, separate reimbursement for the use of BMPs in spinal fixation procedures have come under increasing
cost/benefit scrutiny. BMPs are also known to provoke inflammation in the cervical spine and to form abnormal bone growth in
the lumbar spine, which may impinge on neural structures. Alternatively, surgeons can use autograft bone which requires
secondary surgery, resulting in increased pain, a longer recovery period, higher costs and greater risk of infection.

 

 

•  Currently available spinal implant materials lack optimal imaging-compatible characteristics. Surgeons use X-ray imaging and
magnetic resonance imaging, or MRI, during spinal fixation procedures to assist in the proper placement of implants, as well as to
assess the quality of post-operative bone fusion. Traditional metal alloy materials restrict the ability of physicians to detect the
extent and quality of bone attachment and ingrowth due to their X-ray density or magnetic nature. PEEK products are hard to
detect using X-ray, even with the embedded markers that surgeons use to enable them to place the implants during surgery and
confirm their location and the quality of attachment to bone after surgery.

 
Although spinal fixation procedures may address symptoms in the short term, they prevent natural movement among vertebrae, which

can result in a reduction in a patient’s range of natural motion and accelerated degeneration of healthy discs at levels above and below the
fixed vertebrae. Therefore, many orthopedic implant
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companies are pursuing the development of a new generation of disc replacement implants designed to restore natural motion between
vertebrae. Similar to the evolution of articulating implants for hips and knees, motion-preserving disc implants are emerging as a promising
alternative to spinal fixation. To date, the only motion-preserving disc replacement implants approved for marketing in the United States
are metal-on-polyethylene implants, which have a risk of slippage or dislocation due to a three-piece construction. Although the clinical
experience of these implants is recent and longer-term outcomes are not established, they may have limitations due to unfavorable imaging
and wear characteristics commonly associated with metal-on-polyethylene articulating implants.
 

Hip and Knee Implant Market
 

Orthopedic implants used in hip and knee replacement surgeries generated approximately $5.6 billion in sales in 2006 in the United
States, and such sales are projected to increase at an average annual rate of 9.4% through 2011 to approximately $8.8 billion.
Approximately one million primary hip and knee replacement procedures were performed in the United States in 2006.
 

Limitations of Current Hip and Knee Implants
 

Total hip replacement involves removing the diseased joint and replacing it with an artificial hip implant. This procedure entails the
removal of the head, or the upper end of the thigh bone, known as the femur, and replacing it with an artificial femoral head, consisting of a
ball mounted on an artificial stem which is inserted into the femur. The artificial femoral head articulates against an artificial socket, called
an acetabular liner, which is placed inside an acetabular cup affixed into the pelvic bone. The femoral head and acetabular liner are often
referred to as bearings.
 

Total knee replacement also involves removing the diseased joint and replacing it with an artificial knee implant. This procedure
entails removal of the lower end of the femur, known as the condyle, removal of the upper end of the major lower leg bone, or tibia, and the
removal of the knee cap, or patella. Following removal of the diseased tissue, an artificial knee implant is inserted, consisting of four main
components: a femoral condyle, or a specially shaped bearing that is affixed to the lower end of the femur; a tibial tray that is affixed to the
upper end of the tibia; a tibial insert that is rigidly fixed to the tibial tray and serves as the surface against which the femoral bearing
moves; and a patella.
 

Because articulating implants have components that move against each other, causing friction, wear debris has been a clinical
problem experienced in the hip and knee implant market. With conventional articulating implants, such as a hip replacement implant with a
metal femoral head articulating against a polyethylene acetabular liner, friction can degrade the liner, causing small polyethylene wear
particles to break off in the body. The human immune system rejects this foreign debris, attacking it much like it would attack an infection.
Because wear debris typically settles around the site of the implant, the immune system also attacks and degrades the surrounding bone
tissue, which is known as osteolysis. As a patient loses bone tissue in his or her hip, the implant can become loose and unable to function.
 

Orthopedic surgeons identify osteolysis as a leading cause of joint implant failure, resulting in the need for revision procedures to
replace the failed implant. Ever since the connection between polyethylene particles and implant failures was established over two decades
ago, articulating joint components made with alternative materials, including cross-linked polyethylene, metals and ceramics, have been
used to reduce wear. Currently available implants for total hip and knee replacements are primarily differentiated by the materials used for
the alternate bearing surfaces of the implants, the most common of which are metal-on-cross-linked polyethylene, metal-on-metal, and
ceramic-on-ceramic. While all of these alternative materials have resulted in improved wear resistance, none of them possess all of the
important characteristics desired by surgeons. Drawbacks include:
 
 

•  Risk of premature implant failure with cross-linked polyethylene. Despite its greater resistance to wear, cross-linked polyethylene
is more brittle than traditional polyethylene and consequently is prone to
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fatigue failure. In addition, cross-linked polyethylene wear particles can generate a stronger adverse biologic response, resulting
in bone loss and premature implant failure, the very problem that cross-linked polyethylene was designed to address.

 

 

•  Design and size limitations of implants with cross-linked polyethylene. Surgeons prefer the use of larger diameter femoral heads
because they are less likely to dislocate from the acetabular liners. However, higher wear is observed for larger sized cross-linked
polyethylene liners, leading to greater wear debris. Consequently, some surgeons avoid the use of large sized cross-linked
polyethylene components.

 

 

•  High metal ion concentrations with metal-on-metal bearings . Metal-on-metal bearings generate fine metal particles or metal ions
which are absorbed in the body. These particles are excreted from the body through the kidneys. Increasingly, surgeons are
voicing concerns about the potential toxic effects of such high metal concentrations and the burden on the kidneys. Some patients
also exhibit a hypersensitivity or allergic response to metals in their body.

 

 

•  Design and size limitations of implants with currently available ceramic bearings. Currently marketed ceramic implants are
limited by the strength and fracture resistance of currently available ceramic materials. Current ceramic acetabular cups, for
example, require a metal shell to contain and reinforce the ceramic liner. This two-piece design limits the size of the femoral head
that may be used because of cumulative thickness of the multiple pieces in a restricted joint space. However, physicians prefer the
use of larger heads to minimize the risk of hip dislocation. In addition, ceramic femoral heads are limited in the depths to which
they can be seated on the femoral stem, thereby restricting the ability to restore proper leg length. Significant leg length
discrepancy results in a limp, which is the primary cause for malpractice lawsuits related to hip replacement surgeries.

 
We believe the rising market demand for orthopedic implants, coupled with the significant drawbacks associated with existing

materials used for current implants, creates a substantial market opportunity for implants made with higher performing materials.
 
Our Solution
 

We believe our silicon nitride ceramic technologies, MC2 and CSC, will overcome many of the limitations associated with currently
available implant materials by providing an improved combination of characteristics, including:
 
 •  greater strength and resistance to fracture than currently marketed ceramic implants;
 
 •  improved resistance to wear compared to implants made of plastics and metals;
 
 •  greater ability to promote bone attachment than traditional plastic and metal implants such as PEEK and titanium; and
 
 •  better compatibility with surgical and diagnostic imaging techniques.
 

We believe that the anticipated greater strength and fracture resistance of our silicon nitride product candidates will allow us to offer a
wider range of design and size options and lower risk of fracture compared to currently marketed implants made of ceramic materials. We
further believe that the anticipated improved wear resistance and the biocompatibility over the life of our silicon nitride implant candidates
will reduce the risk of osteolysis and allergic response to metal wear particles. Based on these potential advantages, we believe that our
silicon nitride product candidates may achieve better long-term clinical outcomes with a combination of improved durability, longevity,
biocompatibility and patient fit.
 

Micro-Composite Ceramic, or MC2. We refer to our formulation of silicon nitride as MC2, or Micro-Composite Ceramic. We expect
that all of our ceramic product candidates will be made using our MC2 silicon nitride. Since our inception we have focused on the
development of a uniformly dense, micro-particle formulation of silicon nitride ceramic that has the strength, toughness and wear resistance
necessary to overcome
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the limitations of currently available orthopedic implants. This ceramic is made from silicon nitride formulated with dopants such as yttria
and alumina. We believe we are the first company to engage in the development of ceramic-based spine and joint implants made from
silicon nitride, which in the past has been used in mission-critical aerospace and other applications requiring high-strength and low-friction
of moving parts. For the demanding applications represented by human implants, we produce a biocompatible silicon nitride ceramic of
precise specifications with the high strength and toughness necessary to achieve the required fracture resistance and reliability. We believe
that we have developed significant know-how related to the manufacture of spine and joint implants made from silicon nitride. We also
have an issued patent and pending patent applications directed to certain articulating implants with silicon nitride components.
 

Cortico-cancellous Structured Ceramic, or CSC. We also are developing implants made with our MC2 silicon nitride that mimic the
structure of natural bone by incorporating both a dense load-bearing component and a porous component, coupled with a surface coating,
intended to promote bone attachment. We call our ceramic implants based on this technology CSC, or Cortico-cancellous Structured
Ceramic, implants. We are developing our CSC implants for applications where the promotion of bone attachment is important for
successful implant fixation. We have been issued two U.S. patents directed to our implants that will have both a dense load-bearing, or
cortical, component and a porous, or cancellous, component, together with a surface coating. We also have pending patent applications
directed to our cortico-cancellous structured implants using our CSC technology. In addition, we have exclusively licensed three U.S.
patents and foreign counterparts, together with related know-how, directed to manufacturing processes for the production of porous
ceramics for use in our orthopedic implants.
 
Our Strategy
 

Our goal is to become a leading orthopedic company offering advanced silicon nitride ceramic implants for a broad range of
orthopedic indications. We intend to use our ceramic technologies to develop implants that have performance advantages compared to
existing implants. We believe that the combined benefits of our MC2 and CSC technologies will give our product candidates the potential to
become a new standard of care for spine, hip and knee procedures.
 

Key elements of our strategy to achieve this objective include the following:
 

 

•  Launch near-term product candidates that address substantial market opportunities and build market awareness. We intend to
pursue the FDA’s 510(k) pathway for clearance of our lead product candidates targeting spinal fixation, adding stepwise
improvements to previously cleared products to help expedite the FDA review process. Subject to FDA clearance, we expect to
introduce three of our lead spinal fixation product candidates, the Valeo Cortical Ceramic Spacers, the Valeo Cervical Plate
System and the Valeo Pedicle Screw System by mid-2008. Thereafter, we plan to introduce our Valeo Cortico-Cancellous Spinal
Spacers by the end of 2008, followed by our Valeo Coated Cortico-Cancellous Spinal Spacers  by mid-2009. We expect that the
introduction of these product candidates will accelerate physician awareness and acceptance of our ceramic-based implants and
therefore help to facilitate market penetration of our pipeline product candidates.

 

 

•  Build a broad portfolio of ceramic implants targeting expanded indications and additional surgical procedures. We are
continuing to develop our product candidate portfolio to introduce future generations of implant products and expand the range of
surgical indications and procedures that our implants address. These next generation product candidates will enable us to offer the
broad suite of implants sought by orthopedic surgeons and distributors, including total disc replacements and total hip and total
knee implant systems. We believe that the product candidates we are developing will be longer lasting and can be used for earlier
intervention, resulting in better patient care.

 

 
•  Utilize the expertise of our surgeon advisors to design physician-preferred product features. Our surgeon advisors participate

throughout our product development process for both our spine and joint reconstructive product candidates. Our surgeon advisors
include leading orthopedic surgeons in the
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United States, such as Aaron A. Hofmann, M.D., the designer of the Natural Knee TM, a widely used total knee implant. We work
closely with our surgeon advisors in the design of our implants and expect to benefit from their strong networks of national and
international surgeon relationships to facilitate awareness of our product candidates.

 

 

•  Establish a hybrid sales organization utilizing experienced, independent sales agencies and a direct sales force. We intend to
partner with independent sales agencies to leverage their experience and strong surgeon relationships in both the spine and joint
reconstructive markets to help us penetrate both U.S. and international markets. In the United States, we plan to establish a direct
sales force to complement our independent sales agents in selected markets.

 

 

•  Selectively establish collaborations for our implants with leading orthopedic companies. We intend to develop collaborations in
markets outside of the United States where we believe that having a large, well-established partner will enable us more efficiently
to gain access to those markets. In addition, we may establish collaborations in the United States in instances when access to a
larger sales and marketing organization may help to expand the market or accelerate penetration for selected product candidates.

 
Our Product Candidates
 

The table below identifies our products under development, lists their regulatory status, and indicates the anticipated launch dates of
our lead spinal fixation product candidates and the anticipated start of clinical trials of product candidates in our development pipeline.
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* Anticipated regulatory pathways for future submissions to the FDA of applications for product candidates.
 

Our planned strategy for clearance of our Valeo Cortical Spinal Spacers described in the foregoing table will be to submit two
successive Special 510(k) notifications for clearance of two different aspects of this product candidate. We expect these Special 510(k)
clearances will serve as the basis for clearance of the next spinal spacers product candidate we plan to launch.
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Our Spinal Implant Products
 

We have designed our lead product candidates in our Valeo family of spinal implants as a comprehensive solution for surgical
procedures for spinal fixation. These products include spinal spacers, a cervical bone plate system, a pedicle screw system, and a set of
surgical instruments that facilitate the placement of our implants in the body. We are also developing an all-ceramic motion-preserving
cervical disc.
 

Valeo Spinal Spacers
 

We have designed our Valeo family of spinal spacers, using silicon nitride ceramic, as intervertebral fixation implants for stabilizing
the spine by replacing a portion of a vertebra that has collapsed, been damaged, or becomes unstable due to disease or trauma. Intervertebral
implants were estimated to comprise an annual U.S. market of approximately $805 million in 2006. We believe that each of our Valeo
Spinal Spacers, if cleared by the FDA, will have competitive advantages compared to existing spinal implants made from allograft bone,
PEEK or metals, and the ability to permit X-ray and MRI imaging during and after the surgical procedure. We developed and received FDA
clearance for our Arx Intervertebral Spacers made from MC2 silicon nitride, which will serve as the predicate device for the 501(k)
premarket notification for our Valeo Cortical Spinal Spacers product candidate.
 

Cortical. We are conducting tests on our Valeo Cortical Spinal Spacers made of silicon nitride ceramic in anticipation of submitting
two successive Special 510(k)s in the second half of 2007. We anticipate launching our Valeo Cortical Spinal Spacers by mid-2008.
 

Cortico-Cancellous. We have designed our Valeo Cortico-Cancellous Spinal Spacers  to be identical to our Valeo Cortical Spinal
Spacers except that this implant, in addition to its cortical structure, also will include a cancellous, or porous, structure that will facilitate
bone attachment to the cancellous portion of the implant. We are conducting tests on our Valeo Cortico-Cancellous Spinal Spacers in
anticipation of submitting a Special 510(k) to the FDA by mid-2008 and we anticipate launching the Valeo Cortico-Cancellous Spinal
Spacers by the end of 2008.
 

Coated Cortico-Cancellous. We have designed our Valeo Coated Cortico-Cancellous Spinal Spacers  to be identical to our Valeo
Cortico-Cancellous Spinal Spacers except that this product candidate also will include a surface coating made of hydroxy-apatite designed
to enable natural bone to more effectively attach to the cancellous portion of the implant. We are conducting tests on our Valeo Coated
Cortico-Cancellous Spinal Spacers in anticipation of submitting a 510(k) premarket notification to the FDA by mid-2008, and we
anticipate launching the Valeo Coated Cortico-Cancellous Spinal Spacers  in mid-2009.
 

Valeo Cervical Plate System
 

We are developing our Valeo Cervical Plate System as a titanium alloy supplemental fixation implant to be used in conjunction with
our Valeo Spinal Spacers. Currently available bone plate systems accounted for an estimated $428 million in U.S. sales in 2006. We
consulted extensively with our spine surgeon advisors in the design of the Valeo cervical plate product and related surgical instruments in
order to incorporate features aimed at making cervical fixation procedures more efficient, simpler and more consistent. Our design and
instruments combine special features to enable surgeons, in a single step, to hold the cervical plate in place, ensure proper angling and
insertion of the screws into the vertebrae, and achieve a consistent supplemental fixation outcome. We also believe that our Valeo Cervical
Plate System product candidate, because of its design features, may be an attractive option for use with other spacers for cervical spine
fixation.
 

We have finalized the design of our Valeo Cervical Plate System. We anticipate completing product testing and verification and
submitting a 510(k) premarket notification in the second half of 2007. We anticipate launching this product by mid-2008.
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Valeo Pedicle Screw System
 

We are developing our Valeo Pedicle Screw System as a titanium alloy, low profile, and modular implant system to be used in
conjunction with our Valeo Spinal Spacers for supplemental fixation of the lumbar spine. Pedicle screw systems accounted for an estimated
$1.2 billion in U.S. sales in 2006. We consulted extensively with our spine surgeon advisors in the design of the Valeo Pedicle Screw
System in order to incorporate features allowing surgeons greater flexibility in the positioning of screws and rods and selection of rod
diameters during surgery. We have designed modularity in the system components to permit such flexibility, which we believe will provide
better clinical outcomes. We also believe that our Valeo Pedicle Screw System product candidate, because of its design features, may be an
attractive option for use with other spacers for lumbar spine fixation.
 

We have finalized the design of our Valeo Pedicle Screw System. We anticipate completing the product testing and verification and
submitting a 510(k) premarket notification in the second half of 2007. We anticipate launching this product by mid-2008.
 

Valeo Cervical Disc
 

We are developing our Valeo Cervical Disc, using both our MC2 and CSC technologies, as a silicon nitride ceramic implant to meet
the unmet market need for a disc replacement implant that will restore natural motion and provide uncompromised wear resistance and
favorable imaging characteristics in the cervical spine. This product candidate is aimed at the cervical disc market which is estimated to
generate in excess of $450 million in U.S. sales by 2011. We believe to date, that two companies have introduced lumbar discs which seek
to mimic the natural biomechanics of the spine, and numerous other orthopedic implant companies are pursuing the development of disc
implants to restore natural spinal motion. However, to our knowledge, most of these companies are using traditional metal-on-polyethylene
bearings or metal-on-metal bearings, both of which are known to produce wear debris with less than optimal long-term outcomes. To our
knowledge, a small number of companies are pursuing the development of disc implants with ceramic bearing surfaces, but we understand
these bearing surfaces are embedded in metal backings which may interfere with imaging. We believe our Valeo Cervical Disc, if approved
by the FDA, will represent a significant advance over currently available disc implants by mimicking the natural biomechanics of the spine,
eliminating plastic and metal wear particles, promoting secure attachment to adjacent vertebrae, and allowing improved X-ray and MRI
imaging.
 

We are finalizing the design of our Valeo Cervical Disc. We anticipate submitting an IDE, or investigational device exemption,
application to the FDA in the second half of 2008, and beginning clinical trials of this implant in the first half of 2009. We are also
exploring the possibility of developing a similar product for use in the lumbar spine.
 

Our Hip Implant Products
 

Infinia Total Hip Implant
 

We are developing our Infinia Total Hip Implant for patients undergoing total hip replacement surgery for the treatment of
degenerative joint disease. This product candidate targets the market for total hip implants, estimated at $2.4 billion in the United States in
2006. In our first hip replacement implant, we will use silicon nitride ceramic for the femoral head component of this implant. The counter-
bearing, or mating component, of the hip implant, will be a polyethylene liner, fixed into a metal acetabular cup, using industry-recognized
designs and materials. We anticipate that our Infinia Total Hip Implant, if cleared by the FDA based on clinical trial results, will provide
the following significant competitive advantages over traditional total hip replacement implants presently on the market:
 

 
•  Our femoral head will use silicon nitride ceramic material that significantly reduces polyethylene wear debris which is believed to

be the primary reason for implant failures in implants using plastic bearings. We believe this reduction in wear debris should
significantly improve the performance and longevity of our implants; and
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•  Our use of silicon nitride ceramic will enable us to offer femoral heads with sizing options comparable to metal femoral heads and
substantially greater than currently marketed ceramic heads. This will reduce the dislocation risk associated with smaller femoral
heads. In addition, our silicon nitride ceramic will enable us to offer offset sizing options comparable to metal femoral heads
which will minimize, if not entirely eliminate, the need for surgeons to settle for less than optimal leg length results. We also
believe that we will be able to offer heads with substantially greater strength than currently marketed ceramic heads.

 
We are finalizing the design of our Infinia Total Hip Implant. We anticipate submitting a 510(k) premarket notification and an IDE

application to perform clinical trials to support our 510(k) premarket notification to the FDA in the first half of 2009, and beginning clinical
trials of this implant in the second half of 2009.
 

Infinia Total Hip Implant II
 

We are developing our second generation Infinia Total Hip Implant II featuring our Infinia monoblock cup, an industry-first, one-
piece, fully ceramic acetabular cup, our large diameter Infinia ceramic and metal femoral heads, and our Infinia femoral stem. The Infinia
monoblock cup will be made from our MC2 silicon nitride ceramic and will incorporate a smooth bearing surface on the inside of the cup
integrated with a bone attachment surface incorporating our CSC technology on the outside of the cup that comes into contact with a
patient’s pelvis. The strength of silicon nitride ceramic allows us to design the Infinia monoblock cup as a one-piece component without the
need for a separate liner, which will allow the use of larger femoral head sizes. Larger diameter femoral heads are known to have a lower
incidence of dislocation.
 

The femoral head of the implant will be a large-diameter head offered in two versions, one made of silicon nitride and the other of
cobalt-chromium. The femoral head will be used with a metal stem inserted into the femur. In contrast to currently marketed ceramic
femoral heads, we are designing our MC2 femoral head to offer surgeons a range of size and design options comparable to those available in
metal femoral heads.
 

We are currently designing our Infinia monoblock cup, femoral head and femoral stem components. We have also begun testing the
various silicon nitride components of our Infinia Total Hip Implant II. We anticipate that the femoral stem utilized in our first generation
Infinia Total Hip Implant will be incorporated in our Infinia Total Hip Implant II. We anticipate submitting an IDE application for our
Infinia Total Hip Implant II in the first half of 2009 and beginning clinical trials of this product candidate in the second half of 2009.
 

Our Knee Implant Product
 

Infinia Total Knee Implant
 

Our Infinia Total Knee Implant will incorporate our MC2 silicon nitride bearing components for the femoral condyle and will target
the market for total knee implants estimated at $3.3 billion in the United States in 2006. The tibial tray will be made from traditional metal.
The tibial insert will be made from polyethylene in a rotating platform design intended to give the knee implant a range of motion and
flexion similar to the natural knee. As currently planned, this knee design will also feature an asymmetric design to closely simulate natural
anatomy, together with a low profile metal tibial tray, to allow surgeons to implant the Infinia Total Knee Implant using minimally invasive
surgical techniques. We anticipate that this knee implant will provide natural anatomic motion and will offer a low-wear knee replacement
option, providing significantly improved longevity compared with current metal-on-polyethylene knee implants.
 

We are currently designing the Infinia Total Knee Implant. We anticipate submitting an IDE application for this implant system in the
second half of 2009 and beginning clinical trials of this product candidate in the first half of 2010.
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Our Ceramic Technologies
 

Since our inception, we have focused on the development of two technologies based on which we intend to commercialize advanced,
high-performance orthopedic implant candidates:
 
 

•  We have developed a uniformly dense, micro-particle formulation of silicon nitride ceramic. We refer to the product candidates
that we are developing based on this ceramic as our MC2, or Micro-Composite Ceramic, implants.

 
 

•  We have developed implants that mimic the structure of natural bone by incorporating both a dense, load-bearing component and
a porous component to promote bone attachment. We call these our CSC, or Cortico-cancellous Structured Ceramic, implants.

 

Our MC2 Implants
 

The ceramic that we produce for our MC2 implants is made from silicon nitride formulated with dopants such as yttria and alumina.
We believe we are the first company to engage in the development of ceramic-based spine and joint implants made from silicon nitride. We
believe our implant candidates will provide a combination of high strength, fracture resistance, wear resistance and radiolucency that can
overcome the limitations of currently available orthopedic implants.
 

Strength and Resistance to Fracture. We have conducted mechanical tests, following FDA guidelines, to compare the strength of 28
mm femoral heads made using silicon nitride ceramic material produced by a contract manufacturer to our specifications, with 28 mm
femoral heads made using the strongest commercially available ceramic, Biolox Delta™. In these tests, we compared the “burst strength” of
three designs of the silicon nitride femoral heads, made to the design specifications of three different orthopedic manufacturers, with the
burst strength of comparably designed femoral heads made using Biolox Delta. We applied a load to the femoral heads, each of which was
mounted on a typical hip implant stem, until the heads burst, which enabled us to measure the strength of the femoral heads and provided
an indication of the fracture resistance. While 28 mm femoral heads are used by surgeons, as larger diameter femoral heads have become
available, many surgeons prefer using these larger femoral heads to reduce the incidence of post-operative dislocation, one of the most
common complications of hip replacement surgery. Because of this trend in favor of using larger diameter femoral heads, we also
conducted burst strength tests of 38 mm femoral heads made from silicon nitride. The burst strength comparing the different femoral head
designs are shown in the chart on the following page.
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These tests demonstrated that the silicon nitride femoral heads had substantially greater burst strength than the femoral heads made

with Biolox Delta. The silicon nitride femoral heads had burst strengths ranging from 71 kilo-Newtons, or kN, to 75 kN compared to
average burst strengths ranging from 49 kN to 65 kN for the Biolox Delta femoral heads. We also have proven that larger silicon nitride
femoral heads of 38 mm diameter have even greater burst strengths which averaged approximately 139 kN. The minimum FDA average
burst strength requirement to legally market ceramic femoral heads is 46 kN.
 

We anticipate that the superior strength of the silicon nitride ceramic material that we intend to use for our implant products will
provide us with a greater ability to develop implants that offer surgeons a wider size and design range than is possible with currently
marketed ceramics. This, we believe, will provide surgeons with more flexibility than currently possible when choosing implants for
patients, resulting in better clinical outcomes.
 

Wear Resistance. In 2000, we had a wear study performed by an independent laboratory on a similar silicon nitride ceramic material
produced by a contract manufacturer to our specifications. In this study, we arranged for the laboratory to test silicon nitride femoral heads
articulating against silicon nitride ceramic acetabular liners and cobalt-chromium metal alloy femoral heads articulating against silicon
nitride ceramic acetabular liners. Using well-established protocols in a hip simulator, the silicon nitride ceramic bearings demonstrated:
 
 •  over 100 times lower wear than reported for metal-on-polyethylene hip bearings;
 
 •  20 times lower wear than reported for metal-on-cross-linked polyethylene hip bearings;
 
 •  10 times lower wear than reported for metal-on-metal hip bearings; and
 
 •  comparable wear to that reported for existing ceramic-on-ceramic hip bearings.
 

In 2006, we also had a separate wear study performed by the same independent laboratory to test silicon nitride ceramic femoral heads
made from material produced by the same contract manufacturer, articulating against commercially available polyethylene liners. One of
the conclusions from this simulator wear study was that the silicon nitride ceramic head-polyethylene liner combination exhibited low wear
comparable to the low wear reported for the widely used combination of an alumina ceramic head articulating against a polyethylene liner.
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As indicated in the clinical literature presented at the American Academy of Orthopedic Surgeons, ceramic-on-polyethylene bearings
exhibit about 50% lower wear than metal femoral head-polyethylene liner combinations. The study also demonstrated the superior scratch
resistance of the silicon nitride ceramic femoral heads compared with metal femoral heads, the latter having an 8-fold increase in surface
roughness compared to the silicon nitride ceramic heads.
 

Radiolucency. We conducted a study to compare the imaging characteristics of discs made of metals such as titanium, plastics such as
PEEK and silicon nitride using a cadaver human vertebral body. Images of the vertebral body and the discs were obtained using X-ray
fluoroscopy, an imaging technique using a fluorescent screen to examine the internal structure of the body, computer tomography, or CT,
an imaging technique for visualizing a three-dimensional image of the internal structure of the body, and MRI under identical conditions.
We assessed the radiolucent characteristics of the discs in X-ray fluoroscopy images quantitatively, assessed the presence of scatter in CT
scans qualitatively, and assessed distortion in MRI quantitatively. We found that in X-ray fluoroscopy, the metal discs did not permit
visualization of the underlying bone of the vertebral body while PEEK was transparent, rendering its location difficult to determine. The
silicon nitride disc had an intermediate radiolucency that rendered it visible as well as allowing a visual assessment of the underlying bone
of the vertebral body. CT and MRI scans of the metal discs indicated the presence of distortion while silicon nitride and PEEK exhibited no
scattering. The study thus demonstrated that the combination of partial radiolucency in X-ray fluoroscopy, and no distortion in CT and MRI
scans would facilitate both placement of spinal spacers during surgery and post-operative monitoring of bone attachment.
 

MC2 Biocompatibility. We have conducted a full complement of required biocompatibility tests, following guidelines of the FDA and
the International Standards Organization, or ISO. These tests confirmed that the silicon nitride ceramic produced by a contract
manufacturer to our specifications met required biocompatibility standards for human use. We have submitted a master file to the FDA for
this silicon nitride ceramic containing these test results. We intend to repeat the full battery of biocompatibility tests on silicon nitride
produced in our manufacturing facility.
 

Our CSC Implants
 

Like natural bone, which has a cortical, or dense, load-bearing outer surface, and a cancellous, or porous, inner region, our CSC
implant candidates have a solid load-bearing portion adjacent to a porous portion. By integrating both load-bearing and porous structures,
our CSC implant candidates are designed to provide structural integrity while at the same time facilitating the attachment of surrounding
bone to the implant. Our CSC implant candidates also incorporate a coating to promote bone attachment. While our CSC technology can be
applied to any ceramic material, we are using it with our MC2 silicon nitride to develop implant candidates for applications where the
promotion of secure bone attachment is important for successful implant fixation. We believe that the inertness of our silicon nitride
ceramic material, coupled with the porous structure that mimics natural cancellous bone, will promote bone attachment. We also believe
that this combination, together with a surface coating, may alleviate the need for bone morphogenic proteins to promote bone attachment.
We have been issued two U.S. patents directed to our CSC technology. We also have exclusively licensed three U.S. patents and foreign
counterparts, together with related know-how, directed to manufacturing processes for the production of porous ceramics for use in our
orthopedic implants. These processes are versatile and allow us to manufacture our implants from our MC2 silicon nitride with a range of
porosity and pore size that mimic natural cancellous bone.
 

Osteointegrative Properties. We arranged for a pilot animal study to be conducted using skeletally mature sheep to evaluate the
ability of the porous portion of our CSC-designed implants to promote osteointegration, or the growth of new bone, within the test animals
in a knee-defect model. In this study, we implanted porous cylinders made of a commonly used ceramic in the condyle, or lower end, of the
femur, or thigh bone, of the sheep. This animal study showed the rapid osteointegration potential of the porous implants. The porous
implants also had extensive new bone formation at and into the implant surface, and showed the presence of new bone at the center of the
implants. We believe this study indicates the potential of our CSC implants to promote bone attachment.
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Except for the studies and tests performed by third parties, our employees conducted the tests described above under the supervision
of Ashok C. Khandkar, Ph.D., our Chief Executive Officer. Dr. Khandkar served as the principal contact for all tests conducted by third
party investigators at our request. The wear study performed by an independent laboratory in 2000 was funded using a grant from the NIH
and, pursuant to the requirements of the grant, Dr. Khandkar was designated as the principal investigator. As principal investigator, Dr.
Khandkar assisted with the formulation of the overall hypotheses for the study and he and Aaron A. Hofmann, M.D., a member of our board
of directors, consulted as to the methodology of this study. We made arrangements for the provision of femoral heads to the independent
laboratory so that the laboratory could conduct the tests, and collect and report the data resulting from this study. We used our working
capital to pay the costs associated with the pilot animal study and the 2006 wear study. Dr. Khandkar, in consultation with our senior
employees within our research and development department, selected the independent laboratories that conducted the pilot animal study
and the 2006 wear study. Employees within our research and development department, supervised by Dr. Khandkar, acted as the principal
contacts for these studies. As was the case with respect to 2000 wear study, we arranged for the provision of femoral heads and animal
implants to the laboratories for testing and the laboratories conducted the tests, and collected and reported the data resulting from these
studies.
 
Sales and Marketing
 

Our marketing strategy will highlight our ceramic technologies and the design advantages of our product candidates. We intend to
make strong distribution channels and technical education our strategic focal points.
 

Upon FDA clearance, we intend to market and sell our lead spinal products in the United States using a hybrid distribution network
that includes a combination of experienced, independent sales agents with strong, existing surgeon relationships and a direct sales force in
selected markets. A similar hybrid sales force will also be used to market our hip and knee reconstructive products. We have begun to sign
agreements with independent sales agents. We intend to employ a clinically experienced technical support team consisting of health care
professionals to assist in the training of clinicians and their staff.
 

We intend to use our surgeon advisors to help implement an awareness campaign for educating other spine and reconstructive joint
surgeons about our products. As part of this campaign we plan to provide educational materials to treating physicians, referring physicians
and patients. We also intend to organize regional training seminars where our product and training managers, engineers, and sales and
marketing staff, together with our surgeon advisors, will educate other surgeons and sales agent support staff in the use of our products.
 

In selected international markets, such as Europe, Japan, Australia and Canada, we may also seek to establish collaborations with
leading orthopedic companies where we believe that a large, well-established partner may provide better access to those markets. In
addition, we may establish collaborations in the United States under circumstances where access to a larger sales and marketing
organization may help to expand the market or accelerate penetration for selected products.
 
Product Manufacturing
 

In order to control the quality, cost and availability of our silicon nitride implants, we are developing our own manufacturing
capabilities. Until August 2006, we conducted our manufacturing operations in a 3,378 square-foot pilot and prototype manufacturing
facility at our present location in Salt Lake City, Utah, and we used third parties to produce some components of our other ceramic product
candidates, such as silicon nitride ball blanks for femoral heads. During the past two years, we have also been developing scaled-up
manufacturing processes and building out of our manufacturing facility, certified under the ISO 13485 standard for medical devices,
located in an approximately 17,000 square-foot facility near our corporate offices. We expect our manufacturing facility to be fully
operational by the end of 2007. It will be equipped with state-of-the-art, computerized mixing equipment, sintering furnaces, robotic
machining centers and other testing equipment that will enable us to control the entire process for manufacturing our ceramic implants from
powder form to devices ready for sterilization and packaging. To our knowledge, we will be the only vertically integrated orthopedic
implant company in the world with the capability to make spine and joint implants from silicon nitride.
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Our ceramic manufacturing strategy includes the purchase of raw materials from one or more vendors which are ISO registered and
approved by us. These raw materials, consisting of silicon nitride ceramic powder and dopant chemical compounds, are characterized and
tested in our facility in accordance with our specifications, and then blended to formulate our silicon nitride material. Subsequently, we
form the silicon nitride material into implant components using specialized processing equipment, including computer-controlled
machining centers and sintering furnaces. In addition, for our CSC implants, we have licensed, on a worldwide exclusive basis, a patented
technology and related know-how to manufacture porous ceramics.
 

We plan to rely exclusively on third-parties for the manufacture of products or components made from metals or plastics, including
our Valeo Cervical Plate System, Valeo Pedicle Screw System, the metal components of our Infinia hip and knee implants, and surgical
instrumentation sets. Our outsourcing strategy is targeted at using contract manufacturers that are FDA registered and which meet the ISO
13485 certification standard. We believe the use of third-party sources for metals or plastics will reduce our capital investment
requirements and allow us to strategically focus our resources on the development of our product candidates.
 

We are currently working with our ceramic raw material vendors and parts suppliers to ensure that they can meet our
commercialization requirements. We are currently developing and qualifying alternative sources of supply for our raw materials.
 
Intellectual Property
 

We rely on a combination of patents, trademarks, trade secrets and other intellectual property laws, nondisclosure agreements,
proprietary information ownership agreements and other measures to protect our intellectual property rights. We believe that in order to
have a competitive advantage, we must continue to develop and maintain the proprietary aspects of our technologies.
 

Currently, we have four issued U.S. patents, 12 pending U.S. patent applications, and ten pending foreign patent applications. Our
U.S. Patent No. 6,881,229, issued April 19, 2005, is directed to an articulating joint prosthesis having a cobalt chromium head and a cup
made from a high strength, high toughness doped silicon nitride ceramic. Our U.S. Patent Nos. 6,846,327, issued January 25, 2005, and
6,790,233, issued September 14, 2004, are directed to a bone graft and spinal fixation cage having a cortico-cancellous structure with a
bioactive and resorbable surface coating. Our U.S. Patent No. 6,994,727, issued February 7, 2006, is directed to a novel prosthesis for use
in replacing a spinal disc. Our issued patents begin to expire in 2022, with the last of these patents expiring in 2023.
 

Our pending patent applications are directed to additional aspects of our technologies including, among other things:
 
 •  additional embodiments of implants using our MC2 silicon nitride in one or more implant components;
 
 

•  additional embodiments of cortico-cancellous structured implants using our CSC technology, including such implants without a
bioactive, resorbable coating;

 
 •  designs for cervical plates;
 
 •  designs for pedicle screws;
 
 •  designs for cervical disc implants;
 
 •  designs for intervertebral spacers;
 
 •  designs for hip implants; and
 
 •  designs for knee implants.
 

We also have exclusively licensed from Dytech Corporation Ltd. three U.S. patents and foreign counterparts, together with related
know-how, directed to manufacturing processes for the production of porous ceramics for use in our orthopedic implants. Individual
patents extend for varying periods depending on the
 

66



Table of Contents

effective date of filing of the patent application or the date of patent issuance, and the legal term of the patents in the countries in which
they are obtained. Generally, since our U.S. patent applications were filed on or after June 8, 1995, our patents issued, and those to be
issued, in the United States are effective for 20 years from the earliest effective filing date. The term of our foreign patents will vary in
accordance with provisions of applicable local law, but typically will be 20 years from the earliest effective filing date.
 

We also expect to rely on trade secrets, know-how, continuing technological innovation and in-licensing opportunities to develop and
maintain our intellectual property position. However, trade secrets are difficult to protect. We seek to protect the trade secrets in our
proprietary technology and processes, in part, by entering into confidentiality agreements with commercial partners, collaborators,
employees, consultants, scientific advisors and other contractors and into invention assignment agreements with our employees and some of
our commercial partners and consultants. These agreements are designed to protect our proprietary information and, in the case of the
invention assignment agreements, to grant us ownership of the technologies that are developed.
 
Industry Competition
 

The orthopedic implant industry is highly competitive. We believe our main global competitors in the spine implant market include
Medtronic Spinal and Biologics, a subsidiary of Medtronic, Inc.; Synthes, Inc.; DePuy Spine, Inc., a subsidiary of Johnson & Johnson;
Stryker Spine, a division of Stryker Corporation; Biomet Spine and Biomet Trauma, a subsidiary of Biomet, Inc.; and Zimmer Spine, a
subsidiary of Zimmer Holdings, Inc., which, in 2006, together accounted for over 80% of the market. We believe our main competitors in
the hip and knee implant market are Zimmer Holdings, Inc.; DePuy Orthopaedics, Inc., a subsidiary of Johnson & Johnson; Stryker
Orthopaedics, a division of Stryker Corporation; Biomet, Inc.; and Smith & Nephew Orthopaedics, a subsidiary of Smith & Nephew plc,
which, in 2006, together accounted for over 80% of the market.
 

Competition within the industry is primarily based on technology, innovation, product quality, and the product awareness and
acceptance by orthopedic surgeons. Our principal competitors have substantially greater financial, technical and marketing resources, as
well as significantly greater manufacturing capabilities, than we do, and they may succeed in developing products that render our products
non-competitive. Our ability to compete successfully will depend upon our ability to develop innovative products with advanced
performance features based on our ceramic technologies.
 

We anticipate that orthopedic companies will also seek to introduce new ceramic-based implants to compete with ours. Presently,
these companies buy ceramic components from manufacturers such as Ceramtec, Metoxit, Morgan-Matroc, Kyocera and NTK. These
companies manufacture and provide ceramic femoral heads on an original equipment manufacturer, or OEM, basis to orthopedic implant
companies such as Stryker, DePuy and Zimmer. We will seek to compete with their products based on the performance advantages offered
by our silicon nitride-based ceramic technologies.
 
Government Regulation of Medical Devices
 

Governmental authorities in the United States, at the federal, state and local levels, and other countries extensively regulate, among
other things, the research, development, testing, manufacture, labeling, promotion, advertising, distribution, marketing and export and
import of products such as those we are developing. Failure to obtain approval to market our products under development and to meet the
ongoing requirements of these regulatory authorities could prevent us from marketing and continuing to market our products.
 

United States
 

In the United States, before a new medical device can be marketed, its manufacturer must either obtain marketing clearance through a
premarket notification under Section 510(k) of the Federal Food, Drug and Cosmetic Act or marketing approval of a premarket approval
application, or PMA. User fees, which increase each year and which are specific for the type of submission that is made, must be paid to the
FDA at the time that the 510(k) or PMA is submitted. The information that must be submitted to the FDA in order to obtain clearance or
approval to market a new medical device varies depending on how the medical device is classified by the
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FDA. Medical devices are classified into one of three classes on the basis of the controls deemed by the FDA to be necessary to reasonably
ensure their safety and effectiveness. Class I devices are subject to general controls, including labeling, premarket notification and
adherence to the quality systems regulation, or QSR, which sets forth device-specific good manufacturing practices. Class II devices are
subject to general controls and special controls, including performance standards and post-market surveillance. Class III devices are subject
to most of the previously identified requirements as well as to premarket approval.
 

A 510(k) premarket notification must demonstrate that the device in question is substantially equivalent to another legally marketed
device, or predicate device, that does not require premarket approval. In evaluating the 510(k), the FDA must determine that (i) the device
has the same intended use as the predicate device and (ii) has the same technological characteristics as the predicate device, or (a) has
different technological characteristics, (b) the data submitted establishes that the device is substantially equivalent and contains
information, including clinical data if deemed necessary by the FDA, that demonstrates that the device is as safe and as effective as a
legally marketed device and (c) the device does not raise different questions of safety and effectiveness than the predicate device. Most
510(k)s do not require clinical data for clearance, but a minority do require clinical data support. The FDA is supposed to issue a decision
letter within 90 days if it has no additional questions or send a first action letter requesting additional information within 75 days; however,
the FDA does not always meet the applicable performance goal review time. In addition, requests for additional data, including clinical
data, will increase the time necessary to review the notice. Most Class I devices and many Class II devices are exempt from the 510(k)
requirement. If the FDA does not agree that the new device is substantially equivalent to the predicate device, the new device will be
classified in Class III, and the manufacturer must submit a PMA or may, depending on the nature of the device, petition the FDA to make a
risk-based determination of the new device and reclassify the new device in Class I or II. Modifications to a 510(k)-cleared medical device
may require the submission of another 510(k) or a PMA if the changes could significantly affect the safety or effectiveness or constitute a
major change in the intended use of the device.
 

Modifications to a 510(k)-cleared device frequently require the submission of a traditional 510(k), but modifications meeting certain
conditions may be candidates for FDA review under a Special 510(k). If a device modification requires the submission of a 510(k), but the
modification does not affect the intended use of the device or alter the fundamental scientific technology of the device, then summary
information that results from the design control process associated with the cleared device can serve as the basis for clearing the
application. A Special 510(k) allows a manufacturer to declare conformance to design controls without providing new data. When the
modification involves a change in material, the nature of the “new” material will determine whether a traditional or Special 510(k) is
necessary. For example, in its Device Advice on How to Prepare a Special 510(k), the FDA uses the example of a change in a material in a
finger joint prosthesis from a known metal alloy to a ceramic that has not been used in a legally marketed predicate device as a type of
change that should not be submitted as a Special 510(k). However, if the “new” material is a type that has been used in other legally
marketed devices within the same classification for the same intended use, a Special 510(k) is appropriate. The FDA gives as an example a
manufacturer of a hip implant who changes from one alloy to another that has been used in another legally marketed predicate. Special
510(k)s are typically processed within thirty (30) days of receipt.
 

The PMA process is more complex, costly and time consuming than the 510(k) clearance procedure. A PMA must be supported by
more detailed scientific evidence than a 510(k) notice, including clinical data to demonstrate the safety and efficacy of the device. If the
device is determined to present a “significant risk,” the manufacturer may not begin a clinical trial until it submits an investigational device
exemption, or IDE, to the FDA and obtains approval from the FDA. Such clinical trials are also subject to the review, approval and
oversight of an institutional review board, or IRB, at each institution at which the clinical trial will be performed. The clinical trials must be
conducted in accordance with applicable regulations, including but not limited to the FDA’s IDE regulations. Upon completion of the
clinical trials, and assuming that the results indicate that the product is safe and effective for its intended use, the manufacturer will then
submit a PMA. The FDA has 45 days after a PMA is submitted to determine whether it is sufficiently complete to permit a substantive
review. If the PMA is complete, the FDA will file the PMA. The FDA is subject to performance goal review times for
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PMAs and may issue a decision letter as a first action on a PMA within 180 days of filing, but if it has questions, it will likely issue a first
major deficiency letter within 150 days. It may also refer the PMA to an FDA advisory committee for additional review, and will conduct a
preapproval inspection of the manufacturing facility to ensure compliance with the QSR, either of which could extend the 180 day target for
a response. The FDA may also inspect the investigational sites to ensure compliance with the IDE and other applicable regulations
governing the conduct of the trial. While the FDA’s ability to meet its performance goals has generally improved during the past few years,
it may not meet these goals in the future. A PMA can take several years to complete and there is no assurance that any submitted PMA will
ever be approved. Even when approved, the FDA may limit the indication for which the medical device may be marketed or to whom it
may be sold. In addition, the FDA may request additional information or request the performance of additional clinical studies as a
condition of approval or after the PMA is approved. Changes to the device or its manufacturing process may require the prior approval of a
supplemental PMA.
 

Continuing FDA Regulation
 

After a device is placed on the market, numerous regulatory requirements apply. These include:
 
 

•  compliance with the QSR, which require manufacturers to follow design, testing, control, documentation and other quality
assurance procedures during the manufacturing process;

 
 

•  labeling regulations, which prohibit the promotion of products for unapproved or “off-label” uses and impose other restrictions on
labeling; and

 

 
•  medical device reporting regulations, which require that manufacturers report to the FDA if their device may have caused or

contributed to a death or serious injury or malfunctioned in a way that would likely cause or contribute to a death or serious injury
if it were to recur.

 
Failure to comply with applicable regulatory requirements can result in enforcement action by the FDA, which may include any of the

following sanctions:
 
 •  warning letters;
 
 •  fines, injunctions, and civil penalties;
 
 •  recall or seizure of our products;
 
 •  operating restrictions, partial suspension or total shutdown of production;
 
 •  refusal to grant 510(k) clearance or PMA approvals of new products;
 
 •  withdrawal of 510(k) clearance or PMA approvals; and
 
 •  criminal prosecution.
 

To ensure compliance with regulatory requirements, medical device manufacturers are subject to market surveillance and periodic,
pre-scheduled or unannounced inspections by the FDA, and these inspections may include the manufacturing facilities of our
subcontractors.
 

International Regulation
 

International sales of medical devices are subject to foreign government regulations, which vary substantially from country to country.
The time required to obtain approval by a foreign country may be longer or shorter than that required for FDA approval, and the
requirements may differ. For example, the primary regulatory authority with respect to medical devices in Europe is that of the European
Union, which consists of about twenty-four countries encompassing most of the major countries in Europe. Other countries, such as
Switzerland, have voluntarily adopted laws and regulations that mirror those of the European Union with respect to medical devices. The
European Union has adopted numerous directives and standards regulating the design, manufacture, clinical trials, labeling, and adverse
event reporting for medical devices. Devices that comply with the requirements of a relevant directive will be entitled to bear CE
conformity marking, indicating that the device conforms to the essential requirements of the applicable directives and, accordingly, can be
commercially
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distributed throughout the European Union, although actual implementation of these directives may vary on a country-by-country basis.
The method of assessing conformity varies depending on the class of the product, but normally involves a combination of self-assessment
by the manufacturer and a third-party assessment by a “Notified Body.” This third-party assessment may consist of an audit of the
manufacturer’s quality system and specific testing of the manufacturer’s product. An assessment by a Notified Body in one country within
the European Union is required in order for a manufacturer to distribute the product commercially throughout the European Union.
 
Compliance with Fraud and Abuse Laws
 

Once our product candidates are commercialized, we must comply with various U.S. federal and state laws, rules and regulations
pertaining to healthcare fraud and abuse, including anti-kickback laws and physician self-referral laws, rules and regulations. Violations of
the fraud and abuse laws are punishable by criminal and civil sanctions, including, in some instances, exclusion from participation in federal
and state healthcare programs, including Medicare, Medicaid, Veterans Administration health programs, workers’ compensation programs
and TRICARE. We operate our business to be in material compliance with such laws, rules and regulations.
 

We have entered into agreements with certain surgeons for assistance with the design of our products, some of whom we anticipate
may make referrals to us or order our products. A majority of these agreements contain provisions for the payments of royalties and/or
stock options. In addition, some surgeons currently own shares of our stock and other surgeons may be offered shares as part of this
offering under our directed share program as described in the “Underwriters” section of this prospectus. These transactions were, and will
be, structured with the intention of complying with all applicable laws, including fraud and abuse laws. Despite this intention, the laws in
this area are both broad and vague, and it is often difficult or impossible to determine how the laws will be applied. Accordingly, there can
be no assurance that a particular government agency or court would determine our practices to be in full compliance with such laws. We
could be materially impacted if regulatory or enforcement agencies or courts interpret our financial arrangements with surgeons to be in
violation of these fraud and abuse laws.
 

Anti-Kickback Statute
 

The federal Anti-Kickback Statute prohibits persons from knowingly or willfully soliciting, receiving, offering or paying
remuneration, directly or indirectly, in exchange for or to induce:
 
 

•  the referral of an individual for a service or product for which payment may be made by Medicare, Medicaid or any other
government-sponsored healthcare program; or

 
 

•  purchasing, ordering, arranging for, or recommending the ordering of, any service or product for which payment may be made by
a government-sponsored healthcare program.

 
The definition of “remuneration” has been broadly interpreted to include anything of value, including such items as gifts, certain

discounts, waiver of payments, and providing anything at less than its fair market value. In addition, several courts have interpreted the law
to mean that if “one purpose” of an arrangement is intended to induce referrals, the statute is violated.
 

The Anti-Kickback Statute is broad and prohibits many arrangements and practices that are lawful in businesses outside of the
healthcare industry. Recognizing that the Anti-Kickback Statute is broad and may technically prohibit many innocuous or beneficial
arrangements, the Office of Inspector General of the Department of Health and Human Services, or OIG, has issued regulations, commonly
known as “safe harbors.” These safe harbors set forth certain requirements that, if fully met, will assure healthcare providers, including
medical device manufacturers, that they will not be prosecuted under the Anti-Kickback Statute. Although full compliance with these safe
harbor provisions ensures against prosecution under the Anti-Kickback Statute, full compliance is often difficult and the failure of a
transaction or arrangement to fit within a specific safe harbor
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does not necessarily mean that the transaction or arrangement is illegal or that prosecution under the Anti- Kickback Statute will be
pursued. However, conduct and business arrangements that do not fully satisfy each applicable safe harbor may result in increased scrutiny
by government enforcement authorities such as the OIG. The statutory penalties for violating the Anti-Kickback Statute include
imprisonment for up to five years and criminal fines of up to $25,000 per violation. In addition, through application of other laws, conduct
that violates the Anti-Kickback Statute can also give rise to False Claims Act lawsuits, civil monetary penalties and possible exclusion from
Medicare and Medicaid and other federal healthcare programs. In addition to the Federal Anti-Kickback Statute, many states have their own
anti-kickback laws. Often, these laws closely follow the language of the federal law, although they do not always have the same scope,
exceptions, safe harbors or sanctions. In some states, these anti-kickback laws apply not only to payment made by a government health care
program but also with respect to other payors, including commercial insurance companies.
 

One form of a financial arrangement that is subject to the Anti-Kickback Statute and other fraud and abuse laws is the so-called
gainsharing program. While there is no fixed definition of gainsharing, the term typically refers to an arrangement in which a hospital gives
physicians a share of any reduction in the hospital’s costs attributable in part to the physician’s efforts. Such cost reduction activities may
relate to certain surgical procedures and surgeons may be asked to select less expensive devices to use in their surgeries, with the surgeons
then sharing in the cost savings to the hospital.
 

Government officials have focused recent kickback enforcement efforts on, among other things, the sales and marketing activities of
healthcare companies, including medical device manufacturers, and recently have brought cases against individuals or entities with
personnel who allegedly offered unlawful inducements to potential or existing customers in an attempt to procure their business. This trend
is expected to continue. Settlements of these cases by healthcare companies have involved significant fines and/or penalties and in some
instances criminal plea agreements. We are also aware of governmental investigations of some of the largest orthopedic device companies
reportedly focusing on consulting and service agreements between these companies and orthopedic surgeons. These developments are
ongoing and we cannot predict the effects they will have on our business.
 

Physician Self-Referral Laws
 

The federal ban on physician self-referrals, commonly known as the “Stark Law,” prohibits, subject to certain exceptions, physician
referrals of Medicare and Medicaid patients to an entity providing certain “designated health services” if the physician or an immediate
family member of the physician has any financial relationship with the entity. The Stark Law also prohibits the entity receiving the referral
from billing for any good or service furnished pursuant to an unlawful referral, and any person collecting any amounts in connection with an
unlawful referral is obligated to refund these amounts. A person who engages in a scheme to circumvent the Stark Law’s referral
prohibition may be fined up to $100,000 for each such arrangement or scheme. The penalties for violating the Stark Law also include civil
monetary penalties of up to $15,000 per service and possible exclusion from federal healthcare programs. In addition to the Stark Law,
many states have their own self-referral laws. Often, these laws closely follow the language of the federal law, although they do not always
have the same scope, exceptions, safe harbors or sanctions. In some states these self-referral laws apply not only to payment made by a
federal health care program but also with respect to other payors, including commercial insurance companies. In addition, some state laws
require physicians to disclose any financial interest they may have with a healthcare provider to their patients when referring patients to that
provider even if the referral itself is not prohibited.
 

Other Fraud and Abuse Laws
 

The federal False Claims Act, or FCA, prohibits any person from knowingly presenting, or causing to be presented, a false claim or
knowingly making, or causing to be made, a false statement to obtain payment from the federal government. Those found in violation of the
FCA can be subject to fines and penalties of three times
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the damages sustained by the government, plus mandatory civil penalties of between $5,500 and $11,000 for each separate false claim.
Actions filed under the FCA can be brought by any individual on behalf of the government, a qui tam action, and this individual, known as
a “relator” or, more commonly, as a “whistleblower,” may share in any amounts paid by the entity to the government in damages and
penalties or by way of settlement. In addition, certain states have enacted laws modeled after the FCA, and this legislative activity is
expected to increase. Qui tam actions have increased significantly in recent years, causing greater numbers of healthcare companies,
including medical device manufacturers, to defend false claim actions, pay damages and penalties or be excluded from Medicare, Medicaid
or other federal or state healthcare programs as a result of investigations arising out of such actions.
 

The OIG also has authority to bring administrative actions against entities for alleged violations of a number of prohibitions, including
the Anti-Kickback Statute and the Stark Law. The OIG may seek to impose civil monetary penalties or exclusion from the Medicare,
Medicaid and other federal healthcare programs. Civil monetary penalties can range from $2,000 to $50,000 for each violation or failure
plus, in certain circumstances, three times the amounts claimed in reimbursement or illegal remuneration. Typically, exclusions last for five
years.
 

In addition, we must comply with a variety of other laws, such as laws prohibiting false claims for reimbursement under Medicare and
Medicaid and laws prohibiting gainsharing programs, all of which can also be triggered by violations of federal anti-kickback laws; the
Health Insurance Portability and Accounting Act of 1996, which makes it a federal crime to commit healthcare fraud and make false
statements; and the Federal Trade Commission Act and similar laws regulating advertisement and consumer protections.
 
Third-Party Reimbursement
 

Because we expect to receive payment directly from hospitals and surgical centers, we do not anticipate relying directly on payment
for any of our products from third-party payors, such as Medicare, Medicaid, private insurers and managed care companies. However, our
business will be affected by policies administered by federal and state governmental authorities, such as Medicare and Medicaid, as well as
private payors, which often follow the policies of these public programs. For example, our business will be indirectly impacted by the
ability of a hospital or medical facility to obtain coverage and third-party reimbursement for procedures performed using our products.
These third-party payors may deny reimbursement if they determine that a device used in a procedure was not medically necessary, was not
used in accordance with cost-effective treatment methods, as determined by the third-party payor, or was used for an unapproved
indication. For example, on May 16, 2006, the Centers for Medicare and Medicaid Services issued a national coverage decision denying
Medicare coverage for DePuy’s CHARITE™ prosthetic intervertebral disc implant for patients over 60 years old. This national coverage
decision is under reconsideration and a decision is expected later this year. A national coverage decision denying Medicare coverage could
result in private insurers and other third party payors denying coverage for this and similar products.
 

For inpatient and outpatient spine fracture reduction procedures, including those that will involve use of our products once approved,
Medicare reimburses hospitals at a prospectively determined amount, called diagnosis related groups, or DRGs, for inpatient treatment and
ambulatory payment classifications for outpatient treatment. Each of these DRG codes is associated with a level of payment and is adjusted
from time to time, usually annually. DRG payments are intended to cover most of the non-physician hospital costs incurred in connection
with the applicable diagnosis and related procedures. Implant products, such as those we plan to sell, represent part of the total procedure
costs, while labor, hospital room and board and other supplies and services represent the balance of those costs. However, the DRG
payment amounts are typically set independently of a particular hospital’s actual cost for treating a patient and implanting a device. Thus,
the payments that a hospital would receive for a particular procedure would not typically be based on the cost of our products.
 

Medicare has established a number of DRGs for inpatient procedures that involve the use of products similar to ours. Although
Medicare has authority to create special DRGs for hospital services that more properly
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reflect the actual costs of expensive or new-technology devices implanted as part of a procedure, it has recently declined to do so for
DePuy’s CHARITE™ prosthetic intervertebral disc implant.
 

We believe that orthopedic implants generally have been well received by third-party payors because of the ability of these implants
to greatly reduce long-term health care costs for patients with degenerative joint disease. However, coverage and reimbursement policies
vary from payor to payor and are subject to change. As discussed above, hospitals that purchase medical devices for treatment of their
patients generally rely on third-party payors to reimburse all or part of the costs and fees associated with the procedures performed with
these devices. Both government and private third-party coverage and reimbursement levels are critical to new product acceptance. Neither
hospitals nor spine surgeons are likely to use our products if they do not receive reimbursement adequate to cover the cost of these
procedures.
 

While it is expected that hospitals will be able to obtain coverage for procedures using our products, the level of payment available to
them for such procedures may change over time. Governmental payors such as Medicare and Medicaid closely regulate provider payment
levels and have sought to contain, and sometimes reduce, payment levels. Commercial payors and managed care plans frequently follow
government payment policies, and are likewise interested in controlling increases in the cost of medical care. These third-party payors may
deny payment if they determine that a procedure was not medically necessary, a device used in a procedure was not used in accordance with
cost-effective treatment methods, as determined by the third-party payor, or was used for an unapproved indication.
 

In addition, some payors are adopting pay-for-performance programs that differentiate payments to health care providers based on the
achievement of documented quality-of-care metrics, cost efficiencies, or patient outcomes. These programs are intended to provide
incentives to providers to find ways to deliver the same or better results while consuming fewer resources. As a result of these programs,
and related payor efforts to reduce payment levels, hospitals and other providers are seeking ways to reduce their costs, including the
amounts they pay to medical device suppliers. Adverse changes in payment rates by payors to hospitals could adversely impact our ability
to market and sell our products and negatively affect our financial performance.
 

In international markets, healthcare payment systems vary significantly by country and many countries have instituted price ceilings
on specific product lines. There can be no assurance that our products will be considered cost-effective by third-party payors, that
reimbursement will be available or, if available, that the third-party payors’ reimbursement policies will not adversely affect our ability to
sell our products profitably.
 

Member countries of the EU offer various combinations of centrally financed health care systems and private health insurance
systems. The relative importance of government and private systems varies from country to country. The choice of devices is subject to
constraints imposed by the availability of funds within the purchasing institution. Medical devices are most commonly sold to hospitals or
health care facilities at a price set by negotiation between the buyer and the seller. A contract to purchase products may result from an
individual initiative or as a result of a competitive bidding process. In either case, the purchaser pays the supplier, and payment terms vary
widely throughout the EU. Failure to obtain favorable negotiated prices with hospitals or health care facilities could adversely affect sales
of our products.
 
Employees
 

As of June 30, 2007, we had 37 full-time employees, including four who hold Ph.D. degrees. Of our 37 employees, five are employed
in administration, 29 in manufacturing and research and development, and three in sales and marketing. We believe that our success will
depend, in part, on our ability to attract and retain qualified personnel. We have never experienced a work stoppage due to labor difficulties
and believe that our relations with our employees are good. None of our employees is represented by a labor union.
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Legal Matters
 

We are currently not a party to any material legal proceedings.
 
Facilities
 

Our corporate office and our manufacturing facilities are located in Salt Lake City, Utah. We believe that our existing facilities are
adequate for our current needs. The table below provides selected information regarding our facilities, all of which are leased.
 

Location   Use   

Approximate
Square
Footage   

Lease
Expiration

Salt Lake City, Utah
  

Corporate headquarters, research and development and
administrative offices   

9,505
  

August 2009

Salt Lake City, Utah   Manufacturing   17,439  April 2011
 
Plan of Operations
 

We believe that the net proceeds from our initial public offering, our anticipated future revenue and our cash, cash equivalent
marketable securities balances and interest we earn on these balances, will be sufficient to meet our anticipated cash requirements through
the end of 2009. During the period between the date of this prospectus and June 30, 2008, ignoring the impact of potential revenue
resulting from sales of three of our lead spinal implant products before June 30, 2008, we believe that it will not be necessary to raise
additional funds to meet the expenditures required to operate our business, including expenditures for:
 
 

•  building sales, marketing and distribution capabilities for our spinal implant products in anticipation of commercialization of
some of our lead spinal products, which we plan to launch beginning in the first half of 2008;

 
 •  the scale-up of our manufacturing operations to commercial level;
 
 •  the continuation of our research and development activities on our pipeline of products in development;
 
 •  expenditures relating to our compliance with applicable laws and regulations associated with being a publicly traded company; and
 
 

•  expenditures relating to our seeking regulatory clearance and approval of our lead products, including the commencement of
clinical testing of some of our lead products.
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MANAGEMENT
 
Directors and Executive Officers
 

Our directors and executive officers and their respective ages and positions as of June 30, 2007 are as follows:
 
Name   Age  Position

Max Link, Ph.D.(1)(2)   66  Chairman of the Board of Directors
Ashok C. Khandkar, Ph.D.   50  Director and Chief Executive Officer
Aaron A. Hofmann, M.D.   57  Director
Lawrence D. Dorr, M.D.(3)   66  Director
Gregg R. Honigblum   44  Director
Rohit Patel(1)(2)(3)   66  Director
Bradford S. Goodwin(1)(3)   52  Director
Warionex (“Jose”) Belen   57  President
Bryan J. McEntire   55  Vice President of Manufacturing and Research
Reyn E. Gallacher

  

44
  

Vice President of Finance, Chief Financial Officer and
Assistant Secretary

Kenneth W. Ludwig, Jr.   55  Vice President of Marketing
Robert M. Wolfarth   44  Director of Regulatory Affairs and Quality Assurance

(1)  Member of our audit committee
(2)  Member of our nominating and corporate governance committee
(3)  Member of our compensation committee
 

The following is a brief summary of the background of each of our directors and executive officers.
 

Max Link, Ph.D. has served as the Chairman of our board of directors since October 2003. Dr. Link served as Chairman of the Board
and Chief Executive Officer of Centerpulse AG, the largest orthopedics company in Europe, from March 2002 until October 2003, when
Centerpulse was acquired by Zimmer Holdings, Inc. Prior to joining Centerpulse, Dr. Link served as the Chief Executive Officer at
Corange Limited/Boehringer Mannheim and as Chairman and Chief Executive Officer at Sandoz Pharmaceuticals (now part of Novartis).
Since 1994, Dr. Link has been actively involved as a director in development stage companies in the healthcare and biopharmaceutical field
both in the United States and in Europe, including Human Genome Sciences, Inc., Alexion Pharmaceuticals, Inc., Celsion Corporation and
Discovery Laboratories, Inc. Dr. Link received his Ph.D. in economics from the University of St. Gallen, Switzerland in 1970.
 

Ashok C. Khandkar, Ph.D. is our co-founder and has been a member of our board of directors since 1996. Dr. Khandkar has been our
Chief Executive Officer since we hired him for that position in February 2000. He also served as our President from September 2003
through December 2006. Dr. Khandkar has more than 20 years of experience in senior managerial positions in ceramics development and
manufacturing with responsibility for finance, strategic planning and business development. Dr. Khandkar is an inventor on 24 U.S. and
international patents. Prior to becoming our Chief Executive Officer, Dr. Khandkar served as a Vice President with Ceramatec, where he
started its oxide fuel cell program. He also served as Chief Technology Officer of SOFCo, a joint venture between McDermott Inc. and
Ceramatec, where he managed a multi-disciplinary team of engineers, scientists, and manufacturing professionals. Dr. Khandkar has
authored more than 30 papers related to ceramics technology. He has served as the vice-chair of the High Temperature Materials Division
of the Electrochemical Society and is an Adjunct Associate Professor in the Materials Science and Engineering Department of the
University of Utah in Salt Lake City, Utah. Dr. Khandkar earned his Ph.D. in materials science from Arizona State University in 1985.
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Aaron A. Hofmann, M.D. is our co-founder and has been a member of our board of directors since 1996. Dr. Hofmann is a nationally
and internationally recognized orthopedic surgeon, known for his accomplishments in developing total hip and knee replacement systems,
innovative surgical approaches in hip and knee surgery and basic research on human bone dynamics. Dr. Hofmann holds 14 patents, many
of which are directed at inventions involving hip and knee implants. Since 2003, Dr. Hofmann has been a design surgeon for Zimmer
Holdings, Inc., the largest orthopedics company in the world. Dr. Hofmann, working with a team of orthopedic surgeons, helped design
Zimmer’s new gender knee specifically designed for women. Since 1992, Dr. Hofmann has been a Professor of Orthopedic Surgery at the
University of Utah School of Medicine and Chief of Orthopedics for the Veteran Affairs Medical Center in Salt Lake City, Utah since
1988. He earned his M.D. at the Southwestern Medical School in Dallas, Texas, was a resident at Parkland Memorial Hospital in Dallas,
Texas, and a Joint Reconstruction Fellow at the Montreal General Hospital. Dr. Hofmann is a diplomate of the American Board of
Orthopaedic Surgery and an active member of the American Orthopaedic Association, the American Academy of Orthopaedic Surgeons,
the Orthopaedic Research Society, the Society for Arthritic Joint Surgery and the Knee Society.
 

Lawrence D. Dorr, M.D. has been a member of our board of directors since November 2006. Dr. Dorr is a nationally and
internationally recognized orthopedic surgeon, known for this accomplishments in developing total hip and knee replacement systems,
innovative minimally invasive surgical approaches and basic research on human bone dynamics. Dr. Dorr founded The Arthritis Institute in
February 2001 and has been its Medical Director since then, performing more than 3,500 hip and knee replacements in the past decade.
Prior to that he established the Arthritis Service at the Kerlan-Jobe Orthopaedic Clinic in 1983, and later founded the Center for Arthritis
and Joint Implant Surgery at the University Hospital at the University of Southern California in 1992. Dr. Dorr served as the President of
the American Association of Hip and Knee Surgeons, or AAHKS, from 1993 to 1994 and is the incoming President of the Hip Society in
November 2007. Dr. Dorr received the Lifetime Humanitarium Award from the AAOS for Operation Walk in 2005. Dr. Dorr earned his
medical degree and master’s degree from the University of Iowa. He completed his residency at the L.A. County-University of Southern
California Medical Center, where he later served as a full-time teaching member of the Department of Orthopaedics at the University of
Southern California.
 

Gregg R. Honigblum has been a member of our board of directors since December 2006. Mr. Honigblum has more than 20 years of
experience as a financier for emerging growth companies primarily in the healthcare area. He has been instrumental in providing early
stage financing for companies such as Myriad Genetics, Inc. and Acacia Biosciences, Inc., which merged with Rosetta Inpharmatics, Inc.
and is now a wholly owned subsidiary of Merck. Since 2001, Mr. Honigblum has been the Chief Executive Officer and founder of Creation
Capital LLC, an investment banking firm specializing in the financing and development of early stage medical device and biotechnology
companies. Creation Capital has served as the placement agent for our private financings and has provided, through its client base, more
than $44 million of equity capital. Mr. Honigblum holds a B.A. in economics from the University of Texas at Austin.
 

Rohit Patel has been a member of our board of directors since 2003 and an advisor to Amedica since its inception. Since May 2004,
Mr. Patel served as the Chief Executive Officer of Ellis, Inc., a technology company developing and marketing English language learning
software until retiring from Ellis in October 2006 after successfully transitioning the company to its new owner, Pearson Publishing. Prior
to joining Ellis, from 2002 to 2004, he served as a consultant to NIIT, Ltd. of India and Ellis. From September 1996 to December 2001,
Mr. Patel served as President of BNA Communications, Inc. and Executive Director of BNA Inc. and was responsible for three of its
publishing divisions. BNA, Inc. is a leading publisher of information and analysis products for professionals in law, tax, business, and
government based in Washington, D.C. and is the largest employee-owned company in the United States. From 1987 to 1995, Mr. Patel
held various positions, including Chief Executive Officer, with Wicat Systems, Inc., a global developer of flight training and desk-top
simulation software. Mr. Patel has an M.B.A. from Michigan State University and a M.S. in engineering from the University of Wisconsin.
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Bradford S. Goodwin has been a member of our board of directors since May 2007. Mr. Goodwin is currently a director of PDL
BioPharma and Rigel, Inc. He was the Chairman of the Board of CoTherix, Inc., a publicly traded company focused on pulmonary arterial
hypertension, until its sale to Actelion Pharmaceuticals in early 2007. From 2001 to 2006, Mr. Goodwin was Chief Executive Officer and
Director of Novacea, Inc., a publicly traded biopharmaceutical company focused on in-licensing, developing and commercializing novel
therapies for cancer. From April 2000 to July 2001, Mr. Goodwin was President, Chief Operating Officer and founder of Collabra Pharma,
a company focused on pharmaceutical product licensing and development. From April 1987 to February 2000, he held various senior
executive positions with Genentech, Inc., including Vice President of Finance, and was responsible for treasury, purchasing, risk
management, real estate, controllership, tax and long-range planning. For ten years prior to joining Genentech, Mr. Goodwin worked at
Price Waterhouse LLP, now PricewaterhouseCoopers LLP, as a certified public accountant, serving ultimately as Senior Audit Manager.
Mr. Goodwin also served on expert advisory committees of the American Institute of Certified Public Accountants, the Financial
Accounting Standards Board and the International Accounting Standards Board. Mr. Goodwin holds a B.S. in business administration from
the University of California, Berkeley.
 

Warionex (“Jose”) Belen has served as our President since December 2006. Mr. Belen held the position of Vice President of
Products from May 2005 until December 2006. Mr. Belen has 34 years of experience in the orthopedics industry in engineering, marketing
and national sales accounts. For 22 years prior to joining Amedica, Mr. Belen held various positions with Centerpulse AG prior to its
acquisition by Zimmer Holdings, Inc. Prior to joining Amedica, until April 2005, he served as Director of Surgeon Consulting Services for
Centerpulse, where he formalized product development agreements and managed surgeons who were members of Centerpulse AG’s
product development teams.
 

Bryan J. McEntire has served as our Vice President of Manufacturing since August 2004 and as our Vice President of Research since
December 2006. Mr. McEntire has more than 30 years of experience in advanced ceramic product development, quality engineering and
manufacturing. Prior to joining Amedica, Mr. McEntire served as a senior director of supply chain management at Applied Materials in
Silicon Valley from April 1998 to August 2004, where he managed the supply chain, which included the negotiation of supply contracts,
and supervision of vendor production of various parts, including precision ceramic parts, which were integrated into the capital equipment
made and sold by Applied Materials. Prior to joining Applied Materials, he was the General Manager of Norton Advanced Ceramics, a
division of Saint-Gobain Industrial Ceramics Corporation, from 1993 to 1998, where he managed four ceramic product manufacturing
plants in the United States.
 

Reyn E. Gallacher joined Amedica in January 2006 as our Controller, and has served as our Vice President of Finance since January
2007, and as our Chief Financial Officer and Assistant Secretary since March 2007. Mr. Gallacher has more than 20 years of financial and
management experience working with both public and private companies, with responsibilities for financings as well as mergers and
acquisitions. Prior to joining Amedica, Mr. Gallacher served as an internal auditor with Deseret Management Corporation from 2004 to
2006. Mr. Gallacher served as the Corporate Controller of AMI Semiconductor, a publicly traded semiconductor company, from 2003 to
2004. Mr. Gallacher also was the Corporate Controller of Pharmadign, Inc. from 2001 to 2003 and TrainSeek, Inc. from 2000 to 2001. From
1994 to 1999, Mr. Gallacher served in various financial and business management capacities with TheraTech, Inc., a transdermal drug
delivery company, playing a key role with the due diligence and valuation work completed as part of the acquisition of TheraTech by
Watson Pharmaceuticals. From 1987 to 1994, Mr. Gallacher served in various roles, most recently as a senior manager with KPMG in both
their Salt Lake City, Utah and Montvale, New Jersey offices. While with KPMG, Mr. Gallacher specialized in working with small to mid-
size companies in the health care and high technology industries. Mr. Gallacher holds a B.S. in accounting from the University of Utah and
an M.B.A. from Weber State University.
 

Kenneth W. Ludwig, Jr. joined Amedica in May 2006 with 25 years of experience in the orthopedics devices industry, and 32 years of
overall medical industry experience. In December 2006, Mr. Ludwig was promoted as our Vice President of Marketing. From 2001 to May
2006, he served as Vice President, Orthopedics at Aesculap, Inc. Between 1992 and 2001, Mr. Ludwig served as Vice President, Marketing
and Vice President, Sales and Marketing - Spine at Encore Orthopedics, of which he was a co-founder. Mr. Ludwig began his career with
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Howmedica in the early 1980’s and subsequently joined Intermedics Orthopedics in 1984. Mr. Ludwig earned a B.S. in biology from St.
Lawrence University in 1974.
 

Robert M. Wolfarth has served as our Director of Regulatory Affairs and Quality Assurance since January 2005. From March 2003 to
December 2004, Mr. Wolfarth was the Regulatory Affairs Programs Manager at Centerpulse Orthopedics, prior to its acquisition by
Zimmer Holdings, Inc., where he was responsible for worldwide regulatory submissions. From March 2000 to March 2003, Mr. Wolfarth
was the Regulatory Affairs Manager at Ascension Orthopedics where he was responsible for worldwide regulatory submissions and
compliance. He has more than 14 years experience working in the medical devices industry, primarily with respect to large- and small-joint
orthopedics, in addition to cardiovascular and medical imaging applications.
 
Surgeon Advisors
 

We have engaged surgeon advisors to assist us in designing implants to improve the management of spinal, hip and knee arthritic and
trauma disorders. The surgeons are well-known and respected in the spinal and reconstructive orthopedic community. Their works are
published in peer reviewed journals, and they frequently serve on the faculty at many society meetings throughout the year. We consult
with these surgeons as needed.
 

The following individuals are our spinal surgeon advisors:
 
 •  Jean-Jacques Abitbol, M.D.
 
 •  Scott D. Boden, M.D.
 
 •  Darrel S. Brodke, M.D.
 
 •  Andrew T. Dailey, M.D.
 
 •  Gregg S. Gurwitz, M.D.
 
 •  Alan S. Hilibrand, M.D.
 
 •  Carl Lauryssen, M.D.
 
 •  Harvinder S. Sandhu, M.D.
 
 •  Jeffrey C. Wang, M.D.
 
 •  James A. Youssef, M.D.
 

The following individuals are our reconstructive surgeon advisors:
 
 •  B. Sonny Bal, M.D.
 
 •  Michael P. Bolognesi, M.D.
 
 •  Steven T. Lyons, M.D.
 
 •  Rodney L. Plaster, M.D.
 

Jean-Jacques Abitbol, M.D. is an advisor for our ceramic spinal implants. Dr. Abitbol is in private practice and is the co-founder of
California Spine Group in San Diego, California. He is a former President of the North American Spine Society and the Federation of Spine
Associations. Dr. Abitbol has received several awards, including the Cervical Spine Research Society Award for Outstanding Spine
Research, the AME Traveling Fellowship Award from the University of Toronto, the Young Investigator Award from the Orthopaedic
Research Society, and the Outstanding Spine Research Award from the North American Spine Society AcroMed. He has contributed to
more than 27 book chapters, published 36 articles in peer-reviewed journals, and presented 24 abstracts and eight exhibits in the area of
spine treatment. He also is an editorial reviewer for the journal Spine.
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B. Sonny Bal, M.D. is an advisor for our ceramic hip and knee implants. Dr. Bal is an Assistant Professor of Orthopaedic Surgery at
the University of Missouri, Columbia, specializing in hip and knee replacement surgery. He also is an Adjunct Professor of Material
Sciences at the University of Missouri at Rolla. Dr. Bal received his M.D. from Cornell University and an M.B.A. from Northwestern
University, and is a member of the American Academy of Orthopaedic Surgeons and the American Association of Hip and Knee Surgeons.
 

Scott D. Boden, M.D.  is an advisor for our pedicle screw system. Dr. Boden is an internationally recognized orthopaedic surgeon who
has served as the Director of the Emory Orthopaedics and Spine Center in Atlanta, Georgia since January 1, 2004. He is a member of many
medical societies and editorial boards and serves on the board of several medical societies. Dr. Boden has received numerous honors and
awards in his field. Dr. Boden also holds several patents relating to his specialty. Dr. Boden has performed research focusing on three
principal areas. One of those areas is cell/molecular biology of osteoblast differentiation, including the study of the mechanism of action of
bone growth factors (BMPs) and regional bone gene therapy. The second area in which Dr. Boden has performed significant research
focuses on various animal models of spine fixation in an effort to better understand the biology of the healing process and the efficacy of
various bone graft substitutes. The third area that Dr. Boden has studied focuses on clinical outcomes relating to spinal disorders, diagnostic
imaging and the utilization of health care resources.
 

Michael P. Bolognesi, M.D. is an advisor for our ceramic hip and knee implants. Dr. Bolognesi is a nationally recognized orthopedic
surgeon who specializes in the practice of total joint reconstruction surgery. He also is an Assistant Professor of Surgery at Duke University
Medical Center in Durham, North Carolina, where he instructs medical students, residents and fellows in total hip and knee replacement and
revision surgery, computer assisted orthopedic surgery, and minimally invasive hip and knee replacement surgery. Dr. Bolognesi received
his M.D. from Duke University School of Medicine and served as a resident at Duke University Medical Center. Dr. Bolognesi completed
his fellowship training in orthopedic surgery at the University of Utah Medical Center. He has authored many papers on orthopedic surgery
and joint reconstruction related topics, presented at national meetings and frequently lectures on the treatment of joint disease.
Dr. Bolognesi is an active member of the American Association of Orthopaedic Surgeons, the American Association of Hip and Knee
Surgeons and the North Carolina Orthopaedic Association. He has received the Eastern Orthopaedic Association Resident Travel Award,
the John Harrelson Chief Resident Teaching Award and the Zimmer Career Development Award.
 

Darrel S. Brodke, M.D. is an advisor for our ceramic spinal implants. Dr. Brodke is a recognized expert in the field of spine surgery.
He also is an Associate Professor in the Department of Orthopedics, University of Utah School of Medicine, and is the Chief of the Spine
Service and Medical Director of the University Spine Center. Dr. Brodke is a fellow of the American Academy of Orthopedic Surgery and
an active member of the American Medical Association, the North American Spine Society and the Cervical Spine Research Society.
 

Andrew T. Dailey, M.D. is an advisor for our ceramic spinal implants. Dr. Dailey is Associate Professor in the Department of
Neurological Surgery at the University of Utah. Prior to that he was an Associate Professor in the Department of Neurosurgery at the
University of Washington and also practiced at Swedish Medical Center in Seattle, Washington, where he specialized in the surgical
treatment of cervical, thoracic and lumbar disorders. He completed his residency and fellowship training at the University of Washington.
Dr. Dailey is a member of the American Association of Neurological Surgeons, the North America Spine Society and AO North America.
Dr. Dailey has authored papers in peer reviewed publications, including Neurosurgery, Journal of Neurosurgery, Journal of Bone and Joint
Surgery and Clinical Orthopedics.
 

Gregg S. Gurwitz, M.D.  is an advisor for our ceramic spinal implants. Dr. Gurwitz is an active orthopedic surgeon in San Antonio,
Texas, who specializes in treating spinal disease. He completed medical school at Southwestern University in Dallas, Texas, and served as
an orthopaedic surgery resident at Vanderbilt University in Nashville, Tennessee. Dr. Gurwitz is an Associate Clinical Professor of
Orthopaedic Surgery at the University of Texas Health Science Center at San Antonio. He is a diplomate of the American Board of
Orthopaedic Surgery and a fellow of the American Academy of Orthopaedic Surgeons as well as a member of the North American Spine
Society. During his 13 years in clinical practice and 10 years of training, Dr. Gurwitz has
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authored many papers on orthopedic surgery and spinal related topics, presented at national meetings and frequently lectures on the
treatment of spinal disease.
 

Alan S. Hilibrand, M.D. is an advisor for our ceramic spinal implants. Dr. Hilibrand is an Associate Professor of Orthopaedic Surgery
and Neurosurgery and is the Director of Orthopedic Medical Education at Jefferson Medical College and The Rothman Institute, both in
Philadelphia, Pennsylvania. He is a fellow of the American Academy of Orthopedic Surgeons and a member of the American Orthopaedic
Association. Dr. Hilibrand also is the Chairman of the Research Committee of the Cervical Spine Research Society and an active member
of the North American Spine Society and the International Society for Study of the Lumbar Spine. Dr. Hilibrand has authored more than 70
peer-reviewed publications and has spoken nationally and internationally on spinal disorders.
 

Carl Lauryssen, M.D. is an advisor for our ceramic spinal implants. Dr. Lauryssen is a nationally recognized neurosurgeon who
specializes in spine treatment and surgery at the Olympia Medical Center in Beverly Hills, California. Prior to that he was an Associate
Professor in the Department of Neurological Surgery at Washington University School of Medicine, St. Louis, Missouri and directed the
advanced neurosurgical spine program at Barnes-Jewish Hospital in St. Louis, Missouri. Dr. Lauryssen completed his medical school
training at the University of Cape Town, South Africa, and served as a resident at University of Calgary, Alberta, Canada and the
University of Alabama in Birmingham, Alabama. He has conducted significant research focusing on traumatic spinal cord injury, cervical
spondylotic myelopathy, and minimally invasive procedures. Dr. Lauryssen has received the Young Investigator Award from the
Neurologic Surgeon’s Society.
 

Steven T. Lyons, M.D. is an advisor for our ceramic hip and knee implants. Dr. Lyons is a board certified orthopaedist in private
practice with the Florida Orthopaedic Institute in Tampa, Florida, specializing in total hip and knee replacement surgery. He received his
M.D. from Rush University School of Medicine in Chicago, Illinois, and served as a general surgery internship and orthopaedic surgery
resident at Wayne State University Medical Center in Detroit, Michigan. He also was a total joint fellow under Dr. Hofmann at the
University of Utah. Dr. Lyons is a diplomate of the National Board of Medical Examiners and is an active member of the American
Academy of Orthopaedic Surgeons and the Florida Orthopaedic Society. He also has authored numerous papers on total joint replacement
surgery and related topics, has presented at national meetings and frequently lectures on the treatment of joint disease. Dr. Lyons advises
and consults with several medical device manufacturers.
 

Rodney L. Plaster, M.D.  is an advisor for our ceramic hip and knee implants. Dr. Plaster is the Director of the Eastern Oklahoma
Orthopedic Total Joint Center in Tulsa, Oklahoma and an Assistant Adjunct Professor at the University of Utah Medical Center. He
completed his fellowship training at the University of Utah Medical Center. Dr. Plaster has authored many papers on orthopedic surgery
and related topics, presented at national meetings and frequently lectures on the treatment of lower joint diseases. Dr. Plaster is a member of
the American Academy of Orthopedic Surgeons.
 

Harvinder S. Sandhu, M.D. is an advisor for our pedical screw system and our bone-plate system. Dr. Sandhu is an Attending Spine
Surgeon at the Hospital for Special Surgery and Cornell Medical Center in New York City where he specializes in the surgical treatment of
cervical, thoracic and lumbar disorders. He also is the Director of the Spine and Scoliosis Fellowship at the Hospital for Special Surgery.
Dr. Sandhu is an active scientist in the Clinical Research division of the institution and teaches medical students, residents and fellows on
state-of-the-art techniques in spinal surgery. Prior to joining the Hospital for Special Surgery, Dr. Sandhu was the Chief of the Spine
Surgery section of the Department of Orthopaedic Surgery at the University of California, Los Angeles, or UCLA, Medical Center.
Dr. Sandhu completed his residency at the State University of New York and fellowship training in spinal surgery at UCLA. He also
received an M.B.A. from the Columbia University School of Business. Dr. Sandhu has performed extensive research in the area of bone
biology and spinal fixation with an emphasis on methods of stimulating successful fixation. His work led to the commercialization of
InFuse Bone Graft Substitute, a highly successful orthobiologic product. Dr. Sandhu has received research awards from the North
American Spine Society, the Orthopaedic Research Society and the International Society for the Study
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of the Lumbar Spine. He has published more than 70 peer-reviewed scientific articles and lectures frequently at national and international
symposia. Dr. Sandhu advises and consults with several medical device manufacturers.
 

Jeffrey C. Wang, M.D. is an advisor for our ceramic spinal implants. Dr. Wang is a nationally recognized expert in the field of spine
surgery. He is the Chief of Spine Service of the Department of Orthopedic Surgery at the UCLA School of Medicine; the Director of the
Orthopedic Spine Fellowship with the Center for Health Sciences at UCLA; a co-Director of the UCLA Spine Center; and Chief of the
Spine Service at the West Los Angeles Veterans Administration, California. He is also an Associate Professor of Orthopaedics and
Neurosurgery at the UCLA School of Medicine, and serves on the board of directors of the North American Spine Society and on the
Editorial Committee of SpineLine magazine.
 

James A. Youssef, M.D. is an advisor for our ceramic spinal implants. Dr. Youssef is a recognized expert in the field of spine surgery.
He received his M.D. at University of California, Irvine School of Medicine in 1991. Dr. Youssef completed his internship in general
surgery at Oregon Health Sciences University in 1992 and his residency in orthopedic surgery at Dartmouth-Hitchcock Medical Center in
1996. He completed his Spine fellowship at the University of California, Davis Medical Center in 1997. Dr. Youssef is the co-founder of
SpineColorado and a senior partner in Durango Orthopedic Assoc., P.C. He also is a fellow of the American Academy of Orthopedic
Surgery and an active member of the American Medical Association, the North American Spine Society and the Orthopedic Trauma
Association.
 
Board Composition
 

Our amended and restated certificate of incorporation and amended and restated bylaws provide that the authorized number of
directors may be changed only by resolution of the board of directors. Seven directors are currently authorized. In accordance with our
amended and restated certificate of incorporation, immediately upon the closing of this offering, our board of directors will be divided into
three classes with staggered three-year terms. At each annual meeting of stockholders following this offering, the successors to the
directors whose terms then expire will be elected to serve until the third annual meeting following the election. At the closing of this
offering, our directors will be divided among the three classes as follows:
 
 

•  The Class I directors will be Aaron A. Hofmann, M.D., Ashok C. Khandkar, Ph.D. and Rohit Patel, and their terms will expire at
the annual meeting of stockholders to be held in 2008;

 
 

•  The Class II directors will be Lawrence D. Dorr, M.D. and Gregg R. Honigblum, and their terms will expire at the annual
meeting of stockholders to be held in 2009; and

 
 

•  The Class III directors will be Bradford S. Goodwin and Max Link, Ph.D., and their terms will expire at the annual meeting of
stockholders to be held in 2010.

 
Any additional directorships resulting from an increase in the number of directors will be distributed among the three classes so that,

as nearly as possible, each class will consist of one-third of the directors.
 

Director Independence
 

Our board of directors has reviewed the materiality of any relationship between us and each of our directors, either directly or
indirectly. Based on this review, the board has determined that Max Link, Ph.D., Aaron A. Hofmann, M.D., Lawrence D. Dorr, M.D., Rohit
Patel and Bradford S. Goodwin are “independent directors” as defined by the SEC and NASDAQ. The rules of The NASDAQ Global
Market require that a majority of the board of directors of a listed company consist of independent directors, as defined by the rules of The
NASDAQ Global Market. We currently have a board of directors consisting of a majority of independent directors.
 
Committees of the Board of Directors
 

Our board of directors has an audit committee, a compensation committee and a nominating and corporate governance committee,
each of which has the composition and responsibilities described below. The rules of The
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NASDAQ Global Market require that the audit committee consist of at least three members of our board of directors, each of whom must
be independent, as established under the rules of The NASDAQ Global Market and the SEC.
 

Audit Committee
 

Our audit committee is composed of Bradford S. Goodwin (Chairman), Max Link, Ph.D. and Rohit Patel, each of whom is
independent within the meaning of the rules of the SEC and the listing standards of The NASDAQ Global Market. Our board of directors
has appointed Bradford S. Goodwin as our audit committee financial expert. All of our independent auditors and management periodically
meet privately with our audit committee. Our audit committee is authorized to:
 
 •  approve and retain the independent auditors to conduct the annual audit of our books and records;
 
 •  review the proposed scope and results of the audit;
 
 •  review and pre-approve the independent auditor’s audit and non-audit services rendered;
 
 •  approve the audit fees to be paid;
 
 •  review accounting and financial controls with the independent auditors and our financial and accounting staff;
 
 •  review and approve transactions between us and our directors, officers and affiliates;
 
 •  recognize and prevent prohibited non-audit services;
 
 •  establish procedures for complaints received by us regarding accounting matters;
 
 •  oversee internal audit functions; and
 
 •  prepare the report of the audit committee that SEC rules require to be included in our annual meeting proxy statement.
 

Compensation Committee
 

Our compensation committee is composed of Rohit Patel (Chairman), and Lawrence D. Dorr, M.D., and Bradford S. Goodwin, each
of whom is independent within the meaning of the rules of the SEC and The NASDAQ Global Market. Gregg R. Honigblum served as a
member of our compensation committee from December 2006 until March 2007. Our compensation committee is authorized to:
 
 

•  review and recommend the compensation arrangements for management, including the compensation for our president and chief
executive officer;

 
 

•  establish and review general compensation policies with the objective to attract and retain superior talent, to reward individual
performance and to achieve our financial goals;

 
 •  administer our stock incentive plan; and
 
 •  prepare the report of the compensation committee that SEC rules require to be included in our annual meeting proxy statement.
 

Nominating and Governance Committee
 

Our nominating and governance committee is composed of Rohit Patel (Chairman) and Max Link, Ph.D., each of whom is
independent within the meaning of the rules of the SEC and The NASDAQ Global Market. Our nominating and governance committee is
authorized to:
 
 •  identify and nominate members of the board of directors;
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 •  develop and recommend to the board of directors a set of corporate governance principles applicable to our company; and
 
 •  oversee the evaluation of the board of directors and management.
 
Compensation Committee Interlocks and Insider Participation
 

Our compensation committee is composed of Rohit Patel, Lawrence D. Dorr, M.D., Bradford S. Goodwin and Gregg R. Honigblum
served as a member of our compensation committee from December 2006 until March 2007. No member of our compensation committee
has at any time been an employee of ours. None of our executive officers serves as a member of the board of directors or compensation
committee of any entity that has one or more executive officers serving as a member of our board of directors or compensation committee.
 

Each of Mr. Patel, Dr. Dorr and Mr. Honigblum have participated in transactions with us since January 2004. For a detailed
description of these transactions, see “Certain Relationships and Related Person Transactions” on page 103.
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COMPENSATION DISCUSSION AND ANALYSIS
 
Overview
 

The following Compensation Discussion and Analysis describes material aspects of our executive compensation policies and
decisions as they relate to the compensation of our named executive officers. In this section of this prospectus we discuss and analyze the
objectives of our compensation program and what our compensation program is designed to reward. We also discuss and analyze the
material elements of our compensation program, why we choose to pay each element, how we determine the amount of each element, and
how each element of compensation fits into our overall compensation objectives. In addition, we describe actions regarding compensation
taken before and after 2006 to the extent these actions enhance the understanding of our executive compensation program.
 

As our business has developed, and with the guidance and input of our compensation committee, we have developed and
implemented compensation policies, plans and programs over the past few years that we believe help us achieve the goals and objectives of
our compensation program. Our board of directors appoints the members of our compensation committee and delegates to that committee
oversight of the administration of our executive compensation. The compensation committee assesses executive compensation by applying
the following principles: the level of executive compensation should depend upon both corporate performance and individual performance;
the interests of our executives should be closely aligned with those of our stockholders through equity-based compensation; and
compensation should be commensurate with our stage of development. Our compensation committee makes recommendations to our board
of directors based upon recommendations provided to the compensation committee by our Chief Executive Officer as to annual base salary
increases and annual stock option awards for the other executive officers. Recommendations for annual base salary increases and annual
stock option awards for Dr. Khandkar are determined by the compensation committee without any input from Dr. Khandkar. Our board of
directors considers and ultimately acts on the recommendations of the compensation committee regarding the compensation of our
executive officers, including our Chief Executive Officer. Our Chief Executive Officer does not vote on matters concerning his
compensation. Such matters are considered and acted on by a majority of independent directors.
 

Executive Compensation Program Objectives and Philosophy
 

The primary objectives of our executive compensation program are to:
 
 •  attract, motivate and retain talented and dedicated executive officers to a development-stage company;
 
 •  provide our executive officers with both cash and equity incentives to promote strong performance;
 
 

•  provide our executive officers with long-term incentives, in the form of stock options, in order to align the interests of our
executive officers with those of our stockholders; and

 
 •  provide continuity during our development stage.
 

Either in the fourth quarter of the prior fiscal year or in the first quarter of the then current fiscal year, the compensation committee, in
conjunction with management, sets recommendations for base salaries to be paid and stock option awards to be granted to all employees,
including our executive officers. In making annual recommendations for base salaries and stock option awards, the compensation
committee reviews our overall corporate position and product development progress at the end of the fiscal year and the individual
performance of each executive officer. In 2006, our Chief Executive Officer established the individual performance goals for all executive
officers other than himself. These individual performance goals relate to specific corporate functions for which each executive officer is
either principally responsible or for which his performance significantly influences the outcome. In 2006, our compensation committee
made recommendations to our board of directors based upon recommendations provided to it by our Chief Executive Officer as to the
individual performance goals for all executive officers other than himself.
 

Beginning with fiscal year 2007, our Chief Executive Officer established individual performance goals for our President and our Vice
President of Finance and Chief Financial Officer. Our President established individual
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performance goals for all other executive officers. Our compensation committee makes recommendations to our board of directors, based
upon recommendations provided to it by our Chief Executive Officer, as to the setting of individual performance goals for our President
and our Vice President of Finance and Chief Financial Officer. In addition, our compensation committee makes recommendations to our
board of directors, based upon recommendations provided to it by our President, as to the setting of individual performance goals for all
other executive officers. Generally, annual base salary increases and annual stock option awards granted to executives are tied to our
overall financial position, product development progress and the achievement of each executive’s individual performance goals. Following
consideration of the recommendations of the compensation committee, our board of directors considers and ultimately makes final
decisions with regard to the setting of individual performance goals for all of our executive officers.
 

Beginning with fiscal year 2006, the compensation committee recommended, and our board of directors approved, goals for our Chief
Executive Officer where our Chief Executive Officer was eligible to receive a cash bonus of up to a maximum of 25% of his 2006 base
salary subject to the achievement of specified performance goals. Dr. Khandkar did not have any input on the establishment of his
performance goals. The 2006 performance goals for our Chief Executive Officer, former Vice President of Finance and Chief Financial
Officer, Vice President of Products, Vice President of Manufacturing and former Vice President of Marketing and Sales included the
following:
 

Ashok C. Khandkar, Ph.D.—complete an initial public offering; launch certain spinal product candidates; achieve targets for specified
product revenues for 2006, specified net loss amount for 2006 and specified cash balance at fiscal year end; establish silicon nitride
manufacturing capabilities within the Company and increase the number of our suppliers of silicon nitride.
 

Eugene B. Jones—participate with the Chief Executive Officer and the executive team in planning and executing corporate, financial,
strategic business plans and objectives; confirm with the Chief Executive Officer and the executive team that our financial capital needs are
adequately met; provide adequate cost controls and timely reporting to effectively manage our finances; oversee human resources and
administration functions; and participate in decision making with regard to corporate transactions.
 

Warionex (“Jose”) Belen—participate with the Chief Executive Officer and the executive team in planning and executing corporate,
product development and strategic business plans, including intellectual property and our overall company objectives; confirm with the
Chief Executive Officer and the executive team that our product development and intellectual property objectives are adequately met; and
provide adequate budgetary controls and timely reporting to effectively manage our product development.
 

Bryan J. McEntire—participate with the Chief Executive Officer and the executive team in planning and executing corporate,
financial, strategic business plans and objectives; meet manufacturing capital equipment budget and spending plan for 2006; retain ISO
13485 certification; develop manufacturing processes and building out our manufacturing facility.
 

Cameron G. Rouns—participate with the Chief Executive Officer and the executive team in planning and executing corporate,
financial, strategic business plans and objectives; confirm with the Chief Executive Officer and the executive team that our sales and
marketing objectives are adequately met; and provide adequate budgetary controls and timely reporting to effectively manage our sales and
marketing.
 

Beginning with fiscal year 2007, the compensation committee recommended, and our board of directors approved, the grant of stock
options to our President, Vice President of Finance and Chief Financial Officer, Vice President of Manufacturing and Research, and Vice
President of Marketing that include an accelerated vesting feature tied to the achievement of certain individual and corporate performance
goals. The corporate goals relate to development milestones for our lead product candidates, and the individual goals are related to one or
more corporate functions for which each such executive is principally responsible. The specific targets associated with
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each executive officer’s performance goals are sensitive commercial information that, if publicly disclosed, could hinder our ability to
effectively compete against our competitors, or put us at a significant competitive disadvantage in negotiations with third parties. Barring
unforeseen circumstances, we expect that it is reasonably likely that our executive officers will achieve their individual targets set in 2007.
 

The 2007 performance goals for our President, Vice President of Finance and Chief Financial Officer, Vice President of
Manufacturing and Research, and Vice President of Marketing include the following:
 

Warionex (“Jose”) Belen—preparation of filings for submission to the FDA for our lead spinal products; execution of sales agent
agreements for our spinal products; completion of the design of our reconstructive product candidates; and the first commercial sale of one
of our lead spinal products.
 

Bryan J. McEntire—completion of installation and operational qualifications for the manufacture of our lead spinal products;
manufacture of sufficient quantities of our lead spinal products for testing; and the first commercial sale of one of our lead spinal products.
 

Reyn E. Gallacher—completion of an initial public offering and the first commercial sale of one of our lead spinal products.
 

Kenneth W. Ludwig, Jr.—execution of sales agent agreements for our spinal products; completion of documentation for product
training, education and sales materials of our lead product candidates; and the first commercial sale of one of our lead spinal products.
 

If an executive’s individual goals are achieved, then a specified portion of the executive’s option immediately vests, and if all of the
executive’s individual goals are achieved and all of the corporate goals are achieved, then the executive’s option will immediately become
fully vested. If the corporate goals and the executive’s individual goals are not met, then these stock options vest over a four-year period
following the date they were granted.
 

With the exception of our Chief Executive Officer, the written evaluation of our executive officers is performed in January of each
year. Our Chief Executive Officer’s performance evaluation, which generally is conducted by the compensation committee in December of
each year, influences his base salary adjustments and stock awards, if any. Our Chief Executive Officer prepares written evaluations of the
other executive officers. Both the Chief Executive Officer and other executive officer then meet to discuss the executive officer’s
evaluation and the performance of that executive officer relative to established goals. Supervisors are responsible for completing a written
evaluation of the performance of all employees who report directly to them. Individual goals for non-executive employees for the following
year are proposed and agreed to jointly by the individual non-executive employee and his or her direct supervisor. The following year, the
supervisor and non-executive employee meet to discuss the evaluation and his or her performance relative to these established goals. This
process culminates in a recommendation by the Chief Executive Officer and Chief Financial Officer to the compensation committee for
annual executive officer and non-executive employee base salary increases and annual stock option awards, if any. The compensation
committee determines the award of any base salary increases and stock option grants to our executive officers. Base salary increases for
individual employees, including our executive officers, are allocated based on individual merit and other considerations from a “pool” equal
to a specified percentage of aggregate current base salaries. These recommendations are then reviewed by the compensation committee and
recommended to the board of directors for approval.
 

The Elements of Our Compensation Program
 

The principal elements of our executive compensation program are base salary, long-term equity incentives in the form of stock
options to purchase our common stock, post-termination severance, and acceleration of stock option vesting upon certain termination and/or
change in control events. We do not currently have an annual cash bonus program.
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Base Salary
 

Base salary is used to compensate our executive officers based on the breadth of their experience, skills, knowledge and
responsibilities, taking into account our overall financial position and product development progress. Salaries for our executive officers are
reviewed by our Chief Executive Officer and the compensation committee on an annual basis, as well as at the time of promotion or times
of other significant changes in responsibilities. The recommended base salaries for our executive officers for 2006 were determined by the
compensation committee after reviewing a number of factors, including:
 
 

•  the responsibilities associated with the position held by each of our executive officers and where that position fits within our
overall corporate structure;

 
 •  the seniority of the individual executive’s position;
 
 •  the base salary level of each executive officer in prior years;
 
 •  our overall financial position and product development progress; and
 
 •  for executive officers other than the Chief Executive Officer, recommendations made by the Chief Executive Officer.
 

The compensation committee does not assign relative weights or rankings to these factors, but instead makes a subjective
determination taking into account all of these factors.
 

In December 2005, the compensation committee recommended and our board of directors approved, a 7% merit increase in the base
salary of our Chief Executive Officer effective as of December 1, 2005. In December 2006, the compensation committee recommended,
and our board approved, a 5% merit increase in the base salary of our Chief Executive Officer effective as of January 2007. The
compensation committee based this increase on our overall financial position; his ongoing contributions towards our future potential private
and public financings, the completion of our intellectual property review, management of the development of our commercial scale
manufacturing facilities; and his ability to further our growth and advanced product development progress.
 

In May 2007, in order to more closely align the salaries of our executive officers relative to their individual positions and in
connection with the promotion of Mr. Gallacher to be our Vice President of Finance and Chief Financial Officer, the compensation
committee recommended, and our board of directors approved, an increase in the base salaries of each of our Chief Executive Officer, Dr.
Khandkar, and Mr. Gallacher by approximately 15%. The base salary increases are retroactive to March 2007. See “—Executive
Compensation—Employment Arrangements with Ashok C. Khandkar, Ph.D.—Offer Letters” below.
 
Long-Term Incentives
 

We provide the opportunity for our executive officers to earn long-term equity incentive awards. Long-term equity incentive awards
provide our executives with the incentive to continue their employment with us for longer periods of time, which in turn, provides us with
greater continuity during our growth stage. In 2006, our long-term equity incentive program consisted solely of grants of stock options.
Also, these grants of stock are less costly to us in the short-term than cash compensation.
 

Initial Stock Options
 

Executive officers who join us are awarded initial stock option grants. These grants have an exercise price equal to the fair market
value of our common stock on the grant date and a four-year vesting schedule with 25% of the shares vesting on the first anniversary of the
date of grant, and 1/36th of the remaining unvested shares vesting monthly thereafter. The amount of the initial stock option award is
determined based on the executive’s position and our overall financial position and product development progress. The initial stock option
grants are intended to provide the executive, promptly upon joining us, with an incentive to build value in our company over an extended
period of time. The amount of the initial stock option award is also determined in light of the executive’s base salary and other
compensation to ensure that the executive’s total compensation is in line with our overall compensation philosophy.
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Annual Stock Options
 

It is the intention of the compensation committee to award long-term equity incentives to executives on an annual basis as part of our
overall performance review process, although more frequent awards may be made at the recommendation of the compensation committee
and upon approval by the board of directors, such as in the case of promotions or newly hired executives. The size of individual executive
stock option grants is influenced by several factors, including our overall financial position and product development progress, the
responsibilities of the individual executive officer, the executive officer’s past performance, anticipated future contributions, prior option
grants, and the executive officer’s total cash compensation. Our equity incentive awards granted to executive officers in 2006 were
recommended by our compensation committee and approved by our board of directors based on these factors and were intended to provide
management with a strong incentive to maximize corporate performance and the creation of stockholder value over the long term. We
granted stock options to all of our executive officers at exercise prices equal to the fair market value of our common stock on the date of
grant. All of these option grants are subject to a four-year vesting schedule with 25% of the shares vesting on the first anniversary of the
date of grant, and 1/36th of the remaining unvested shares vesting monthly thereafter. We believe that these time-based vesting provisions
reward the longevity and commitment of our executive officers. We have used stock options as our form of equity compensation because,
among other things, stock options result in less immediate dilution of existing stockholders’ interest and, prior to our adoption of
SFAS 123(R), resulted in less compensation expense for us relative to other types of equity awards.
 

In December 2006, the compensation committee, as part of its annual review process and based upon our overall financial position
and product development progress, recommended, as it did in 2005, that our board of directors grant stock options to our executive officers
in order to reward the contributions they made towards the achievement of our corporate goals and to more closely align our executives’
ownership interests with the long-term interests of our stockholders.
 

In May 2007, the compensation committee recommended, and our board of directors approved, the grant of stock options to our
President, Vice President of Finance and Chief Financial Officer, Vice President of Manufacturing and Vice President of Marketing that
include an accelerated vesting feature tied to the achievement of certain individual and corporate performance goals. See “—Executive
Compensation—Offer Letters” below.
 
Other Compensation
 

We maintain broad-based benefits that are provided to all employees, including health insurance, of which we pay 50% of the
premiums, life insurance, long-term disability insurance, and a 401(k) plan. Effective upon the completion of our first full payroll period
following July 1, 2007, we plan to begin matching the contributions of our employees who participate in our 401(k) plan as follows: a
match of 100% on the first 3% of compensation contributed by a plan participant and a match of 50% on amounts above 3%, up to a limit
of 5%, of compensation contributed by a plan participant.
 
Severance and Change in Control Benefits
 

We provide employment protections for our named executive officers and our Vice President of Marketing by including severance
benefits and change in control provisions in their severance agreements. We provide these protections in order to attract and retain highly
skilled and experienced executive officers, as well as to align the interests of our executives with those of our stockholders.
 

If, within one year following a change in control, our Chief Executive Officer is terminated by us other than for cause, or resigns for
good reason, he is entitled to receive a lump sum severance payment of an amount equal to three times his highest annual base salary and
bonus during the preceding three-year period, including the year of such termination. Under the same circumstances, our other named
executives are entitled to receive a lump sum severance payment of an amount equal to two times their highest annual base salary and
bonus during the preceding three-year period, including the year of termination. If it is determined that the amounts payable to each
executive officer under
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his severance agreement, when considered together with any other payments payable to him in connection with a change in control of
Amedica, cause these payments to be treated as excess parachute payments under Section 280G of the U.S. Internal Revenue Code of 1986,
as amended, or the Internal Revenue Code, then we will be required to make an additional “gross up” payment in order to pay for any
additional tax imposed on him pursuant to Section 4999 of the Internal Revenue Code. We believe that the increased difficulty of finding
comparable employment opportunities at the level of chief executive officer requires us to provide longer terms for severance payments in
order to attract and retain highly skilled and experienced individuals for this position. In addition, within one year following a change in
control, certain provisions of our executive officers’ severance agreements allow for acceleration of equity awards in the event the
executive is terminated without cause or the executive terminates their employment for good reason. We believe that this equity vesting
acceleration mechanism provides an incentive for our executive officers to achieve corporate and individual goals and rewards them for
their part in increasing our value, while contemporaneously incentivizing them to maintain their employment after a friendly change in
control.
 

Our severance and change in control provisions for our executive officers and the definitions of cause, good reason, and change in
control are summarized in “—Potential Payments Upon Termination or Change in Control” below.
 
Conclusion
 

Our compensation policies are designed and are continually being developed to retain and motivate our executives and to reward them
for outstanding individual and corporate performance.
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EXECUTIVE COMPENSATION
 
Summary Compensation Table
 

The following table shows the total compensation paid or accrued during the fiscal year ended December 31, 2006 to (1) our Chief
Executive Officer, (2) our President, (3) our current Vice President, Finance and Chief Financial Officer, (4) our former Vice President,
Finance and Chief Financial Officer, and (5) our only other executive officer who earned more than $100,000 during the fiscal year ended
December 31, 2006. The table also includes an additional executive officer who earned more than $100,000 during the 2006 fiscal year but
who was not serving as an executive officer of Amedica at December 31, 2006.
 

Name and Principal Position at May 1, 2007   Year   Salary   
Option

Awards(1)  
All Other

Compensation  Total
Ashok C. Khandkar, Ph.D.

Chief Executive Officer   

2006
  

$190,372
  

$10,874
  

$ — 
 

$201,246

Warionex (“Jose”) Belen
President   

2006
  

 155,262
  

 4,708
  

 — 
 

 159,970

Bryan J. McEntire
Vice President, Manufacturing and Research   

2006
  

 155,758
  

 9,225
  

 — 
 

 164,983

Reyn E. Gallacher
Vice President, Finance, Chief Financial Officer and Assistant

Secretary(2)
  

2006

  

 105,923

  

 7,558

  

 — 

 

 113,481

Eugene B. Jones
Former Vice President, Finance and Chief Financial Officer (3)

  

2006
  

 155,446
  

 9,388
  

 95,489(4)

 

 260,323

Cameron G. Rouns
Former Vice President, Sales and Marketing(5)

  

2006
  

 135,661
  

 3,586
  

 — 
 

 139,247

(1)  The dollar amounts in this column represent the compensation cost for the year ended December 31, 2006 of stock option awards
granted in and prior to 2006. These amounts have been calculated in accordance with FASB Statement No. 123 (revised), “Share-Based
Payment,” or SFAS No. 123R, using the Black-Scholes Valuation model. See Notes 1 and 7 to our financial statements included
elsewhere in this prospectus for details as to assumptions used to determine the fair value of the option awards. See also our discussion
of stock-based compensation under “Management’s Discussion and Analysis of Financial Condition and Results of Operations—
Critical Accounting Policies and Significant Judgments and Estimates—Stock-Based Compensation.”

(2)  Mr. Gallacher served as our Controller during the fiscal year ended December 31, 2006 and became our Vice President, Finance on
January 6, 2007, and our Chief Financial Officer and Assistant Secretary in March 2007.

(3)  Mr. Jones resigned effective January 5, 2007.
(4)  Represents a lump sum severance payment in connection with Mr. Jones’ separation of employment.
(5)  Mr. Rouns resigned effective December 1, 2006.
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Grants Of Plan-Based Awards
 

The following table shows information regarding grants of plan-based awards that we made during the fiscal year ended
December 31, 2006 to each of the executive officers named in the Summary Compensation Table.
 

Name  Grant Date   

All Other Option Awards:
Number of Securities
Underlying Options  

Exercise or Base
Price of Option

Awards (per
share)  

Grant
Date Fair
Value of

Stock
and

Option
Awards(1)

Ashok C. Khandkar, Ph.D.  2/12/2006(2) 10,472 $ 3.82 $ 3.13
Chief Executive Officer  12/11/2006(3) 10,472  3.82  2.90

Warionex (“Jose”) Belen  2/12/2006(2) 1,571  3.82  3.13
President  12/11/2006(3) 7,854  3.82   2.90

Bryan J. McEntire  2/12/2006(2) 7,854  3.82   3.13
Vice President, Manufacturing and Research  12/11/2006(3) 7,854  3.82   2.90

Reyn E. Gallacher  2/12/2006(4) 10,472  3.82   3.13
Vice President, Finance, Chief Financial  12/11/2006(3) 7,854  3.82  2.90
Officer and Assistant Secretary     

Eugene B. Jones  2/12/2006(2) 7,854  3.82  3.13
Former Vice President, Finance and Chief Financial
Officer     

Cameron G. Rouns  2/12/2006(2) 1,571  3.82  3.13
Former Vice President, Sales and Marketing     

(1)  See Notes 1 and 7 to our financial statements included elsewhere in this prospectus for details as to assumptions used to determine the
fair value of the option awards. See also our discussion of stock-based compensation under “Management’s Discussion and Analysis of
Financial Condition and Results of Operations—Critical Accounting Policies and Significant Judgments and Estimates—Stock-Based
Compensation.”

(2)  Represents an annual stock option granted for performance during the fiscal year ended December 31, 2005.
(3)  Represents an annual stock option granted for performance during the fiscal year ended December 31, 2006.
(4)  Represents a stock option granted to Mr. Gallacher when he joined us on January 6, 2006.
 
Employment Arrangements with Ashok C. Khandkar, Ph.D.
 

We do not have a written employment agreement with Ashok C. Khandkar, Ph.D., our Chief Executive Officer, and he is employed
by us on an at-will basis. As of December 31, 2006, Dr. Khandkar’s base salary was $190,000. In addition, Dr. Khandkar is eligible to
receive annual stock option grants based upon our overall financial position and product development progress, and the attainment of
specified performance goals recommended by the compensation committee and approved by our board of directors. Based upon our overall
financial position and product development process for the fiscal year ended December 31, 2005, Dr. Khandkar received an option to
purchase 10,472 shares of our common stock at an exercise price of $3.82 per share on February 12, 2006. For the fiscal year ending
December 31, 2006, Dr. Khandkar was eligible to receive a cash bonus of up to 25% of his base salary based upon the achievement of
certain performance goals established by our board of directors. Because we did not launch any of our product candidates in 2006 and we
did not complete an initial public offering, Dr. Khandkar was not paid a cash bonus for 2006. For the fiscal year ended December 31, 2006,
based on our overall financial position; his ongoing contributions towards our future potential private and public financings, the completion
of our intellectual property review, management of the development of our commercial scale manufacturing facilities; and his ability to
further our growth and advance product development progress, Dr. Khandkar received a 5% merit base salary increase, which increased his
salary to $200,000 effective January 1, 2007, and he received an option to purchase 10,472 shares of our
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common stock at an exercise price of $3.82 per share. The option is subject to a four-year vesting schedule with 25% of the shares vesting
on the first anniversary of the date of grant, and 1/36th of the remaining unvested shares vesting monthly thereafter. In May 2007, in order
to more closely align the salaries of our executive officers relative to their individual positions within our organization, the compensation
committee recommended, and our board of directors approved, an increase in Dr. Khandkar’s base salary to $230,000 per year retroactive
to March 2007.
 

Dr. Khandkar has entered into a confidentiality and assignment of inventions agreement pursuant to which he has agreed to maintain
the confidentiality of our business information and assign his past and present inventions to us. In addition, Dr. Khandkar is entitled to
certain benefits in connection with a termination of his employment upon a change in control discussed below under “—Potential Payments
Upon Termination or Change in Control.”
 
Offer Letters
 

We do not have written employment agreements with any of our other named executive officers and each of our executive officers is
employed by us on an at-will basis. However, certain elements of the executive officers’ compensation and other employment
arrangements are set forth in letter agreements that we executed with the executive officers at the time their employment with us
commenced. These letter agreements provide, among other things, the executive officer’s initial annual base salary and initial stock option
grant. As a condition to their employment, each executive officer has entered into a confidentiality and assignment of inventions agreement
pursuant to which each officer has agreed to maintain the confidentiality of our business information and assign inventions to us. The letter
agreements are further described below. Since the date of each of the letter agreements entered into with our executive officers, the
compensation paid to each has been increased and additional stock options have been granted.
 

Warionex (“Jose”) Belen, President. Pursuant to a letter agreement dated May 31, 2005 between us and Mr. Belen, we agreed to
employ Mr. Belen as our Vice President of Products beginning on May 31, 2005. In December 2006, Mr. Belen began serving as our
President and, in connection with his promotion, his base salary was increased to $195,000 effective January 1, 2007. Based upon our
overall financial position; our product development progress; and his contributions towards planning and executing product development
plans, and providing adequate budgetary controls and timely reporting to effectively manage our product development for the fiscal year
ended December 31, 2005, Mr. Belen received an option to purchase 1,571 shares of our common stock at an exercise price of $3.82 per
share on February 12, 2006.
 

Based upon our overall financial position; our product development progress; and his contributions towards planning and executing
product development plans, and providing adequate budgetary controls and timely reporting to effectively manage our product
development for the fiscal year ended December 31, 2006, and in connection with his promotion to our President, Mr. Belen also received
an option to purchase 7,854 shares of our common stock at an exercise price of $3.82 per share. The option is subject to a four-year vesting
schedule with 25% of the shares vesting on the first anniversary of the date of grant, and 1/36th of the remaining unvested shares vesting
monthly thereafter. In May 2007, the compensation committee recommended, and our board of directors approved, the grant of 26,179
stock options to Mr. Belen that include an accelerated vesting feature tied to the achievement of certain individual and corporate
performance goals for 2007 and 2008. Mr. Belen is entitled to certain benefits in connection with a termination of his employment upon a
change in control discussed below under “—Potential Payments Upon Termination or Change in Control.”
 

Bryan J. McEntire, Vice President, Manufacturing and Research. Pursuant to a letter agreement dated May 29, 2004 between us and
Mr. McEntire, we agreed to employ Mr. McEntire as our Vice President of Manufacturing beginning August 1, 2004. He became our Vice
President of Research in December 2006. In order to more closely align the salaries of our executive officers relative to their individual
position and in recognition of Mr. McEntire’s ongoing contributions to our growth and development, his base salary was increased to
$190,000 effective January 1, 2007. Based upon our overall financial position; our product
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development progress; and his contributions towards meeting manufacturing our capital equipment budget and spending plan for 2005,
retaining ISO 13845 certification, and developing manufacturing processes for the fiscal year ended December 31, 2005, Mr. McEntire
received an option to purchase 7,854 shares of our common stock at an exercise price of $3.82 per share on February 12, 2006.
 

Based upon our overall financial position; our product development progress; and his contributions towards meeting manufacturing
our capital equipment budget and spending plan for 2006, retaining ISO 13845 certification, and developing manufacturing processes and
building out our manufacturing facility for the fiscal year ended December 31, 2006, Mr. McEntire also received an option to purchase
7,854 shares of our common stock at an exercise price of $3.82 per share. The option is subject to a four-year vesting schedule with 25% of
the shares vesting on the first anniversary of the date of grant, and 1/36th of the remaining unvested shares vesting monthly thereafter. In
May 2007, the compensation committee recommended, and our board of directors approved, the grant of 26,179 stock options to
Mr. McEntire that include an accelerated vesting feature tied to the achievement of certain individual and corporate performance goals for
2007 and 2008. Mr. McEntire is entitled to certain benefits in connection with a termination of his employment upon a change in control
discussed below under “—Potential Payments Upon Termination or Change in Control.”
 

Reyn E. Gallacher, Vice President, Finance, Chief Financial Officer and Assistant Secretary. Pursuant to a letter agreement dated
January 3, 2006 between us and Mr. Gallacher, we agreed to employ Mr. Gallacher as our Controller beginning on January 6, 2006.
Mr. Gallacher received an initial stock option grant of 10,472 shares upon joining Amedica. As of December 31, 2006, his base salary was
$108,000. In January 2007, Mr. Gallacher began serving as our Vice President of Finance and his salary was increased to $130,000
effective January 1, 2007. Based upon our overall financial position; our product development progress; and his contributions towards
implementing a new accounting system, managing the budget, forecasts and monthly financial reports, and implementing internal controls
for the fiscal year ended December 31, 2006, and in connection with his promotion to our Vice President of Finance, Mr. Gallacher
received an option to purchase 7,854 shares of our common stock at an exercise price of $3.82 per share. The option is subject to a four-
year vesting schedule with 25% of the shares vesting on the first anniversary of the date of grant, and 1/36th of the remaining unvested
shares vesting monthly thereafter.
 

Since March 2007, Mr. Gallacher has served as our Chief Financial Officer. In May 2007, in connection with his promotion, the
compensation committee recommended, and our board of directors approved, an increase in Mr. Gallacher’s base salary to $150,000 per
year retroactive to March 2007. Also in May 2007, the compensation committee recommended, and our board of directors approved, the
grant of 10,472 stock options to Mr. Gallacher that include an accelerated vesting feature tied to the achievement of certain individual and
corporate performance goals for 2007 and 2008. Mr. Gallacher is entitled to certain benefits in connection with a termination of his
employment upon a change in control discussed below under “—Potential Payments Upon Termination or Change in Control.”
 

Eugene B. Jones, Former Vice President, Finance and Chief Financial Officer. Pursuant to a letter agreement dated April 2, 2004
between us and Mr. Jones, we agreed to employ Mr. Jones as our Vice President of Finance beginning April 19, 2004. Mr. Jones base
salary for the fiscal year ended December 31, 2006 was $155,000. Mr. Jones resigned effective January 5, 2007 and received certain
compensation in connection with his termination discussed under “—Potential Payments Upon Termination or Change in Control.”
 

Cameron G. Rouns, Former Vice President, Sales and Marketing. Pursuant to a letter agreement dated December 17, 2004 between
us and Mr. Rouns, we agreed to employ Mr. Rouns as our Vice President of Sales and Marketing beginning January 4, 2005. Mr. Rouns
base salary for the fiscal year ended December 31, 2006 was $136,000. Mr. Rouns resigned from this position effective December 1, 2006.
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Our 2003 Stock Option Plan
 

All options granted to our employees, including our executive officers, under the 2003 Stock Option Plan are exercisable in
accordance with the terms of an option agreement entered into at the time of the grant. Options are generally exercisable for a period of ten
years, provided that if an employee is terminated without cause or leaves for any reason other than death or disability, the incentive stock
options are generally exercisable within three months after termination of the employee’s employment to the extent then vested on the date
of such termination. By contrast, non-qualified stock options are generally exercisable upon termination without cause for the full ten-year
term, to the extent then vested on the date of the cessation of employment.
 
Outstanding Equity Awards At Fiscal Year-End
 

The following table shows grants of stock options outstanding on the last day of the fiscal year ended December 31, 2006 to each of
the executive officers named in the Summary Compensation Table.
 
   Option Awards

Name   

Number of
Securities

Underlying
Unexercised

Options
Exercisable   

Number of
Securities

Underlying
Unexercised

Options
Unexercisable  

Option Exercise
Price   

Option
Expiration

Date
Ashok C. Khandkar, Ph.D.   209,425(1) —  $ 0.42  09/17/2013

Chief Executive Officer   5,236  5,236(2) $ 2.29  12/15/2014
  —  10,472(3) $ 3.82  02/12/2016
  —  10,472(4) $ 3.82  12/11/2016

Warionex (“Jose”) Belen   9,817  —(5) $ 2.29  06/15/2015
President   —  1,571(3) $ 3.82  02/12/2016

  —  7,854(4) $ 3.82  12/11/2016

Bryan J. McEntire   32,723  19,634(6) $ 0.96  06/08/2014
Vice President, Manufacturing and Research   1,964  1,964(2) $ 2.29  12/15/2014

  —  7,854(3) $ 3.82  02/12/2016
  —  7,854(4) $ 3.82  12/11/2016

Reyn E. Gallacher   —  10,472(3) $ 3.82  02/12/2016
Vice President, Finance, Chief Financial Officer and   —  7,854(4) $ 3.82  12/11/2016
Assistant Secretary       

Eugene B. Jones   13,090  19,634(6) $ 0.96  06/08/2014
Former Chief Financial Officer and Vice President,   3,927  3,927(2) $ 2.29  12/15/2014
Finance   —  7,854(3) $ 3.82  02/12/2016

Cameron G. Rouns   8,018  10,308(7) $ 2.29  03/20/2015
Former Vice President, Sales and Marketing   —  1,571(3) $ 3.82  02/12/2016

(1)  The option vested as to 25% of the shares on September 17, 2003, the day this stock option was granted, and vested as to an additional
1/36th of the remaining unvested shares per month thereafter.

(2)  The option vested as to 25% of the shares on December 15, 2005 and vests as to an additional 1/36th of the remaining unvested shares
per month thereafter.

(3)  The option vested as to 25% of the shares on February 12, 2007 and vests as to an additional 1/36th of the remaining unvested shares
per month thereafter.

(4)  The option vests as to 25% of the shares on December 11, 2007 and vests as to an additional 1/36th of the remaining unvested shares
per month thereafter.

(5)  The option vested as to 25% of the shares on June 15, 2006 and vests as to an additional 1/36th of the remaining unvested shares per
month thereafter.
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(6)  The option vested as to 25% of the shares on June 8, 2005 and vests as to an additional 1/36th of the remaining unvested shares per
month thereafter.

(7)  The option vested as to 25% of the shares on March 20, 2006 and vests as to an additional 1/36th of the remaining unvested shares per
month thereafter.

 
Option Exercises And Stock Vested
 

The following table shows information regarding exercises of options to purchase our common stock held by each executive officer
named in the Summary Compensation Table during the fiscal year ended December 31, 2006.
 
   Option Awards

Name   

Number of Shares
Acquired on

Exercise   
Value Realized on

Exercise
Ashok C. Khandkar, Ph. D.

Chief Executive Officer   

—
  

$ —

Warionex (“Jose”) Belen
President   

—
  

 —

Bryan J. McEntire
Vice President, Manufacturing and Research   

—
  

 —

Reyn E. Gallacher
Vice President, Finance, Chief Financial Officer and Assistant Secretary   

—
  

 —

Eugene B. Jones
Former Vice President, Finance and Chief Financial Officer   

2,199
  

 6,300

Cameron G. Rouns
Former Vice President, Sales and Marketing   

—
  

 —

(1)  Amounts shown in this column do not necessarily represent actual value realized from the sale of the share acquired upon exercise of
options because in many cases the shares are not sold on exercise but continue to be held by the executive officer exercising the option.
The amounts shown represent the difference between the option exercise price and the fair market value on the date of exercise, which
is the estimated amount that would have been realized if the shares had been sold immediately upon exercise.

 
Pension Benefits
 

We do not have any qualified or non-qualified defined benefit plans.
 
Nonqualified Deferred Compensation
 

We do not have any nonqualified defined contribution plans or other deferred compensation plans.
 
Potential Payments Upon Termination or Change in Control
 

We have entered into certain agreements and maintain certain plans that may require us to make certain payments and/or provide
certain benefits to the executive officers named in the Summary Compensation Table in the event of a termination of employment or
change in control.
 

Termination of Employment and Change in Control Arrangements
 

Ashok C. Khandkar, Ph.D., Chief Executive Officer. Pursuant to our severance agreement with Dr. Khandkar, dated May 23, 2005,
within one year following a change in control, in the event that Dr. Khandkar’s employment is terminated by us other than for cause (but
not including termination due to death
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or disability) or he resigns for good reason, we are required to pay him, in addition to any payments due for services rendered prior to his
termination, a lump sum payment of an amount equal to three times his highest annual base salary and bonus payments during the
preceding three-year period, including the year of his termination. In addition, all of his outstanding options shall become fully vested. If
Dr. Khandkar had been terminated under the above referenced circumstances on December 31, 2006, he would have been entitled to
receive $571,620 as a severance payment and all outstanding options would be fully vested, the fair value of which would have been
$14,000.
 

Warionex (“Jose”) Belen, President. Pursuant to our severance agreement with Mr. Belen, dated February 14, 2006, within one year
following a change in control, in the event that Mr. Belen’s employment is terminated by us other than for cause (but not including
termination due to death or disability) or he resigns for good reason, we are required to pay him, in addition to any payments due for
services rendered prior to his termination, a lump sum payment of an amount equal to two times his highest annual base salary and bonus
payments during the preceding three-year period, including the year of his termination. In addition, all of his outstanding options shall
become fully vested. If Mr. Belen had been terminated under the above referenced circumstances on December 31, 2006, he would have
been entitled to receive $311,400 as a severance payment and all outstanding options would be fully vested, the fair value of which would
have been $30,910.
 

Bryan J. McEntire, Vice President, Manufacturing and Research. Pursuant to our severance agreement with Mr. McEntire, dated
May 23, 2005, within one year following a change in control, in the event that Mr. McEntire’s employment is terminated by us other than
for cause (but not including termination due to death or disability) or he resigns for good reason, we are required to pay him, in addition to
any payments due for services rendered prior to his termination, a lump sum payment of an amount equal to two times his highest annual
base salary and bonus payments during the preceding three-year period, including the year of his termination. In addition, all of his
outstanding options shall become fully vested. If Mr. McEntire had been terminated under the above referenced circumstances on
December 31, 2006, he would have been entitled to receive $312,100 as a severance payment and all outstanding options would be fully
vested, the fair value of which would have been $67,800.
 

Reyn E. Gallacher, Vice President, Finance, Chief Financial Officer and Assistant Secretary. Pursuant to our severance agreement
with Mr. Gallacher, dated March 27, 2007, within one year following a change in control, in the event that Mr. Gallacher’s employment is
terminated by us other than for cause (but not including termination due to death or disability) or he resigns for good reason, we are
required to pay him, in addition to any payments due for services rendered prior to his termination, a lump sum payment of an amount equal
to two times his highest annual base salary and bonus payments during the preceding three-year period, including the year of his
termination. In addition, all of his outstanding options shall become fully vested. If Mr. Gallacher had been terminated under the above
referenced circumstances on December 31, 2006, he would have been entitled to receive $216,000 as a severance payment and all
outstanding options would be fully vested, the value of which would have been $4,200.
 

If it is determined that the amounts payable to each executive officer under his severance agreement, when considered together with
any other amounts payable to the executive officer in connection with a change in control of Amedica, cause these payments to be treated
as excess parachute payments under Section 280G of the Internal Revenue Code, then we will be required to make an additional “gross up”
payment in order to pay for any additional tax imposed on him pursuant to Section 4999 of the Internal Revenue Code. If Dr. Khandkar had
been terminated on December 31, 2006 as a result of a change in control, he would have been entitled to receive approximately $238,135 as
an additional “gross up” payment.
 

As defined in the severance agreements with our executive officers:
 

 

•  “Cause” means (i) the executive’s commission of a felony (other than through vicarious liability or through a motor vehicle
offense); (ii) the executive’s material disloyalty or dishonesty to us; (iii) an act of fraud, embezzlement or misappropriation of
funds by the executive; (iv) a material breach by the executive of any material provision of the severance agreement or any other
agreement with us, which
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breach is not cured within 30 days after notice to the executive by us of the breach; or (v) the executive’s refusal to carry out a
lawful written directive from our board of directors. Any determination of “cause” will be made by a majority of the members of
our board voting on such determination.

 

 

•  “Good Reason” means without the executive’s consent: (i) a material change in the principal location at which the executive
performs his duties for us to a new location that is at least 50 miles from the prior location; or (ii) a material change in the
executive’s authority, functions, duties or responsibilities, which would cause his position with us to become of less
responsibility, importance or scope than his position on the date of entering in the severance agreement or as of any subsequent
date prior to a change in control, provided, however, that this material change is not in connection with the termination of the
executive’s employment by us for any reason.

 

 

•  “Change in Control” means: (i) any “person” (as such term is used in Sections 13(d) and 14(d) of the Securities Exchange Act of
1934, as amended, or the Exchange Act, becomes the “beneficial owner” (as defined in Rule 13d-3 under the Exchange Act),
directly or indirectly, of our securities representing 50% or more of the total voting power represented by our then outstanding
voting securities pursuant to a transaction or a series of related transactions of which our board does not approve; (ii) a merger or
consolidation of us, whether or not approved by our board, other than a merger or consolidation which would result in our voting
securities outstanding immediately prior thereto continuing to represent (either by remaining outstanding or by being converted
into voting securities of the surviving entity or the parent of such corporation) at least 50% of the total voting power represented
by our voting securities or the surviving entity or parent of the corporation outstanding immediately after the merger or
consolidation; or (iii) our stockholders approve an agreement for the sale or disposition by us of all or substantially all of our
assets.

 
Eugene B. Jones, Former Vice President, Finance and Chief Financial Officer. Pursuant to an agreement we made with Mr. Jones

dated January 5, 2007, regarding his separation from us, we paid Mr. Jones a lump sum of $95,566. In addition, we granted Mr. Jones a
non-qualified stock option exercisable for up to 17,016 shares of our common stock, which expires on June 30, 2014. All of the stock
options previously granted to Mr. Jones were terminated upon his separation from us.
 

Change in Control Arrangements Under Our 2003 Stock Option Plan
 

All options granted under our 2003 Stock Option Plan become fully vested upon a change in control provided that the employee,
officer, director, surgeon advisors or other consultant holds the position on the date of such change in control. If we are to be consolidated
with or acquired by another entity in a merger or sale of all or substantially all of our assets, our board of directors or the board of directors
of any entity assuming our obligations under the plan, will, as to outstanding options, take any one or more of the following actions
pursuant to our 2003 Stock Option Plan:
 

 
•  make appropriate provision for the continuation of options granted under the plan by substituting on an equitable basis for the

shares of our common stock then subject to these options either the consideration payable with respect to those outstanding shares
of our common stock in connection with the merger or sale of our assets or securities of any successor or acquiring entity;

 

 
•  upon written notice to a participant, provide that the participant’s options must be exercised within a specified number of days of

the date of that notice, to the extent then exercisable or, at the discretion of our board of directors, or upon a change in control, all
options being made fully exercisable, at the end of which period the options will terminated; or

 

 
•  terminate all options in exchange for a cash payment equal to the excess of the fair value, as defined in the plan, of the shares of

our common stock subject to these options over the exercise price thereof, to the extent then exercisable or, at the discretion of our
board of directors, or upon a change in control, all options being made fully exercisable.
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Director Compensation
 

The following table shows the total compensation paid or accrued during the fiscal year ended December 31, 2006 to each of our non-
employee directors.
 
Name   Option Awards (1)  Total
Max Link, Ph.D.(2)   $ 4,804  $4,804
Bradford S. Goodwin(3)    —   —
Lawrence D. Dorr, M.D.(4)    169   169
Aaron A. Hofmann, M.D.(5)    1,560   1,560
Gregg R. Honigblum(6)    —   —
Peter D. Meldrum (7)    3,911   3,911
Rohit Patel(8)    2,030   2,030

(1)  The dollar amounts in this column represent the compensation cost for the year ended December 31, 2006 of stock option awards
granted in and prior to 2006. These amounts have seen calculated in accordance with FASB Statement No. 123 (revised), “Share-Based
Payment,” or SFAS No. 123R, using the Black Scholes Valuation model. See Notes 1 and 7 to our financial statements included
elsewhere in this prospectus for details as to assumptions used to determine the fair value of the option awards. See also our discussion
of stock-based compensation under “Management’s Discussion and Analysis of Financial Condition and Results of Operations—
Critical Accounting Policies and Significant Judgments and Estimates—Stock-Based Compensation.”

(2)  As of December 31, 2006, Dr. Link held options to purchase 65,390 shares of common stock, of which 56,555 were vested.
(3)  Mr. Goodwin joined our board of directors on May 6, 2007.
(4)  As of December 31, 2006, Dr. Dorr held options to purchase 3,927 shares of common stock, of which none were vested.
(5)  As of December 31, 2006, Dr. Hofmann held options to purchase 11,780 shares of common stock, of which 2,945 were vested.
(6)  Although, Mr. Honigblum received no compensation for his services as a director in fiscal year 2006, he is affiliated with an entity that

received compensation from us in connection with our offerings of shares of our preferred stock. For a detailed description of these
transactions, see “Certain Relationships and Related Person Transactions.”

(7)  Mr. Meldrum resigned from our board of directors effective December 11, 2006. As of December 11, 2006, Mr. Meldrum held options
to purchase 158,950 shares of common stock, all of which were vested.

(8)  As of December 31, 2006, Mr. Patel held options to purchase 43,194 shares of common stock, of which 34,359 were vested.
 

Director Compensation Policy
 

Each of our non-employee directors was granted 3,927 stock options pursuant to our 2003 Stock Option Plan as remuneration for his
service on our board of directors for the year ended December 31, 2006. Beginning in 2007, newly appointed non-employee directors will
now receive an initial grant of 10,472 stock options in addition to the 3,927 stock options that we issue on an annual basis. Because of this
change, our board of directors approved a grant of an additional 6,545 stock options to Dr. Dorr and a grant of 10,472 stock options to Mr.
Honigblum in May 2007 so that each of these directors will have been granted a total of 10,472 stock options as a result of their recent
appointments to our board of directors. Generally, these stock options vest over a four-year period, with 25% of the shares vesting on the
first anniversary of the date of grant, and 1/36th of the remaining unvested shares vesting monthly thereafter. On June 18, 2007, our board
of directors authorized us to amend stock options previously granted to our directors to allow our directors to purchase all unvested shares
under their options, subject to our right to repurchase the shares so acquired before they would otherwise vest in accordance with our
normal four year vesting schedule. Only one of our directors, Bradford S. Goodwin, has
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elected to have his only stock option amended to allow for his purchase of unvested shares subject to our repurchase right. All stock options
granted to our directors become fully vested immediately upon the occurrence of a change in control or a sale of all or substantially all of
our assets. In the case of the amended stock option granted to Mr. Goodwin, all of the shares that he may acquire by exercise of his option
shall no longer be subject to repurchase immediately upon the occurrence of a change in control or a sale of all or substantially all of our
assets. We also reimburse our directors for reasonable out-of-pocket expenses incurred by them in connection with the attendance at
quarterly board meetings.
 

On June 18, 2007 our board of directors adopted a new director compensation policy, for fiscal year 2007, that provides for, in
addition to the grant of stock options, cash payments to our non-employee directors for their service as members of the board of directors
and for service as members and chairs of board committees. Under the new policy, we will pay each of our non-employee directors a
$20,000 annual retainer to be paid quarterly, $1,500 for in person attendance at each board meeting, and $1,000 for participation at each
board meeting conducted by telephone conference. We will pay a $10,000 annual retainer for service as Chair of our audit committee, and
a $7,500 annual retainer for service as Chair of each of our compensation committee and nominating and governance committee. Other
non-employee members of each of our board committees will be paid a $3,750 annual retainer for their service as member of the
committee. We also will pay each non-employee member of a board committee $1,500 for in person attendance at each committee meeting,
and $1,000 for participation at each committee meeting conducted by telephone conference, provided that such meetings are not held in
conjunction with an in person meeting of the board. None of these amounts earned in fiscal 2007 will be paid until after completion of this
offering. Thereafter, payments will be made on a quarterly basis.
 
Employee Benefit Plans
 2003 Stock Option Plan
 

Our 2003 Stock Option Plan was approved by our board of directors and our stockholders on August 3, 2003. The board of directors
believes the availability of stock options is an important factor in our ability to attract or retain qualified employees and to provide
incentives for them to exert their best interests on our behalf.
 

All of our employees, officers, directors, surgeon advisors and other consultants are eligible to participate in the plan. The 2003 Stock
Option Plan is administered by our board of directors, which designates the price and other terms and conditions of any award granted
under the plan. Subject to the provisions of the plan, our board of directors may adopt and amend rules and regulations relating to the
administration of the plan. Our board of directors may also delegate authority for administration of the plan to a committee of the board of
directors.
 

As of March 31, 2007, we had reserved a total of 1,047,121 shares of our common stock for issuance under the 2003 Stock Option
Plan. In May 2007, we reserved an additional 130,890 shares of our common stock for issuance under the plan. As of March 31, 2007,
options for 905,198 shares are outstanding under the plan. Options to purchase 48,486 shares of common stock have been exercised as of
March 31, 2007. The 2003 Stock Option Plan will terminate on August 7, 2013. The plan may be terminated at an earlier date by vote of
the shareholders or our board of directors; provided, however, that any such earlier termination shall not affect any options issued prior to
the effective date of such termination.
 

The 2003 Stock Option Plan permits the grant of both incentive stock options, or ISOs, and non-statutory stock options, or NSOs.
Shares of common stock awarded under the plan may be authorized and unissued shares of common stock or shares of common stock held
by us in our treasury. If any option granted under the plan expires, terminates or is cancelled, the shares of common stock again become
available for issuance under the plan.
 

Our board of directors determines the persons to whom options are granted, the option price, the number of shares of common stock
to be covered by each option, the period of each option, the times at which options may be exercised, and whether the option is an ISO, as
defined in the Internal Revenue Code, or an NSO.
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All options granted under the plan are exercisable in accordance with the terms of an option agreement entered into at the time of the
grant. Options are generally exercisable for a period of ten years, provided that if an employee is terminated or leaves without cause, the
ISOs are generally exercisable within three months after termination of the employee’s employment to the extent then vested on the date of
such termination. By contrast, NSOs are generally exercisable upon termination without cause for the full ten-year term, to the extent then
vested on the date of such cessation. All options become fully vested upon a change of control provided that the employee, officer, director,
surgeon advisors or other consultant holds such position on the date of such change of control.
 

If we are to be consolidated with or acquired by another entity in a merger or sale of all or substantially all of our assets, our board of
directors or the board of directors of any entity assuming our obligations under the plan, will, as to outstanding options, take any one or
more of the following actions pursuant to our 2003 Stock Option Plan:
 

 
•  make appropriate provision for the continuation of such options by substituting on an equitable basis for the shares of our

common stock then subject to such options either the consideration payable with respect to such outstanding shares of our
common stock in connection with the merger or sale of our assets or securities of any successor or acquiring entity;

 

 
•  upon written notice to a participant, provide that the participant’s options must be exercised within a specified number of days of

the date of such notice, to the extent then exercisable or, at the discretion of our board of directors, or upon a change of control, all
options being made fully exercisable, at the end of which period the options will terminated; or

 

 
•  terminate all options in exchange for a cash payment equal to the excess of the fair market value, as defined in the plan, of the

shares of our common stock subject to such options over the exercise price thereof, to the extent then exercisable or, at the
discretion of our board of directors, or upon a change of control, all options being made fully exercisable.

 
After the effective date of the 2007 Stock Plan described below, we will grant no further stock options under the 2003 Stock Option

Plan.
 
2007 Employee, Director and Consultant Stock Plan
 

We anticipate that our board of directors will adopt a 2007 Employee, Director and Consultant Stock Plan, or the 2007 Stock Plan.
Our 2007 Stock Plan will become effective on the date that the registration statement is declared effective. This plan provides for the grant
of incentive stock options, nonqualified stock options, restricted and unrestricted stock awards and other stock-based awards. Our officers,
employees, consultants, advisors and directors will be eligible to receive awards under this plan, however, incentive stock options may only
be granted to our employees. Upon effectiveness, 2,000,000 shares of common stock will be reserved for issuance under this plan. In
addition, the 2007 Stock Plan contains an “evergreen” provision, which allows for an annual increase in the number of shares available for
issuance under the plan on the first day of each fiscal year during the period beginning on the first day of fiscal year 2008, and ending on
the second day of fiscal year 2017. The annual increase in the number of shares shall be equal to the lowest of:
 
 •  750,000 shares;
 
 •  5% of the number of shares of our common stock outstanding on the first day of the applicable fiscal year; and
 
 •  an amount determined by our board of directors.
 

Upon completion of this offering, it is anticipated that this plan shall be administered by our compensation committee. The
compensation committee will determine the terms of options and other awards granted pursuant to this plan, including:
 
 •  the determination of which employees, directors and consultants will be granted options and other awards;
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 •  the number of shares subject to options and other awards;
 
 •  the exercise price of each option which may not be less than fair market value on the date of grant;
 
 •  the schedule upon which options become exercisable;
 
 •  the purchase price, if any, and number of shares subject to each award;
 
 

•  the termination or cancellation of provisions applicable to options; the terms and conditions of other awards, including conditions
for repurchase, termination or cancellation, issue price and repurchase price; and

 
 •  all other terms and conditions upon which each award may be granted in accordance with the 2007 Stock Plan.
 

No participant may receive awards for over 300,000 shares of common stock in any fiscal year.
 

In addition, our compensation committee may, with the consent of the affected plan participants, reprice or otherwise amend
outstanding awards consistent with the terms of the 2007 Stock Plan.
 

The maximum term of options granted under the 2007 Stock Plan is ten years and our plan terminates in July 2017.
 

Upon a merger or other reorganization event, our board of directors, may, in their sole discretion, take any one or more of the
following actions pursuant to our 2007 Stock Plan:
 
 •  provide that all options shall be assumed or substituted by the successor corporation;
 
 

•  upon written notice to a participant, provide that the participant’s unexercised options will terminate immediately prior to the
consummation of such transaction unless exercised by the participant;

 

 

•  in the event of a merger pursuant to which holders of our common stock will receive a cash payment for each share surrendered in
the merger, make or provide for a cash payment to the participants equal to the difference between the merger price times the
number of shares of our common stock subject to such outstanding options (at prices not in excess of the merger price), and the
aggregate exercise price of all such outstanding options, in exchange for the termination of such options; and

 
 

•  provide that outstanding awards shall be assumed or substituted by the successor corporation, become realizable or deliverable, or
restrictions applicable to an award will lapse, in whole or in part, prior to or upon the merger or reorganization event.

 
In addition, under our 2007 Stock Plan, all options become fully vested upon a change of control provided that the employee, officer,

director, surgeon consultants or other consultant holds such position on the date of such change of control. Our 2007 Stock Plan provides
similar change in control vesting provisions for restricted stock granted under the 2007 Stock Plan and allows the Board to make
appropriate adjustments for other stock-based awards.
 

401(k) Plan
 

Our employee savings plan is a tax-qualified profit sharing plan that includes a “cash-or-deferred” (or 401(k)) feature. The plan is
intended to satisfy the requirements of Section 401 of the Internal Revenue Code. Our employees may elect to reduce their current
compensation by up to the statutorily prescribed annual limit and have a like amount contributed to the plan. In addition, we may make
discretionary and/or matching contributions to the plan in amounts determined annually by our board of directors. Effective upon the
completion of our first full payroll period following July 1, 2007, we plan to begin matching the contributions of our employees who
participate in our 401(k) plan as follows: a match of 100% on the first 3% of compensation contributed by a plan participant and a match of
50% on amounts above 3%, up to 5%, of compensation contributed by a plan participant.
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Limitation of Directors’ Liability and Indemnification
 

The Delaware General Corporation Law authorizes corporations to limit or eliminate, subject to certain conditions, the personal
liability of directors to corporations and their stockholders for monetary damages for breach of their fiduciary duties. Our amended and
restated certificate of incorporation limits the liability of our directors to the fullest extent permitted by Delaware law.
 

We have obtained director and officer liability insurance to cover liabilities our directors and officers may occur in connection with
their services to us, including matters arising under the Securities Act. Our amended and restated certificate of incorporation and amended
and restated bylaws also provide that we will indemnify any of our directors and officers who, by reason of the fact that he or she is one of
our officers or directors, is involved in a legal proceeding of any nature. We will repay certain expenses incurred by a director or officer in
connection with any civil or criminal action or proceeding, specifically including actions by us or in our name (derivative suits). These
indemnifiable expenses include, to the maximum extent permitted by law, attorney’s fees, judgments, civil or criminal fines, settlement
amounts and other expenses customarily incurred in connection with legal proceedings. A director or officer will not receive
indemnification if he or she is found not to have acted in good faith and in a manner he or she reasonably believed to be in, or not opposed
to, our best interest.
 

Prior to the completion of this offering, we plan to enter into agreements to indemnify our directors and officers. These agreements,
among other things, will indemnify and advance expenses to our directors and officers for certain expenses, including attorney’s fees,
judgments, fines and settlement amounts incurred by any such person in any action or proceeding, including any action by us arising out of
such person’s services as our director or officer, or any other company or enterprise to which the person provides services at our request.
We believe that these provisions and agreements are necessary to attract and retain qualified persons as directors and officers.
 

This limitation of liability and the indemnification of our directors and officers does not affect the availability of equitable remedies.
In addition, we have been advised that in the opinion of the SEC, indemnification for liabilities arising under the Securities Act is against
public policy as expressed in the Securities Act and is therefore unenforceable.
 

There is no pending litigation or proceeding involving any of our directors, officers, employees or agents in which indemnification
will be required or permitted. We are not aware of any threatened litigation or proceeding that may result in a claim for indemnification
under the agreements described in this section.
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CERTAIN RELATIONSHIPS AND RELATED PARTY TRANSACTIONS
 

Since January 1, 2004, with the approval of our board of directors, we have engaged in the transactions described below with
our directors, executive officers and beneficial owners of more than 5% of our common stock, on an as-converted basis, and affiliates of
our directors, executive officers and 5% stockholders. In addition, immediately prior to the consummation of this offering, we expect to
effect a one-for-                     reverse split of our common stock.
 
Royalty Payments
 

One of our co-founders and a member of our board of directors, Aaron A. Hofmann, M.D., is also the sole member and president of
Joint Enterprises, L.C., a Utah limited liability company. We and Joint Enterprises, L.C. previously entered into an Assignment Agreement,
dated August 1, 2001, which has been amended as of August 12, 2005. Pursuant to this agreement, we acquired rights to the PreVent
Cement Restrictor in exchange for our agreement to pay a one-time payment of $25,000 and to pay royalties equal to $2.50 per unit. Joint
Enterprises, L.C. also has the option to elect to receive nonqualified stock options to purchase shares of our common stock in lieu of cash
payments, subject to approval by our board of directors. We made the $25,000 payment to Dr. Hofmann in September 2004. As of the date
hereof, no units of this product have been sold and no royalties for this product have been paid pursuant to this agreement.
 
Issuance of Stock and Warrants
 

We have completed various offerings of shares of our Series A, Series B, Series C and Series D convertible preferred stock through
Creation Capital LLC, our placement agent for each of these offerings. Gregg R. Honigblum is the Chief Executive Officer and a 50% co-
owner of Creation Capital LLC and he joined our board of directors in December 2006, subsequent to our Series A, Series B and Series C
convertible preferred stock offerings but prior to our Series D convertible preferred stock offering. In connection with our third closing of
our Series A convertible preferred stock offering, which occurred on January 28, 2004, we raised $2.3 million in gross proceeds and sold
3,805,018 shares at $0.60 per share, and we paid our placement agent $182,640 as commission and $20,875 for expenses in connection with
the third closing of the offering, of which Mr. Honigblum received $48,125 from Creation Capital LLC as a result of his ownership interest
therein. In connection with our Series B convertible preferred stock offering, closings for which occurred on October 25, 2004 and
November 9, 2004, we raised an aggregate of $6.0 million in gross proceeds and sold a total of 5,000,000 shares at $1.20 per share, and we
paid our placement agent $480,000 as commission and $40,000 for expenses in connection with the closings, of which Mr. Honigblum
received $135,000 from Creation Capital LLC as a result of his ownership interest therein. In connection with our Series C convertible
preferred stock offering, which occurred on February 24, 2006, we raised $16.8 million in gross proceeds and sold 8,400,000 shares at
$2.00 per share, and we paid our placement agent $1,511,265 as commission and $75,000 for expenses in connection with the offering, of
which Mr. Honigblum received $759,500 from Creation Capital LLC as a result of his ownership interest therein. In connection with our
Series D convertible preferred stock offering, closings for which occurred on April 17, 2007 and April 27, 2007, we raised $13.4 million in
gross proceeds and sold 4,456,500 shares at $3.00 per share, and we paid our placement agent $758,870 as commission and $100,000 for
expenses in connection with the closings, of which Mr. Honigblum received $300,000 from Creation Capital LLC as a result of his
ownership interest therein. In addition, in connection with our Series C convertible preferred stock offering, we agreed to pay Creation
Capital LLC a transaction fee in the event that prior to a registered offering of our securities, we complete a stock sale, merger, tender offer,
recapitalization or asset sale by February 24, 2009 that results in a change in control of us. The amount of the transaction fee payable to
Creation Capital LLC upon such an event would be 1.5%-3% of the aggregate consideration payable to us in connection with the
transaction, up to $2,500,000.
 

In addition to the cash compensation we paid to Creation Capital LLC for the services it provided as the placement agent for our
convertible preferred stock offerings, we agreed to issue warrants to purchase shares of our preferred stock to Creation Capital LLC. In
connection with these offerings, we issued to Creation Capital
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LLC, or at its request to certain of its designees, including one of our directors and a principal stockholder, warrants to purchase 2,100,000
shares of Series A convertible preferred stock, 500,000 shares of Series B convertible preferred stock, 1,203,750 shares of Series C
convertible preferred stock and 253,290 shares of Series D convertible preferred stock, at an exercise price equal to 110% of the offering
price of the underlying convertible preferred stock, or $0.66 per share, $1.32 per share, $2.20 per share and $3.30 per share of our Series A,
Series B, Series C and Series D convertible preferred stock, respectively. The warrants to purchase shares of our Series A, Series B and
Series C convertible preferred stock are currently exercisable through the seventh anniversary of the date of issuance of such warrants, or
January 28, 2011, November 9, 2011 and February 24, 2013, respectively, and upon completion of the offering, the warrants to purchase
shares of our Series D convertible preferred stock will become exercisable through the seventh anniversary of the date of issuance of such
warrants, or April 27, 2014.
 

The following table summarizes the purchases of shares of our Series A (third closing), Series B, Series C and Series D convertible
preferred stock by, as well as the issuance of warrants to purchase shares of our convertible stock to, our directors and beneficial owners of
5% or more of our common stock, on an as-converted basis. None of our executive officers participated in any of the offerings.
 

Name  

Series A
Preferred

Stock   

Series A
Preferred

Stock
Warrants  

Series B
Preferred

Stock   

Series B
Preferred

Stock
Warrants  

Series C
Preferred

Stock   

Series C
Preferred

Stock
Warrants  

Series D
Preferred

Stock   

Series D
Preferred

Stock
Warrants 

Directors         
Max Link, Ph.D.  —  —  —  —  100,000  —  35,000  — 
Aaron A. Hofmann, M.D.  —  —  —  —  250,000  —  35,000(1)  — 
Lawrence D. Dorr, M.D.  —  —  —  —  —  —  130,000(2)  — 
Gregg R. Honigblum  62,501(3) 716,673(4)  —  165,875(5)  12,500(6)  452,125(7) —  111,645(8)

Rohit Patel  —  —  15,000(9)  —  25,000(10) —  35,000(11) — 

Principal stockholder         
Vestal Venture Capital  —  130,469(12) 805,500(13) 65,751(14) 1,112,500  —  400,000  — 

(1)  Consists of 35,000 shares of our Series D convertible preferred stock purchased by Dr. Hofmann’s spouse.
(2)  Consists of 130,000 shares of our Series D convertible preferred stock purchased by Dr. Dorr and his spouse.
(3)  Mr. Honigblum is the Chief Executive Officer and a 50% co-owner of Creation Capital LLC and he is currently a member of our

board of directors. In accordance with the rules of the SEC, Mr. Honigblum is deemed to beneficially own 50% of the 125,001 shares
of our Series A convertible preferred stock purchased by Creation Capital LLC in connection with the third closing of our offering of
shares of our Series A convertible preferred stock. Mr. Honigblum disclaims beneficial ownership of the shares held by Creation
Capital LLC except to the extent of his proportionate pecuniary interest therein.

(4)  See footnote (3). The warrants noted above consist of warrants to acquire 716,673 shares of our Series A convertible preferred stock
issued to Mr. Honigblum at the request of Creation Capital, which Creation Capital LLC was entitled to receive as partial
compensation for the services it provided as our placement agent in connection with the completion of the first, second and third
closings of our offering of shares of our Series A convertible preferred stock. The warrants noted above exclude warrants to acquire
822,506 shares of Series A convertible preferred stock held by Michael Morris, the President and the other 50% co-owner of Creation
Capital LLC.

(5)  See footnote (3). The warrants noted above consist of warrants to acquire 165,875 shares of our Series B convertible preferred stock
issued to Mr. Honigblum at the request of Creation Capital LLC, which Creation Capital LLC was entitled to receive as partial
compensation for the services it provided as our placement agent in connection with the completion of our offering of shares of our
Series B convertible preferred stock. The warrants noted above exclude warrants to acquire an additional 250,000 shares of our
Series B convertible preferred stock, which we were obligated to issue to Creation Capital LLC as partial compensation for such
services. The warrants noted above exclude warrants to acquire 175,874 shares of Series B convertible preferred stock held by
Michael Morris.

(6)  See footnote (3). Mr. Honigblum is deemed to beneficially own 50% of the 25,000 shares of our Series C convertible preferred stock
purchased by Creation Capital LLC in connection with our offering of shares of
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our Series C convertible preferred stock. Mr. Honigblum disclaims beneficial ownership of the shares held by Creation Capital LLC
except to the extent of his proportionate pecuniary interest therein.

(7)  See footnote (3). The warrants noted above consist of warrants to acquire 452,125 shares of our Series C convertible preferred stock
issued to Mr. Honigblum at the request of Creation Capital LLC, which Creation was entitled to receive as partial compensation for
the services it provided as our placement agent in connection with the completion of our offering of our Series C convertible preferred
stock. The warrants noted above exclude warrants to acquire 424,125 shares of Series C convertible preferred stock held by Michael
Morris.

(8)  See footnote (3). Mr. Honigblum is deemed to beneficially own 50% of the warrants to acquire 223,290 shares of our Series D
convertible preferred stock, which Creation Capital LLC received as partial compensation for the services it provided as our
placement agent in connection with the completion of our offering of shares of our Series D convertible preferred stock.
Mr. Honigblum disclaims beneficial ownership of the warrants held by Creation Capital LLC except to the extent of his proportionate
pecuniary interest therein.

(9)  Consists of 15,000 shares of our Series B convertible preferred stock previously purchased by Mr. Patel, which have since been gifted
to his daughter, granddaughter and two unaffiliated parties.

(10)  Consists of 25,000 shares of our Series C convertible preferred stock purchased by Mr. Patel, which have since been gifted to The
Patel Family Trust U/A/D November 7, 1996, of which Mr. Patel and his spouse are the sole beneficiaries.

(11)  Consists of 35,000 shares of our Series D convertible preferred stock purchased by The Patel Family Trust U/A/D November 7, 1996,
of which Mr. Patel and his spouse are the sole beneficiaries.

(12)  Consists of warrants to acquire 68,694 and 127,344 shares of our Series A convertible preferred stock issued to Lyonshare Venture
Capital and Vestal Venture Capital, respectively, at the request of Creation Capital LLC, which Creation Capital LLC was entitled to
receive as partial compensation for the services it provided as our placement agent in connection with the completion of an offering
of our Series A convertible preferred stock. Allan R. Lyons is the managing member and sole owner of 21st Century Strategic
Investment Planning, L.C., the general partner for both Vestal Venture Capital and Lyonshare Venture Capital. Mr. Lyons disclaims
beneficial ownership of the shares held by Vestal Venture Capital and Lyonshare Venture Capital except to the extent of his
proportionate pecuniary interest therein.

(13)  Consists of 130,000 and 675,500 shares of our Series B convertible preferred stock purchased by Lyonshare Venture Capital and
Vestal Venture Capital, respectively. See footnote (12).

(14)  Consists of warrants to acquire 16,013 and 29,738 shares of our Series B convertible preferred stock, issued to Lyonshare Venture
Capital and Vestal Venture Capital, respectively, at the request of Creation Capital LLC, which Creation Capital LLC was entitled to
receive as partial compensation for the services it provided as our placement agent in connection with the completion of our offering
of our Series B convertible preferred stock. Also includes warrants held by Allan R. Lyons to acquire up to 20,000 shares of our Series
B convertible preferred stock. See footnote (12).

 
Registration Rights
 

The holders of 1,457,830 shares of common stock, assuming the conversion of our convertible preferred stock, and holders of
1,062,022 shares of common stock, assuming the exercise of preferred stock warrants and further assuming the conversion of such shares of
convertible preferred stock, have entered into an agreement with us that provides certain registration rights to these holders and certain
future transferees of their securities. Such holders include the above-listed directors and holders of 5% or more of our common stock, on an
as-converted basis. See “Description of Capital Stock—Registration Rights” on page 110 for a description of these rights.
 
Stock Option Grants
 

We have granted options to purchase shares of our common stock to our executive officers and directors. See “Executive
Compensation—Summary Compensation Table” on page 90, “Executive Compensation—Grants of Plan-Based Awards” on page 91,
“Executive Compensation—Outstanding Equity Awards at Fiscal Year-End” on page 94 and “Executive Compensation—Director
Compensation” on page 98.
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Change in Control Agreements
 

We have entered into severance agreements with our executive officers as described in the section of this prospectus entitled
“Executive Compensation—Potential Payments Upon Termination or Change in Control” on page 95.
 
Policy for Approval of Related Person Transactions
 

We believe that all the transactions described above were made on terms no less favorable to us than those that could have been
obtained from unaffiliated third parties. With the exception of transactions in which related parties participated on the same terms as those
of other participants who were not related parties, our board of directors reviewed and approved the transactions with each related party,
namely our directors, executive officers and beneficial owners of more than 5% of our common stock, on an as-converted basis, and
affiliates of our directors, executive officers and 5% stockholders, and reviewed the material facts as to a related party’s relationship or
interest in a transaction that were disclosed to our board of directors prior to our board of directors’ consideration of a transaction with a
related party. The transactions involving related parties were approved by our board of directors, including all of our directors who were
not interested in these transactions.
 

Following this offering, all future related party transactions will be approved by our audit committee. Pursuant to the written charter
of our audit committee, the audit committee is responsible for reviewing and approving, prior to our entry into any transaction involving
related parties, all transactions in which we are a participant and in which any parties related to us has or will have a direct or indirect
material interest.
 

In reviewing and approving these transactions, the audit committee shall obtain, or shall direct our management to obtain on its
behalf, all information that the committee believes to be relevant and important to a review of the transaction prior to its approval.
Following receipt of the necessary information, a discussion shall be held of the relevant factors, if deemed to be necessary by the
committee, prior to approval. If a discussion is not deemed to be necessary, approval may be given by written consent of the committee. No
related party transaction shall be entered into prior to the completion of these procedures.
 

The audit committee or its chairman, as the case may be, shall approve only those related party transactions that are determined to be
in, or not inconsistent with, the best interests of us and our stockholders, taking into account all available facts and circumstances as the
committee or the chairman determines in good faith to be necessary. No member of the audit committee shall participate in any review,
consideration or approval of any related party transaction with respect to which the member or any of his or her immediate family members
is the related party.
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PRINCIPAL STOCKHOLDERS
 

The following table sets forth certain information regarding the beneficial ownership of our common stock as of June 30, 2007, on an
as-converted basis, and as adjusted to reflect the sale of our common stock offered by this prospectus by:
 
 •  the executive officers named in the summary compensation table;
 
 •  each of our directors;
 
 •  all of our current directors and executive officers as a group; and
 
 •  each stockholder known by us to own beneficially more than 5% of our common stock.
 

Beneficial ownership is determined in accordance with the rules of the SEC and includes voting or investment power with respect to
the securities. Shares of common stock that may be acquired by an individual or group within 60 days of June 30, 2007, pursuant to the
exercise of options or warrants, are deemed to be outstanding for the purpose of computing the percentage ownership of such individual or
group, but are not deemed to be outstanding for the purpose of computing the percentage ownership of any other person shown in the table.
Percentage of ownership is based on 10,668,818 shares of common stock outstanding on June 30, 2007, which assumes the conversion of
all outstanding shares of preferred stock into common stock, and 15,318,818 shares of common stock outstanding after the completion of
this offering.
 

Except as indicated in footnotes to this table, we believe that the stockholders named in this table have sole voting and investment
power with respect to all shares of common stock shown to be beneficially owned by them, based on information provided to us by such
stockholders. The address for each director and executive officer listed is: c/o Amedica Corporation, 615 Arapeen Drive, Suite 302, Salt
Lake City, Utah 84108.
 

Name and Address of Beneficial Owner

  
Number of

Shares
Beneficially

Owned

  
Percentage of Shares
Beneficially Owned  

    

Before
Offering(1)

  
After

Offering 
Directors and Named Executive Officers:      
Ashok C. Khandkar, Ph.D.(2)   1,267,450  11.6% 8.2%
Aaron A. Hofmann, M.D.(3)   1,255,243  11.8% 8.2%
Gregg R. Honigblum(4)   398,250  3.6% 2.5%
Max Link, Ph.D.(5)   205,386  1.9% 1.3%
Rohit Patel(6)   51,372  *  * 
Bryan J. McEntire(7)   53,554  *  * 
Eugene B. Jones(8)   36,648  *  * 
Lawrence D. Dorr, M.D.(9)   34,031  *  * 
Warionex (“Jose”) Belen(10)   21,312  *  * 
Bradford S. Goodwin(11)   10,471  *  * 
Reyn E. Gallacher(12)   9,161  *  * 
Cameron G. Rouns   —  —  — 
All directors and executive officers as a group (13 individuals)(13)   3,319,180  29.0% 20.6%
Five Percent Stockholder:      
Vestal Venture Capital (14)

92 Hawley Street, P. O. Box 1330
Binghamton, New York 13902   

977,258

  

9.1%

 

6.4%

 *  Represents beneficial ownership of less than 1% of the shares of our common stock.
(1)  Based on 10,668,818 shares of common stock outstanding on June 30, 2007, which assumes the conversion of all outstanding shares of

preferred stock into common stock. Unless otherwise indicated, each person or entity listed has sole investment and voting power with
respect to the shares listed.
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(2)  Consists of 523,560 shares of our common stock and options to acquire a total of 220,330 shares of our common stock currently
exercisable or exercisable within 60 days after June 30, 2007 held by Dr. Khandkar and 523,560 shares of our common stock held by
Dr. Khandkar’s spouse.

(3)  Consists of 1,241,828 shares of our common stock and options to acquire 4,253 shares of our common stock currently exercisable or
exercisable within 60 days after June 30, 2007 held by Dr. Hofmann and 9,162 shares of our common stock held by Dr. Hofmann’s
spouse.

(4)  Mr. Honigblum is the record owner of 349,390 shares of our common stock, assuming the exercise of currently exercisable preferred
stock warrants which were issued to him at the request of Creation Capital LLC, which Creation Capital LLC was entitled to receive as
partial compensation for the services it provided as our placement agent in connection with the completion of our offering of our
preferred stock offerings. Mr. Honigblum is the Chief Executive Officer and a 50% co-owner of Creation Capital LLC and he joined
our board of directors in December 2006. Mr. Honigblum is deemed to beneficially own 50% of the 19,633 shares of our common stock
and an additional 29,227 shares of our common stock, assuming the exercise of currently exercisable preferred stock warrants, held by
Creation Capital LLC. Mr. Honigblum disclaims beneficial ownership of the shares and warrants held by Creation Capital LLC except
to the extent of his proportionate pecuniary interest therein. The shares noted above exclude 136,125 shares of our common stock held
by Michael Morris, the President and the other 50% co-owner of Creation Capital LLC.

(5)  Consists of 205,060 shares of our common stock and options to acquire 326 shares of our common stock currently exercisable or
exercisable within 60 days after June 30, 2007.

(6)  Consists of 15,706 shares of our common stock held by The Patel Family Trust U/A/D November 7, 1996, of which Mr. Patel and his
spouse are the sole beneficiaries, and options held by Mr. Patel to acquire 35,666 shares of our common stock currently exercisable or
exercisable within 60 days after June 30, 2007.

(7)  Consists of options to acquire 53,554 shares of our common stock currently exercisable or exercisable within 60 days after June 30,
2007.

(8)  Consists of 19,633 shares of our common stock and options to acquire 17,015 shares of our common stock currently exercisable or
exercisable within 60 days after June 30, 2007.

(9)  Consists of 34,031 shares of our common stock held jointly by Dr. Dorr and his spouse.
(10) Consists of options to acquire 21,312 shares of our common stock currently exercisable or exercisable within 60 days after June 30,

2007.
(11) Consists of options to acquire 10,471 shares of our common stock currently exercisable or exercisable within 60 days after June 30,

2007.
(12) Consists of options to acquire an aggregate of 9,161 shares of our common stock currently exercisable or exercisable within 60 days

after June 30, 2007.
(13) See footnotes (2) through (12) except footnote 8. Also includes options to acquire an aggregate of 12,950 shares of our common stock

currently exercisable or exercisable within 60 days after June 30, 2007, held by two executive officers not named in the table.
(14) Consists of 760,383 shares of our common stock and an additional 41,122 shares of our common stock, assuming the exercise of

currently exercisable common stock warrants held by Vestal Venture Capital; 148,342 shares of our common stock and an additional
22,175 shares of our common stock, assuming the exercise of currently exercisable common stock warrants held by Lyonshare
Venture Capital; and 5,236 shares of our common stock, assuming the exercise of currently exercisable common stock warrants held
by Allan R. Lyons. Mr. Lyons is the managing member and sole owner of 21st Century Strategic Investment Planning, L.C., the
general partner for both Vestal Venture Capital and Lyonshare Venture Capital. Mr. Lyons disclaims beneficial ownership of the
shares held by Vestal Venture Capital and Lyonshare Venture Capital except to the extent of his proportionate pecuniary interest
therein.
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DESCRIPTION OF CAPITAL STOCK
 

Upon completion of this offering, we will be authorized to issue 40,000,000 shares of common stock, $0.01 par value per share, and
5,000,000 shares of preferred stock, $0.01 par value per share, and there will be 15,318,818 shares of common stock and no shares of
preferred stock outstanding. Assuming the conversion of our preferred stock as of June 30, 2007 we had 10,668,818 shares of common
stock outstanding held of record by 337 stockholders, and there were outstanding options to purchase 972,888 shares of common stock and
outstanding warrants to acquire 1,062,067 shares of common stock, assuming the conversion of preferred stock warrants into common stock
warrants. The following description summarizes the most important terms of our capital stock. Because it is only a summary, it does not
contain all the information that may be important to you. For a complete description you should refer to our amended and restated
certificate of incorporation and amended and restated bylaws, effective upon completion of this offering, copies of which have been filed as
exhibits to the registration statement, and to the applicable provisions of the Delaware General Corporation Law.
 
Common Stock
 

Holders of common stock are entitled to one vote for each share held of record on all matters submitted to a vote of the stockholders,
and do not have cumulative voting rights. Subject to preferences that may be applicable to any outstanding shares of preferred stock, holders
of common stock are entitled to receive ratably such dividends, if any, as may be declared from time to time by our board of directors out of
funds legally available for dividend payments. All outstanding shares of common stock are fully paid and nonassessable, and the shares of
common stock to be issued upon completion of this offering will be fully paid and nonassessable. The holders of common stock have no
preferences or rights of conversion, exchange, pre-emption or other subscription rights. There are no redemption or sinking fund provisions
applicable to the common stock. In the event of any liquidation, dissolution or winding-up of our affairs, holders of common stock will be
entitled to share ratably in our assets that are remaining after payment or provision for payment of all of our debts and obligations and after
liquidation payments to holders of outstanding shares of preferred stock, if any.
 
Preferred Stock
 

Upon the closing of this offering, all outstanding shares of our preferred stock will have been converted into shares of our common
stock. Following this offering, our amended and restated certificate of incorporation will be amended and restated to delete all reference to
such shares of preferred stock. The preferred stock, if issued, would have priority over the common stock with respect to dividends and
other distributions, including the distribution of assets upon liquidation. Our board of directors has the authority, without further
stockholder authorization, to issue from time to time shares of preferred stock in one or more series and to fix the terms, limitations, relative
rights and preferences and variations of each series. Although we have no present plans to issue any shares of preferred stock, the issuance
of shares of preferred stock, or the issuance of rights to purchase such shares, could decrease the amount of earnings and assets available
for distribution to the holders of common stock, could adversely affect the rights and powers, including voting rights, of the common stock,
and could have the effect of delaying, deterring or preventing a change in control of us or an unsolicited acquisition proposal.
 
Warrants
 

As of June 30, 2007 we had the following warrants outstanding to purchase a total of 1,062,067 shares of our common stock:
 

 
•  A warrant to purchase in the aggregate 2,100,000 shares of Series A convertible preferred stock which, upon completion of our

initial public offering, will be converted to a warrant to purchase in the aggregate 549,745 shares of our common stock at an
exercise price of $2.52 per share, terminating 2011.

 

 
•  A warrant to purchase in the aggregate 500,000 shares of Series B convertible preferred stock which, upon completion of our

initial public offering, will be converted to a warrant to purchase in the aggregate 130,893 shares of common stock at an exercise
price of $5.04 per share, terminating 2011.
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•  A warrant to purchase in the aggregate 1,203,750 shares of Series C convertible preferred stock which, upon completion of our

initial public offering, will be converted to a warrant to purchase in the aggregate 315,121 shares of our common stock at an
exercise price of $8.40 per share, terminating 2013.

 

 
•  A warrant to purchase in the aggregate 253,290 shares of Series D convertible preferred stock which, upon completion of our

initial public offering, will be converted to a warrant to purchase in the aggregate 66,308 shares of common stock at an exercise
price of $12.61 per share, terminating 2014.

 
These warrants provide for adjustments of the exercise price and the number of shares underlying the warrants upon the occurrence of

certain events, including stock dividends, stock splits, reclassifications or other changes in our corporate structure. The holders of these
warrants have registration rights that are outlined below under the heading “Registration Rights.”
 
Registration Rights
 

The holders of 1,457,830 shares of common stock, assuming the conversion of our convertible preferred stock, and holders of
1,062,022 shares of common stock, assuming the exercise of preferred stock warrants and further assuming the conversion of such shares of
convertible preferred stock, have entered into an agreement with us that provides certain registration rights to such holders and certain
future transferees of their securities. These registration rights are subject to certain conditions and limitations, including our right, based on
advice of the lead managing underwriter of a future offering, to limit the number of shares included in any such registration under certain
circumstances. We are generally required to pay all expenses incurred in connection with registrations effected in connection with the
registration rights below, excluding underwriting discounts and commissions. The registration rights described below with respect to these
securities terminate on such date as the holders of such registrable securities become eligible to sell them under Rule 144 under the
Securities Act.
 

Demand Rights. At any time after 180 days following the completion of our initial public offering, subject to specified limitations,
holders of not less than a majority of then existing registrable securities may require that we effect the registration on Form S-1 or Form S-
3 (or any other form we are qualified to use) of securities owned by such holders having an aggregate anticipated price to the public of at
least $10,000,000 (before selling expenses), or at least $5,000,000 (before selling expenses) in the case of a Form S-3 registration, for sale
under the Securities Act. We may be required to effect up to four such registrations in total. We may be required to effect up to two such
registrations during the one-year period following the date holders initially notify us of their request that we effect such a registration.
Holders of registrable securities who are not among the holders who initially request that we effect a registration are entitled to notice and
are entitled to include their shares of common stock in the registration.
 

Shelf Registration Rights. At any time after we become eligible to file a registration statement on Form S-3, holders of not less than a
majority of registrable securities may request, in writing, that we effect the registration on Form S-3, or any successor or similar short form,
of securities having an aggregate anticipated offering price to the public of at least $10,000,000 (before selling expenses). We may be
required to effect up to two such registrations during the one-year period following the date holders initially notify us of their request that
we effect such a registration. Holders with these registration rights who are not among the holders who initially requested that we effect a
registration are entitled to notice and are entitled to include their shares of common stock in the registration.
 

Piggyback Rights. If, at any time commencing 180 days following the completion of our initial public offering, we propose to register
shares of our common stock under the Securities Act in connection with a public offering of common stock solely for cash, we will, prior to
such filing, give written notice to all holders having registration rights of our intention to do so. Upon the written request of any holder or
holders of registrable securities given to us in a timely manner, we shall cause all securities which we have been requested by such holder
or holders to register to be registered under the Securities Act to the extent necessary to permit their sale
 

110



Table of Contents

or other disposition in accordance with the intended methods of distribution specified in the request of the holder or holders. We shall have
the right to withdraw any such registration without obligation to any stockholder, except for our obligation to pay all registration expenses
related to such withdrawn registration. In addition, under certain circumstances, the underwriters, if any, may limit the number of shares
included in any such registration. These piggyback registration rights do not apply to registrations of our securities that we initiate that are
(i) incidental to any of our stock option plans or other employee benefit plans or a dividend reinvestment plan, (ii) incidental to a business
combination or any other similar transaction, the purpose of which is not to raise capital, or (iii) pursuant to a so-called “unallocated” or
“universal” shelf registration statement.
 
Effects of Anti-Takeover Provisions of Our Amended and Restated Certificate of Incorporation, Our Amended and Restated
Bylaws and Delaware Law
 

The provisions of (1) Delaware law, (2) our amended and restated certificate of incorporation to be effective upon completion of this
offering and (3) our amended and restated bylaws to be effective upon completion of this offering discussed below could discourage or
make it more difficult to prevail in a proxy contest or effect other change in our management or the acquisition of control by a holder of a
substantial amount of our voting stock. It is possible that these provisions could make it more difficult to accomplish, or could deter,
transactions that stockholders may otherwise consider to be in their best interests or our best interests. These provisions are intended to
enhance the likelihood of continuity and stability in the composition of our board of directors and in the policies formulated by the board of
directors and to discourage certain types of transactions that may involve an actual or threatened change of control of our company. These
provisions are designed to reduce our vulnerability to an unsolicited acquisition proposal. The provisions also are intended to discourage
certain tactics that may be used in proxy fights. These provisions also may have the effect of preventing changes in our management.
 

Delaware Statutory Business Combinations Provision. We are subject to the anti-takeover provisions of Section 203 of the Delaware
General Corporation Law. In general, Section 203 prohibits a publicly-held Delaware corporation from engaging in a “business
combination” with an “interested stockholder” for a period of three years after the date of the transaction in which the person became an
interested stockholder, unless the business combination is, or the transaction in which the person became an interested stockholder was,
approved in a prescribed manner or another prescribed exception applies. For purposes of Section 203, a “business combination” is defined
broadly to include a merger, asset sale or other transaction resulting in a financial benefit to the interested stockholder, and, subject to
certain exceptions, an “interested stockholder” is a person who, together with his or her affiliates and associates, owns (or within three years
prior, did own) 15% or more of the corporation’s voting stock.
 

Classified Board of Directors; Appointment of Directors to Fill Vacancies; Removal of Directors for Cause. Our amended and
restated certificate of incorporation provides that our board of directors will be divided into three classes as nearly equal in number as
possible. Each year the stockholders will elect the members of one of the three classes to a three-year term of office. All directors elected to
our classified board of directors will serve until the election and qualification of their respective successors or their earlier resignation or
removal. The board of directors is authorized to create new directorships and to fill any positions so created and is permitted to specify the
class to which any new position is assigned. The person filling any of these positions would serve for the term applicable to that class. The
board of directors (or its remaining members, even if less than a quorum) is also empowered to fill vacancies on the board of directors
occurring for any reason for the remainder of the term of the class of directors in which the vacancy occurred. Members of the board of
directors may only be removed for cause. These provisions are likely to increase the time required for stockholders to change the
composition of the board of directors. For example, in general, at least two annual meetings will be necessary for stockholders to effect a
change in a majority of the members of the board of directors.
 

Authorization of Blank Check Preferred Stock. Our amended and restated certificate of incorporation provides that, upon completion
of this offering, our board of directors will be authorized to issue, without
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stockholder approval, blank check preferred stock. Blank check preferred stock can operate as a defensive measure known as a “poison
pill” by diluting the stock ownership of a potential hostile acquirer to prevent an acquisition that is not approved by our board of directors.
 

Advance Notice Provisions for Stockholder Proposals and Stockholder Nominations of Directors. Our amended and restated bylaws
provide that, for nominations to the board of directors or for other business to be properly brought by a stockholder before a meeting of
stockholders, the stockholder must first have given timely notice of the proposal in writing to our Secretary. For an annual meeting, a
stockholder’s notice generally must be delivered not less than 45 days nor more than 75 days prior to the anniversary of the mailing date of
the proxy statement for the previous year’s annual meeting. For a special meeting, the notice must generally be delivered by the later of 90
days prior to the special meeting or ten days following the day on which public announcement of the meeting is first made. Detailed
requirements as to the form of the notice and information required in the notice are specified in the amended and restated bylaws. If it is
determined that business was not properly brought before a meeting in accordance with our bylaw provisions, this business will not be
conducted at the meeting.
 

Special Meetings of Stockholders. Special meetings of the stockholders may be called only by our board of directors pursuant to a
resolution adopted by a majority of the total number of directors.
 

No Stockholder Action by Written Consent. Our amended and restated certificate of incorporation does not permit our stockholders to
act by written consent. As a result, any action to be effected by our stockholders must be effected at a duly called annual or special meeting
of the stockholders.
 

Super-Majority Stockholder Vote required for Certain Actions. The Delaware General Corporation Law provides generally that the
affirmative vote of a majority of the shares entitled to vote on any matter is required to amend a corporation’s certificate of incorporation or
bylaws, unless the corporation’s certificate of incorporation or bylaws, as the case may be, requires a greater percentage. Our amended and
restated certificate of incorporation requires the affirmative vote of the holders of at least 75% of our outstanding voting stock to amend or
repeal any of the provisions discussed in this section of this prospectus entitled “Effect of Anti-Takeover Provisions of Our Amended and
Restated Certificate of Incorporation, Our Amended and Restated Bylaws and Delaware Law” or to reduce the number of authorized shares
of common stock or preferred stock. This 75% stockholder vote would be in addition to any separate class vote that might in the future be
required pursuant to the terms of any preferred stock that might then be outstanding. A 75% vote is also required for any amendment to, or
repeal of, our amended and restated bylaws by the stockholders. Our amended and restated bylaws may be amended or repealed by a simple
majority vote of the board of directors.
 
Transfer Agent and Registrar
 

The transfer agent and registrar for our common stock will be American Stock Transfer and Trust Company.
 
Listing
 

At the present time, there is no established trading market for our common stock. We have applied to list our common stock on The
NASDAQ Global Market under the symbol “AMCA.”
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SHARES ELIGIBLE FOR FUTURE SALE
 

Prior to this offering, there has been no market for our common stock. Future sales of substantial amounts of our common stock in the
public market, or the anticipation of such sales, could adversely affect market prices prevailing from time to time. Furthermore, because
only a limited number of shares will be available for sale shortly after this offering due to existing contractual and legal restrictions on
resale as described below, there may be sales of substantial amounts of our common stock in the public market after the restrictions lapse.
This may adversely affect the prevailing market price and our ability to raise equity capital in the future.
 

Upon completion of this offering, we will have 15,318,818 shares of common stock outstanding, assuming the conversion of all
outstanding shares of convertible preferred stock, no exercise of the underwriters’ over-allotment option and no exercise of any options and
warrants outstanding as of March 31, 2007. Of these shares, all of the shares sold in this offering will be freely transferable without
restriction or registration under the Securities Act, except for any shares purchased by one of our existing “affiliates,” as that term is
defined in Rule 144 under the Securities Act. The remaining shares of common stock are “restricted shares” as defined in Rule 144.
Restricted shares may be sold in the public market only if registered or if they qualify for an exemption from registration under Rules 144,
144(k) or 701 of the Securities Act, as described below. Substantially all of these restricted shares will be subject to the 180-day lock-up
period described below. Immediately after the 180-day lock-up period, 4,853,796 shares will be freely tradable under Rule 144(k) or Rule
701(g)(3) under the Securities Act and 4,433,768 shares will be eligible for resale under Rule 144 or Rule 701(g)(3), subject to volume
limitations. 1,366,104 shares will be freely tradable or eligible for resale at various times after the 180-day lock-up period under Rule 144,
Rule 144(k) or Rule 701(g)(3), some of which are subject to volume limitations. In addition, upon completion of this offering, a holder of
warrants to acquire shares of our common stock will be able to net exercise such shares by surrendering a portion of that holder’s warrants
as payment of the exercise price rather than paying the exercise price in cash. As of June 30, 2007 warrants to acquire approximately
449,579 and 546,137 shares of our common stock would be eligible to rely upon Rule 144(k) and Rule 144, respectively, if they are net
exercised, subject to the lock-up agreements. The lock-up agreements may be extended or shortened in certain circumstances. Please see
the section below entitled “Lock-up Agreements” for further information.
 
Rule 144
 

In general, under Rule 144 as currently in effect, beginning 90 days after the effective date of the registration statement of which this
prospectus is a part, a person, or persons whose shares are aggregated, who owns shares that were purchased from us, or any affiliate, at
least one year previously, is entitled to sell within any three-month period a number of shares that does not exceed the greater of:
 
 

•  1% of our then-outstanding shares of common stock, which will equal approximately                      shares immediately after this
offering; or

 
 

•  the average weekly trading volume of our common stock on The NASDAQ Global Market during the four calendar weeks
preceding the filing of a notice of the sale on Form 144.

 
Sales under Rule 144 are also subject to manner of sale provisions, notice requirements and the availability of current public

information about us. Rule 144 also provides that affiliates that sell our common stock that are not restricted securities must still comply
with certain other restrictions of that rule on their manner of sale of our shares, other than the holding period requirement. We are unable to
estimate the number of shares that will be sold under Rule 144 since this will depend on the market price for our common stock, the
personal circumstances of the stockholder and other factors.
 
Rule 144(k)
 

Under Rule 144(k) as currently in effect, a person who is not deemed to have been one of our affiliates at any time during the 90 days
preceding a sale, and who owns shares within the definition of “restricted securities”
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under Rule 144 that were purchased from us, or any affiliate, at least two years previously, would be entitled to sell shares under Rule
144(k) without regard to the volume limitations, manner of sale provisions, public information requirements or notice requirements
described above.
 
Rule 701
 

In general, under Rule 701 as currently in effect, any of our employees, directors, officers, consultants or advisors who purchased
shares from us in connection with a qualified compensatory stock or option plan or other written agreement before the effective date of this
offering is eligible to resell such shares 90 days after the effective date of this offering in reliance on Rule 144. Securities issued in reliance
on Rule 701 are restricted securities and, subject to the contractual restrictions described above, beginning 90 days after the date of this
prospectus, may be sold by persons other than “affiliates,” as defined in Rule 144, subject only to the manner of sale provisions of Rule
144 and by “affiliates” under Rule 144 without compliance with its one year minimum holding requirement.
 
Registration Rights
 

The holders of 1,457,830 shares of common stock, assuming the conversion of our convertible preferred stock, and holders of
1,062,022 shares of common stock, assuming the exercise of preferred stock warrants and further assuming the conversion of such shares of
convertible preferred stock, have entered into an agreement with us that provides certain registration rights to these holders and certain
future transferees of their securities. Registration of these shares under the Securities Act would result in these shares becoming freely
tradable without restriction under the Securities Act immediately upon the effectiveness of the registration, except for shares held by
affiliates. See “Description of Capital Stock—Registration Rights.”
 
Warrants
 

As of June 30, 2007, we had the following outstanding warrants to purchase a total of 1,062,067 shares of our common stock:
 

 
•  A warrant to purchase in the aggregate 2,100,000 shares of Series A convertible preferred stock which, upon completion of our

initial public offering, will be converted to a warrant to purchase in the aggregate 549,745 shares of our common stock at an
exercise price of $2.52 per share, terminating 2011.

 

 
•  A warrant to purchase in the aggregate 500,000 shares of Series B convertible preferred stock which, upon completion of our

initial public offering, will be converted to a warrant to purchase in the aggregate 130,893 shares of common stock at an exercise
price of $5.04 per share, terminating 2011.

 

 
•  A warrant to purchase in the aggregate 1,203,750 shares of Series C convertible preferred stock which, upon completion of our

initial public offering, will be converted to a warrant to purchase in the aggregate 315,121 shares of our common stock at an
exercise price of $8.40 per share, terminating 2013.

 

 
•  A warrant to purchase in the aggregate 253,290 shares of Series D convertible preferred stock which, upon completion of our

initial public offering, will be converted to a warrant to purchase in the aggregate 66,308 shares of common stock at an exercise
price of $12.61 per share, terminating 2014.

 
All 1,062,067 shares of common stock issuable pursuant to these warrants are subject to lock-up agreements.
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Stock Options
 

As of June 30, 2007, options to purchase a total of 972,888 shares of common stock were outstanding and exercisable. Substantially
all of the shares subject to options are subject to lock-up agreements. As of June 30, 2007, an additional 99,099 shares of common stock
were available for future option grants under our 2003 Stock Option Plan. As of the date of this prospectus, 2,000,000 shares of common
stock will be reserved for future awards under the 2007 Stock Plan, which becomes effective upon completion of this offering.
 

Upon completion of this offering, we intend to file a registration statement on Form S-8 under the Securities Act covering all shares
of common stock subject to outstanding options or issuable pursuant to our 2003 Stock Option Plan and 2007 Stock Plan. Subject to Rule
144 volume limitations applicable to affiliates, shares registered under any registration statements will be available for sale in the open
market, except to the extent that the shares are subject to vesting restrictions with us or the contractual restrictions described below.
 
Lock-up Agreements
 

We, all of our officers, directors and substantially all of our stockholders have agreed, subject to limited exceptions, not to offer,
pledge, sell, contract to sell, sell any option or contract to purchase, purchase any option or contract to sell, grant any option, right or
warrant to purchase, lend or otherwise transfer or dispose of, directly or indirectly, file any registration statement with the SEC relating to
the offering of any shares of our common stock or any securities convertible into or exercisable for shares of our common stock, or enter
into any swap or other arrangement that transfers to another, in whole or in part, any of the economic consequences of ownership of any
shares of common stock or any securities convertible into or exercisable or exchangeable for shares of common stock held prior to the
offering during the period beginning on the date of this prospectus and ending 180 days thereafter, whether any such transaction is to be
settled by delivery of our common stock or such other securities, cash or otherwise, without the prior written consent of Morgan Stanley &
Co. Incorporated.
 

Morgan Stanley & Co. Incorporated may in its sole discretion choose to release any or all of these shares from these restrictions prior
to the expiration of the 180-day period. The lock-up restrictions will not apply to transactions relating to common stock acquired in open
market transactions after the closing of this offering provided that no filing under Section 16(a) of the Exchange Act is required or will be
voluntarily made in connection with subsequent sales of common stock or other securities acquired in such market transactions. The lock-
up restrictions also will not apply to certain transfers not involving a disposition for value, provided that the recipient agrees to be bound by
these lock-up restrictions and provided that such transfers are not required to be reported in any public report or filing with the SEC, or
otherwise, during the lock-up period.
 

The 180-day restricted period described above will be extended if:
 
 

•  during the last 17 days of the 180-day restricted period, we issue an earnings release or disclose material news or a material event
relating to our company occurs; or

 
 

•  prior to the expiration of the 180-day restricted period, we announce that we will release earnings results during the 16-day period
beginning on the last day of the 180-day restricted period;

 
in which case the restrictions described above will continue to apply until the expiration of the 18-day period beginning on the issuance of
the earnings release, the disclosure of the material news or the occurrence of the material event.
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MATERIAL U.S. FEDERAL TAX CONSEQUENCES FOR
NON-U.S. HOLDERS OF COMMON STOCK

 
The following discussion is a general summary of the material U.S. federal income tax consequences of the ownership and disposition

of our common stock applicable to “Non-U.S. Holders.” As used herein, a Non-U.S. Holder means a beneficial owner of our common stock
that is neither a U.S. person nor a partnership for U.S. federal income tax purposes, and that will hold shares of our common stock as capital
assets. For U.S. federal income tax purposes, a U.S. person includes:
 
 •  an individual who is a citizen or resident of the United States;
 
 

•  a corporation (or other business entity treated as a corporation for U.S. federal income tax purposes) created or organized in the
United States or under the laws of the United States, any state thereof or the District of Columbia;

 
 •  an estate the income of which is includible in gross income regardless of source; or
 
 

•  a trust that (A) is subject to the primary supervision of a court within the United States and the control of one or more U.S.
persons, or (B) otherwise has validly elected to be treated as a U.S. domestic trust for U.S. federal income tax purposes.

 
If a partnership (including an entity treated as a partnership for U.S. federal income tax purposes) holds shares of our common stock,

the U.S. federal income tax treatment of each partner generally will depend on the status of the partner and the activities of the partnership
and the partner. Partnerships acquiring our common stock, and partners in such partnerships, should consult their own tax advisors with
respect to the U.S. federal income tax consequences of the ownership and disposition of our common stock.
 

This summary does not consider specific facts and circumstances that may be relevant to a particular Non-U.S. Holder’s tax position
and does not consider U.S. state and local or non-U.S. tax consequences. It also does not consider Non-U.S. Holders subject to special tax
treatment under the U.S. federal income tax laws (including partnerships or other pass-through entities, banks and insurance companies,
dealers in securities, holders of our common stock held as part of a “straddle,” “hedge,” “conversion transaction” or other risk-reduction
transaction, controlled foreign corporations, passive foreign investment companies, companies that accumulate earnings to avoid U.S.
federal income tax, foreign tax-exempt organizations, former U.S. citizens or residents, persons who hold or receive common stock as
compensation and persons subject to the alternative minimum tax). This summary is based on provisions of the Internal Revenue Code,
applicable final, temporary and proposed U.S. Treasury regulations, administrative pronouncements of the U.S. Internal Revenue Service,
or the IRS, and judicial decisions, all as in effect on the date hereof, and all of which are subject to change, possibly on a retroactive basis,
and different interpretations.
 

This summary is included herein as general information only. Accordingly, each prospective Non-U.S. Holder is urged to
consult its own tax advisor with respect to the U.S. federal, state, local and non-U.S. income, estate and other tax consequences of
owning and disposing of our common stock.
 
U.S. Trade or Business Income
 

For purposes of this discussion, dividend income and gain on the sale or other taxable disposition of our common stock will be
considered to be “U.S. trade or business income” if such income or gain is (i) effectively connected with the conduct by a Non-U.S. Holder
of a trade or business within the United States and (ii) in the case of a Non-U.S. Holder that is eligible for the benefits of an income tax
treaty with the United States, attributable to a permanent establishment (or, for an individual, a fixed base) maintained by the Non-U.S.
Holder in the United States. Generally, U.S. trade or business income is not subject to U.S. federal withholding tax (provided the Non-U.S.
Holder complies with applicable certification and disclosure requirements); instead, U.S. trade or business income is subject to U.S. federal
income tax on a net income basis at regular U.S. federal
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income tax rates in the same manner as a U.S. person, unless an applicable income tax treaty provides otherwise. Any U.S. trade or
business income received by a corporate Non-U.S. holder may be subject to an additional “branch profits tax” at a 30% rate or such lower
rate as may be specified by an applicable income tax treaty.
 
Dividends
 

Distributions of cash or property that we pay will constitute dividends for U.S. federal income tax purposes to the extent paid from
our current or accumulated earnings and profits (as determined under U.S. federal income tax principles). A Non-U.S. Holder generally will
be subject to U.S. federal withholding tax at a 30% rate, or, if the Non-U.S. Holder is eligible, at a reduced rate prescribed by an applicable
income tax treaty, on any dividends received in respect of our common stock. If the amount of a distribution exceeds our current and
accumulated earnings and profits, such excess first will be treated as a tax-free return of capital to the extent of the Non-U.S. Holder’s tax
basis in our common stock (with a corresponding reduction in such Non-U.S. Holder’s tax basis in our common stock), and thereafter will
be treated as capital gain. In order to obtain a reduced rate of U.S. federal withholding tax under an applicable income tax treaty, a Non-U.S.
Holder will be required to provide a properly executed IRS Form W-8BEN certifying under penalties of perjury its entitlement to benefits
under the treaty. Special certification requirements and other requirements apply to certain Non-U.S. Holders that are entities rather than
individuals. A Non-U.S. Holder of our common stock that is eligible for a reduced rate of U.S. federal withholding tax under an income tax
treaty may obtain a refund or credit of any excess amounts withheld by filing an appropriate claim for a refund with the IRS on a timely
basis. A Non-U.S. Holder should consult its own tax advisor regarding its possible entitlement to benefits under an income tax treaty and
the filing of a U.S. tax return for claiming a refund of U.S. federal withholding tax.
 

The U.S. federal withholding tax does not apply to dividends that are U.S. trade or business income, as defined and discussed above,
of a Non-U.S. Holder who provides a properly executed IRS Form W-8ECI, certifying under penalties of perjury that the dividends are
effectively connected with the Non-U.S. Holder’s conduct of a trade or business within the United States.
 
Dispositions of Our Common Stock
 

A Non-U.S. Holder generally will not be subject to U.S. federal income or withholding tax in respect of any gain on a sale or other
disposition of our common stock unless:
 
 •  the gain is U.S. trade or business income, as defined and discussed above;
 
 

•  the Non-U.S. Holder is an individual who is present in the United States for 183 or more days in the taxable year of the
disposition and meets other conditions; or

 

 
•  we are or have been a “U.S. real property holding corporation,” or a USRPHC, under section 897 of the Internal Revenue Code at

any time during the shorter of the five year period ending on the date of disposition and the Non-U.S. Holder’s holding period for
our common stock.

 
In general, a corporation is a USRPHC if the fair market value of its “U.S. real property interests” (as defined in the Internal Revenue

Code and applicable Treasury regulations) equals or exceeds 50% of the sum of the fair market value of its worldwide real property
interests and its other assets used or held for use in a trade or business. If we are determined to be a USRPHC, the U.S. federal income and
withholding taxes relating to interests in USRPHCs nevertheless will not apply to gains derived from the sale or other disposition of our
common stock by a Non-U.S. Holder whose shareholdings, actual and constructive, at all times during the applicable period, amount to 5%
or less of our common stock, provided that our common stock is regularly traded on an established securities market, within the meaning of
the applicable Treasury regulations. We are not currently a USRPHC, and we do not anticipate becoming a USRPHC in the future.
However, no assurance can be given that we will not be a USRPHC, or that our common stock will be considered regularly traded on an
established securities market, when a Non-U.S. Holder sells its shares of our common stock.
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Information Reporting and Backup Withholding Requirements
 

We must annually report to the IRS and to each Non-U.S. Holder any dividend income that is subject to U.S. federal withholding tax,
or that is exempt from such withholding tax pursuant to an income tax treaty. Copies of these information returns also may be made
available under the provisions of a specific treaty or agreement to the tax authorities of the country in which the Non-U.S. Holder resides.
Under certain circumstances, the Internal Revenue Code imposes a backup withholding obligation (currently at a rate of 28%) on certain
reportable payments. Dividends paid to a Non-U.S. Holder of our common stock generally will be exempt from backup withholding if the
Non-U.S. Holder provides a properly executed IRS Form W-8BEN or otherwise establishes an exemption.
 

The payment of the proceeds from the disposition of our common stock to or through the U.S. office of any broker, U.S. or foreign,
will be subject to information reporting and possible backup withholding unless the holder certifies as to its non-U.S. status under penalties
of perjury or otherwise establishes an exemption, provided that the broker does not have actual knowledge or reason to know that the
holder is a U.S. person or that the conditions of any other exemption are not, in fact, satisfied. The payment of the proceeds from the
disposition of our common stock to or through a non-U.S. office of a non-U.S. broker is one that will not be subject to information reporting
or backup withholding unless the non-U.S. broker has certain types of relationships with the United States (a “U.S. related person”). In the
case of the payment of the proceeds from the disposition of our common stock to or through a non-U.S office of a broker that is either a
U.S. person or a U.S. related person, the Treasury regulations require information reporting (but not backup withholding) on the payment
unless the broker has documentary evidence in its files that the holder is a Non-U.S. Holder and the broker has no knowledge to the
contrary. Non-U.S. Holders should consult their own tax advisors on the application of information reporting and backup withholding to
them in their particular circumstances (including upon their disposition of our common stock).
 

Backup withholding is not an additional tax. Any amounts withheld under the backup withholding rules from a payment to a Non-
U.S. Holder will be refunded or credited against the Non-U.S. Holder’s U.S. federal income tax liability, if any, if the Non-U.S. Holder
provides the required information to the IRS on a timely basis. Non-U.S. Holders should consult their own tax advisors regarding the filing
of a U.S. tax return for claiming a refund of such backup withholding.
 

118



Table of Contents

UNDERWRITERS
 

Under the terms and subject to the conditions contained in an underwriting agreement dated the date of this prospectus, the
underwriters named below, for whom Morgan Stanley & Co. Incorporated, Jefferies & Company, Inc. and CIBC World Markets Corp. are
acting as representatives, have severally agreed to purchase, and we have agreed to sell to them, the number of shares of common stock
indicated in the table below:
 

Name   
Number of

Shares
Morgan Stanley & Co. Incorporated   
Jefferies & Company, Inc.   
CIBC World Markets Corp.   

  

Total   4,650,000
  

 
The underwriters are offering the shares of common stock subject to their acceptance of the shares from us and subject to prior sale.

The underwriting agreement provides that the obligations of the several underwriters to pay for and accept delivery of the shares of
common stock offered by this prospectus are subject to the approval of certain legal matters by their counsel and to other conditions. The
underwriters are obligated to take and pay for all of the shares of common stock offered by this prospectus if any shares are taken.
However, the underwriters are not required to take or pay for the shares covered by the underwriters’ over-allotment option described
below.
 

The underwriters initially propose to offer part of the shares of common stock directly to the public at the public offering price listed
on the cover page of this prospectus, less underwriting discounts and commissions, and part to certain dealers at a price that represents a
concession not in excess of $             a share under the public offering price. No underwriter may allow, and no dealer may re-allow, any
concession to other underwriters or to certain dealers. After the initial offering of the shares of common stock, the offering price and other
selling terms may from time to time be varied by the representatives.
 

We have granted to the underwriters an option, exercisable for 30 days from the date of this prospectus, to purchase up to an
aggregate of 697,500 additional shares of common stock at the public offering price, less underwriting discounts and commissions. The
underwriters may exercise this option solely for the purpose of covering over-allotments, if any, made in connection with the offering of
the shares of common stock offered by this prospectus. To the extent the option is exercised, each underwriter will become obligated,
subject to certain conditions, to purchase approximately the same percentage of the additional shares of common stock as the number listed
next to the underwriter’s name in the preceding table bears to the total number of shares of common stock listed next to the names of all
underwriters in the preceding table. If the underwriters’ over-allotment option is exercised in full, the total price to the public would be
$            , the total underwriters’ discounts and commissions would be $             and the total proceeds to us would be $            .
 

The following table shows the per share and total underwriting discounts and commissions that we are to pay to the underwriters in
connection with this offering. These amounts are shown assuming both no exercise and full exercise of the underwriters’ option.
 

   No Exercise  Full Exercise
Per share   $               $             
Total   $    $  

 
In addition, we estimate that the expenses of this offering other than underwriting discounts and commissions payable by us will be

approximately $2,750,000.
 

The underwriters have informed us that they do not intend to make sales to accounts over which they exercise discretionary authority
in excess of 5% of the total number of shares of common stock offered by them.
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We have applied to have our common stock listed on The NASDAQ Global Market under the symbol “AMCA.”
 

We, all of our directors and officers and holders of substantially all our outstanding stock and securities exercisable for or convertible
into shares of common stock have agreed that, subject to certain limitations, without the prior written consent of Morgan Stanley & Co.
Incorporated on behalf of the underwriters, we and they will not, during the period beginning on the date of this prospectus and ending 180
days thereafter:
 

 
•  offer, pledge, sell, contract to sell, sell any option or contract to purchase, purchase any option or contract to sell, grant any

option, right or warrant to purchase, lend or otherwise transfer or dispose of, directly or indirectly, any shares of our common
stock or any securities convertible into or exercisable or exchangeable for shares of our common stock;

 
 

•  file any registration statement with the SEC relating to the offering of any shares of our common stock or any securities
convertible into or exercisable for shares of our common stock; or

 
 

•  enter into any swap or other arrangement that transfers to another, in whole or in part, any of the economic consequences of
ownership of the common stock;

 
whether any transaction described above is to be settled by delivery of our common stock or such other securities, in cash or otherwise.
 

Moreover, the 180-day restricted period described in the preceding paragraph will be extended if:
 
 

•  during the last 17 days of the 180-day restricted period, we issue an earnings release or disclose material news or a material event
relating to our company occurs; or

 
 

•  prior to the expiration of the 180-day restricted period, we announce that we will release earnings results during the 16-day period
beginning on the last day of the 180-day restricted period;

 
in which case the restrictions described in the immediately preceding sentence will continue to apply until the expiration of the 18-day
period beginning on the issuance of the earnings release, the disclosure of the material news or the occurrence of the material event.
 

The restrictions described in the immediately preceding two paragraphs do not apply to:
 
 •  the sale of shares to the underwriters;
 
 

•  the issuance by us of shares of common stock upon the exercise of an option or a warrant or the conversion of a security
outstanding on the date of this prospectus of which the underwriters have been advised in writing; or

 
 

•  transactions by any person other than us relating to shares of common stock or other securities acquired in open market
transactions after the completion of this offering of shares.

 
At our request, the underwriters have reserved for sale at the initial public offering price up to          of the shares offered hereby for

officers, directors, employees and certain other persons associated with us. The number of shares available for sale to the general public
will be reduced to the extent such persons purchase such reserved shares. Any reserved shares not so purchased will be offered by the
underwriters to the general public on the same basis as the other shares offered hereby. Any shares purchased through this directed share
program will be subject to an agreement between the purchaser of the shares and Morgan Stanley & Co. Incorporated, providing that the
shares may not be sold, transferred or otherwise disposed of as described in the preceding paragraphs for a period of 25 days after the date
of this prospectus, or 180 days after the date of this prospectus if the purchaser is one of our directors or executive officers. The directed
share program is being arranged through Morgan Stanley & Co. Incorporated.
 

In order to facilitate this offering of common stock, the underwriters may engage in transactions that stabilize, maintain or otherwise
affect the price of the common stock. Specifically, the underwriters may sell
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more shares than they are obligated to purchase under the underwriting agreement, creating a short position. A short sale is covered if the
short position is no greater than the number of shares available for purchase by the underwriters under the over-allotment option. The
underwriters can close out a covered short sale by exercising the over-allotment option or by purchasing shares in the open market. In
determining the source of shares to close out a covered short sale, the underwriters will consider, among other things, the open market price
of shares compared to the price available under the over-allotment option. The underwriters may also sell shares in excess of the over-
allotment option, creating a naked short position. The underwriters must close out any naked short position by purchasing shares in the
open market. A naked short position is more likely to be created if the underwriters are concerned that there may be downward pressure on
the price of the common stock in the open market after pricing that could adversely affect investors who purchase in this offering. In
addition, to stabilize the price of the common stock, the underwriters may bid for and purchase shares of common stock in the open market.
Finally, the underwriting syndicate may reclaim selling concessions allowed to an underwriter or a dealer for distributing the common stock
in the offering if the syndicate repurchases previously distributed common stock to cover syndicate short positions or to stabilize the price
of the common stock. These activities may raise or maintain the market price of the common stock above independent market levels or
prevent or retard a decline in the market price of the common stock. The underwriters are not required to engage in these activities and may
end any of these activities at any time.
 

The underwriters may in the future provide investment banking services to us for which they would receive customary compensation.
 

We and the underwriters have agreed to indemnify each other against certain liabilities, including liabilities under the Securities Act.
 

In relation to each Member State of the European Economic Area which has implemented the Prospectus Directive (each a “Relevant
Member State”), each underwriter has represented and agreed that it has not made and will not make an offer to the public of any shares of
common stock in that Relevant Member State, except that it may make an offer to the public of shares of common stock in that Relevant
Member State at any time under the following exemptions under the Prospectus Directive:
 
 

•  to legal entities which are authorized or regulated to operate in the financial markets or, if not so authorized or regulated, whose
corporate purpose is solely to invest in securities;

 

 
•  to any legal entity which has two or more of (1) an average of at least 250 employees during the last financial year; (2) a total

balance sheet of more than €43,000,000 and (3) an annual net turnover of more than €50,000,000, as shown in its last annual or
consolidated accounts;

 
 •  an offer addressed to fewer than 100 natural or legal persons in that Relevant Member State (other than qualified investors); or
 
 

•  in any other circumstances which do not require the publication by us of a prospectus pursuant to Article 3(2) of the Prospectus
Directive.

 
For the purposes of the above, the expression an “offer to the public” in relation to any shares of common stock in any Relevant

Member State means the communication in any form and by any means of sufficient information on the terms of the offer and the shares of
common stock to be offered so as to enable an investor to decide to purchase or subscribe the shares of common stock, as the same may be
varied in that Member State by any measure implementing the Prospectus Directive in that Member State, the expression “Prospectus
Directive” means Directive 2003/71/EC and includes any relevant implementing measure in each Relevant Member State and the
expression “qualified investor” has the meaning set forth in Article 2(1) of the Prospectus Directive.
 

Each underwriter has represented and agreed that it has only communicated or caused to be communicated and will only
communicate or cause to be communicated an invitation or inducement to engage in investment activity (within the meaning of Section 21
of the Financial Services and Markets Act 2000) in connection with the issue or sale of the common stock in circumstances in which
Section 21(1) of such Act does not apply to us
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and it has complied and will comply with all applicable provisions of such Act with respect to anything done by it in relation to any shares
of common stock in, from or otherwise involving the United Kingdom.
 
Pricing of the Offering
 

Prior to this offering, there has been no public market for our common stock. The initial public offering price will be determined by
negotiations between us and the representatives of the underwriters. Among the factors to be considered in determining the initial public
offering price will be our future prospects and those of our industry in general; sales, earnings and other financial operating information in
recent periods; and the price-earnings ratios, price-sales ratios and market prices of securities and certain financial and operating
information of companies engaged in activities similar to ours. The estimated initial public offering price range set forth on the cover page
of this preliminary prospectus is subject to change as a result of market conditions and other factors.
 

A prospectus in electronic format may be made available on the web sites maintained by one or more underwriters. The underwriters
may agree to allocate a number of shares to underwriters for sale to their online brokerage account holders. Internet distributions will be
allocated by the representatives to underwriters that may make Internet distributions on the same basis as other allocations.
 

LEGAL MATTERS
 

The validity of the issuance of the common stock offered by us in this offering will be passed upon for us by Mintz, Levin, Cohn,
Ferris, Glovsky and Popeo, P.C., Boston, Massachusetts. The underwriters are being represented by Davis Polk & Wardwell, Menlo Park,
California.
 

EXPERTS
 

Ernst & Young LLP, independent registered public accounting firm, has audited our financial statements at December 31, 2005 and
2006 and for each of the three years in the period ended December 31, 2006, as set forth in their report. We have included our financial
statements in the prospectus and elsewhere in the registration statement in reliance on Ernst & Young LLP’s report, given on their authority
as experts in accounting and auditing.
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WHERE YOU CAN FIND ADDITIONAL INFORMATION
 

We have filed with the SEC a registration statement on Form S-1 under the Securities Act, with respect to the common stock offered
by this prospectus. This prospectus, which is part of the registration statement, omits certain information, exhibits, schedules and
undertakings set forth in the registration statement. For further information pertaining to us and our common stock, reference is made to the
registration statement and the exhibits and schedules to the registration statement. Statements contained in this prospectus as to the contents
or provisions of any documents referred to in this prospectus are not necessarily complete, and in each instance where a copy of the
document has been filed as an exhibit to the registration statement, reference is made to the exhibit for a more complete description of the
matters involved.
 

You may read and copy all or any portion of the registration statement without charge at the public reference room of the SEC at 100
F Street, N.E., Washington, D.C. 20549. Copies of the registration statement may be obtained from the SEC at prescribed rates from the
public reference room of the SEC at such address. You may obtain information regarding the operation of the public reference room by
calling 1-800-SEC-0330. In addition, registration statements and certain other filings made with the SEC electronically are publicly
available through the SEC’s web site at http://www.sec.gov. The registration statement, including all exhibits and amendments to the
registration statement, has been filed electronically with the SEC.
 

Upon completion of this offering, we will become subject to the information and periodic reporting requirements of the Exchange Act
and, accordingly, will file annual reports containing financial statements audited by an independent public accounting firm, quarterly
reports containing unaudited financial data, current reports, proxy statements and other information with the SEC. You will be able to
inspect and copy such periodic reports, proxy statements and other information at the SEC’s public reference room, and the web site of the
SEC referred to above. We will also maintain a web site at http://www.amedicacorp.com, at which you may access these materials free of
charge as soon as reasonably practicable after they are electronically filed with, or furnished to, the SEC. The information contained in, or
that can be accessed through, our web site is not part of this prospectus.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
 
The Board of Directors and Stockholders of
Amedica Corporation
 

We have audited the accompanying balance sheets of Amedica Corporation (a development stage company) as of December 31, 2005
and 2006, and the related statements of operations, convertible preferred stock and stockholders’ equity (deficit) and cash flows for each of
the three years in the period ended December 31, 2006. These financial statements are the responsibility of the Company’s management.
Our responsibility is to express an opinion on these financial statements based on our audits.
 

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United States).
Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free
of material misstatement. We were not engaged to perform an audit of the Company’s internal control over financial reporting. Our audits
included consideration of internal control over financial reporting as a basis for designing audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the Company’s internal control over financial
reporting. Accordingly, we express no such opinion. An audit also includes examining, on a test basis, evidence supporting the amounts
and disclosures in the financial statements, assessing the accounting principles used and significant estimates made by management, and
evaluating the overall financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.
 

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial position of Amedica
Corporation (a development stage company) at December 31, 2005 and 2006, and the results of its operations and its cash flows for each of
the three years in the period ended December 31, 2006, in conformity with U.S. generally accepted accounting principles.
 

As discussed in Notes 1 and 7 to the financial statements, Amedica Corporation (a development stage company) changed its method
of accounting for stock-based compensation in accordance with guidance provided in Statement of Financial Accounting Standard
No. 123(R), Share-Based Payment during the year ended December 31, 2006.
 

Ernst & Young LLP
 
Salt Lake City, Utah
May 18, 2007, except for Note 12
as to which the date is August     , 2007
 

The foregoing report is in the form that will be signed upon the completion of the reverse stock split described in Note 12 to the
financial statements.
 

/s/ Ernst & Young LLP
 
Salt Lake City, Utah
July 17, 2007
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AMEDICA CORPORATION
(A Development Stage Company)

 
BALANCE SHEETS

 
  December 31,   

March 31,
2007  

 Pro Forma
March 31,

2007    2005   2006    
        (unaudited)   (unaudited)  
ASSETS     
Current assets:     

Cash and cash equivalents  $ 1,252,570  $ 1,689,135  $ 2,045,322  $ 2,045,322 
Marketable securities   4,927,251   11,780,000   8,280,000   8,280,000 
Accrued interest receivable   52,240   49,396   27,604   27,604 
Prepaid expenses   18,550   45,846   45,846   45,846 

Total current assets   6,250,611   13,564,377   10,398,772   10,398,772 

Property and equipment, net   1,370,278   4,057,090   4,534,990   4,534,990 

Other assets:     
Deferred offering costs   115,297   1,314,588   1,348,952   1,348,952 
Restricted cash   100,000   850,000   850,000   850,000 
Deposits   151,508   75,255   75,255   75,255 

Total other assets   366,805   2,239,843   2,274,207   2,274,207 
Total assets  $ 7,987,694  $ 19,861,310  $ 17,207,969  $ 17,207,969 

LIABILITIES, CONVERTIBLE PREFERRED STOCK AND STOCKHOLDERS’ EQUITY (DEFICIT)     
Current liabilities:     

Accounts payable  $ 207,216  $ 975,162  $ 241,825  $ 241,825 
Accrued liabilities   175,623   142,968   91,954   91,954 
Deferred rent   12,910   3,063   6,338   6,338 
Deferred revenue   —   98,933   98,933   98,933 
Current portion of long-term debt   —   376,539   418,616   418,616 

Total current liabilities   395,749   1,596,665   857,666   857,666 
Deferred rent   2,506   79,922   77,699   77,699 
Deferred revenue   98,933   —   —   — 
Preferred stock warrant liability   1,404,000   2,623,550   6,304,963   — 
Long-term debt   —   1,245,359   1,137,625   1,137,625 

Commitments and contingencies     
Convertible preferred stock, $0.01 par value, 40,000,000 shares authorized; 19,000,058 shares issued and outstanding

at December 31, 2005 and 27,400,058 shares issued and outstanding at December 31, 2006 and March 31, 2007
(aggregate liquidation value of $14,400,035 at December 31, 2005, and $31,200,035 at December 31, 2006 and
March 31, 2007); no shares issued and outstanding pro forma   12,153,095   26,389,982   26,389,982   — 

Stockholders’ equity (deficit):     
Common stock, $0.01 par value, 60,000,000 shares authorized;

2,265,861 shares issued and outstanding at December 31, 2005 and 2,271,986 shares issued and
outstanding at December 31, 2006 and March 31, 2007, 9,444,682 shares issued and outstanding pro
forma   22,658   22,719   22,719   94,447 

Additional paid-in capital   379,996   514,705   591,632   33,214,849 
Accumulated other comprehensive loss   (21,205)  —   —   — 
Deficit accumulated during the development stage   (6,448,038)  (12,611,592)  (18,174,317)  (18,174,317)

Total stockholders’ equity (deficit)   (6,066,589)  (12,074,168)  (17,559,966)  15,134,979 
Total liabilities, convertible preferred stock and stockholders’ equity (deficit)  $ 7,987,694  $ 19,861,310  $ 17,207,969  $ 17,207,969 

 
The accompanying notes are an integral part of these financial statements.
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AMEDICA CORPORATION
(A Development Stage Company)

 
STATEMENTS OF OPERATIONS

 

  
For the years ended

December 31,   
Three months ended

March 31,   
For the period

from December 10,
1996

(inception)
through

March 31, 2007    2004   2005   2006   2006   2007   
           (unaudited)   (unaudited)  
Grant revenue  $ 208,252  $ 69,207  $ 94,850  $ —  $ —  $ 1,234,476 
Operating expenses:       

Research and development   1,419,293   2,966,991   4,974,380   1,100,125   1,479,340   11,802,694 
General and administrative   398,208   576,295   1,113,500   184,425   405,380   2,806,322 
Sales and marketing   —   416,847   607,538   111,038   125,740   1,150,125 

Total operating expenses   1,817,501   3,960,133   6,695,418   1,395,588   2,010,460   15,759,141 
Loss from operations   (1,609,249)  (3,890,926)  (6,600,568)  (1,395,588)  (2,010,460)  (14,524,665)

Other income (expense):       
Interest income   107,211   248,838   805,437   150,487   166,870   1,330,365 
Interest expense   —   —   (77,498)  —   (37,722)  (176,590)
Change in value of preferred stock warrants   (254,089)  (577,000)  (290,925)  (72,731)  (3,681,413)  (4,803,427)

Total other income (expense)   (146,878)  (328,162)  437,014   77,756   (3,552,265)  (3,649,652)
Net loss  $ (1,756,127) $ (4,219,088) $ (6,163,554) $ (1,317,832) $ (5,562,725) $ (18,174,317)

Basic and diluted net loss per share  $ (0.78) $ (1.87) $ (2.72) $ (0.58) $ (2.45) 

Shares used to compute basic and diluted net loss per share   2,247,611   2,254,454   2,267,464   2,265,863   2,271,986  

Pro forma net loss per share (unaudited)    $ (0.68)  $ (0.59) 

Shares used to compute pro forma basic and diluted net loss per share
(unaudited)     9,108,798    9,444,682  

 
The accompanying notes are an integral part of these financial statements.
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AMEDICA CORPORATION
(A Development Stage Company)

 
STATEMENTS OF CONVERTIBLE PREFERRED STOCK AND STOCKHOLDERS’ EQUITY (DEFICIT)

 

  
Convertible

Preferred Stock     Common Stock  
Additional

Paid-in
Capital  

 Accumulated
Other

Comprehensive
Income (loss)  

 
Deficit

Accumulated
During the

Development
Stage  

 
Total

Stockholders’
Equity (Deficit)   Shares  Amount     Shares  Amount    

Issuance of common stock to founders for cash at $0.000095 per
share on December 10, 1996 (inception)  — $ —   2,094,240 $ 20,942 $ (20,742) $ —  $         —  $ 200 

Net loss  —  —   —  —  —   —   (8,810)  (8,810)
 

Balance at December 31, 1996  —  —   2,094,240  20,942  (20,742)  —   (8,810)  (8,610)
Net loss  —  —   —  —  —   —   (21,143)  (21,143)

 
Balance at December 31, 1997  —  —   2,094,240  20,942  (20,742)  —   (29,953)  (29,753)
Net loss  —  —   —  —  —   —   (40,967)  (40,967)

 
Balance at December 31, 1998  —  —   2,094,240  20,942  (20,742)  —   (70,920)  (70,720)
Net income  —  —   —  —  —   —   8,324   8,324 

 
Balance at December 31, 1999  —  —   2,094,240  20,942  (20,742)  —   (62,596)  (62,396)
Net loss  —  —   —  —  —   —   (87,300)  (87,300)

 
Balance at December 31, 2000  —  —   2,094,240  20,942  (20,742)  —   (149,896)  (149,696)
Net loss  —  —   —  —  —   —   (105,278)  (105,278)

 
Balance at December 31, 2001  —  —   2,094,240  20,942  (20,742)  —   (255,174)  (254,974)
Net income  —  —   —  —  —   —   12,779   12,779 

 
Balance at December 31, 2002  —  —   2,094,240  20,942  (20,742)  —   (242,395)  (242,195)
Issuance of common stock in exchange for shareholder note payable

and interest at $2.29 per share in October 2003  —  —   129,263  1,293  294,978   —   —   296,271 
Issuance of Series A convertible preferred stock for cash at $0.60

per share in November 2003 for cash, net of offering costs  10,195,040  5,289,266   —  —   —   —   — 
Compensation expense related to stock options granted to

consultants  —  —   —  —  3,094   —   —   3,094 
Net loss  —  —   —  —  —   —   (230,428)  (230,428)

 
Balance at December 31, 2003  10,195,040  5,289,266   2,223,503  22,235  277,330   —   (472,823)  (173,258)
Issuance of common stock upon exercise of stock options  —  —   24,924  249  23,533   —   —   23,782 

Issuance of Series A convertible preferred stock for cash at $0.60
per share in January 2004, net of offering costs  3,805,018  1,666,405   —  —  —   —   —   — 

Issuance of Series B convertible preferred stock for cash at $1.20 per
share in November 2004, net of offering costs  5,000,000  5,197,424   —  —  —   —   —   — 

Compensation expense related to stock options granted to
consultants  —  —   —  —  18,391   —   —   18,391 

Unrealized loss on marketable securities  —  —   —  —  —   (15,525)  —   (15,525)
Net loss  —  —   —  —  —   —   (1,756,127)  (1,756,127)

 
Comprehensive loss            (1,771,652)

 
Balance at December 31, 2004  19,000,058 $12,153,095   2,248,427 $ 22,484 $ 319,254  $ (15,525) $ (2,228,950) $ (1,902,737)
 

The accompanying notes are an integral part of these financial statements.
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AMEDICA CORPORATION
(A Development Stage Company)

 
STATEMENTS OF CONVERTIBLE PREFERRED STOCK AND STOCKHOLDERS’ EQUITY (DEFICIT)—(Continued)

 

  
Convertible

Preferred Stock     Common Stock  
Additional

Paid-in
Capital

 Accumulated
Other

Comprehensive
Income (loss)  

 
Deficit

Accumulated
During the

Development
Stage  

 
Total

Stockholders’
Equity (Deficit)   Shares  Amount     Shares  Amount    

Issuance of common stock upon exercise of stock options  — $ —   17,434 $ 174 $ 16,476 $ —  $ —  $ 16,650 
Compensation expense related to stock options granted to consultants  —  —   —  —  44,266  —   —   44,266 
Unrealized loss on marketable securities  —  —   —  —  —  (5,680)  —   (5,680)
Net loss  —  —   —  —  —  —   (4,219,088)  (4,219,088)

 
Comprehensive loss            (4,224,768)

 
Balance at December 31, 2005  19,000,058  12,153,095   2,265,861  22,658  379,996  (21,205)  (6,448,038)  (6,066,589)
Issuance of common stock upon exercise of stock options  —  —   6,125  61  3,539  —   —   3,600 
Issuance of Series C convertible preferred stock for cash at $2.00 per

share in February 2006, net of offering costs  8,400,000  14,236,887   —  —  —  —   —   — 
Compensation expense related to stock options granted to employees

and consultants  —  —   —  —  131,170  —   —   131,170 
Decrease in unrealized loss on marketable securities  —  —   —  —  —  21,205   —   21,205 
Net loss  —  —   —  —  —  —   (6,163,554)  (6,163,554)

 
Comprehensive loss            (6,142,349)

 
Balance at December 31, 2006  27,400,058 $26,389,982   2,271,986  22,719  514,705  —   (12,611,592)  (12,074,168)
Compensation expense related to stock options granted to employees

and consultants (unaudited)  —  —   —  —  76,927  —   —   76,927 
Net loss (unaudited)  —  —   —  —  —  —   (5,562,725)  (5,562,725)

 
Comprehensive loss (unaudited)            (5,562,725)

 
Balance at March 31, 2007 (unaudited)  27,400,058 $26,389,982   2,271,986 $ 22,719 $ 591,632 $ —  $ (18,174,317) $ (17,559,966)

 
 

The accompanying notes are an integral part of these financial statements.
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AMEDICA CORPORATION
(A Development Stage Company)

 
STATEMENTS OF CASH FLOWS

 

   
For the years ended

December 31,   
Three Months Ended

March 31,   
For the period

from December 10,
1996

(inception) to
March 31, 2007     2004   2005   2006   2006   2007   

            (unaudited)   (unaudited)  
Cash Flows from Operating Activities:        

Net loss   $(1,756,127) $(4,219,088) $ (6,163,554) $ (1,317,832) $(5,562,725) $ (18,174,317)
Adjustments to reconcile net loss to net cash used in operating activities:        

Depreciation and amortization    32,487   164,374   546,100   49,513   237,551   985,135 
Loss on impairment of assets    —   —   —   —   —   20,935 
Amortization of premiums on marketable securities    29,962   75,075   18,212   10,464   —   123,249 
Interest on shareholder loan    —   —   —   —   —   61,370 
Stock based compensation    18,391   44,266   131,170   25,474   76,927   273,848 
Revaluation of preferred stock warrant liability    254,089   577,000   290,925   72,731   3,681,413   4,803,427 

Changes in operating assets and liabilities:        
Interest receivable    (61,359)  9,119   2,844   10,575   21,792   (27,604)
Prepaid expenses    (42,909)  60,519   (27,296)  90,696   —   (45,846)
Deferred offering costs    —   (115,297)  (1,199,291)  115,297   (34,364)  (1,348,952)
Deposits    (74,000)  (77,508)  76,253   76,252   —   (75,255)
Accounts payable and accrued liabilities    203,514   (3,827)  735,291   111,241   (784,351)  333,779 
Deferred rent    18,767   (3,351)  67,569   (5,842)  1,052   84,037 
Deferred revenue    96,000   2,933   —   —   —   98,933 

  

Net cash used in operating activities    (1,281,185)  (3,485,785)  (5,521,777)  (761,431)  (2,362,705)  (12,887,261)
Cash Flows from Investing Activities:        

Purchases of property and equipment    (694,556)  (854,088)  (3,232,912)  (1,002,168)  (715,451)  (5,541,060)
Purchases of marketable securities    (8,516,594)  (5,193,165)  (30,097,756)  (15,262,044)  —   (43,807,515)
Increase in restricted cash    (100,000)  —   (750,000)  —   —   (850,000)
Maturities of marketable securities    —   8,656,266   23,248,000   2,200,000   3,500,000   35,404,266 

  

Net cash provided by (used in) investing activities:    (9,311,150)  2,609,013   (10,832,668)  (14,064,212)  2,784,549   (14,794,309)
Cash Flows from Financing Activities:        

Proceeds from shareholder note payable    —   —   —   —   —   234,901 
Proceeds from issuance of convertible preferred stock and warrants, net of

issuance costs    7,436,740   —   15,165,512   15,165,512   —   27,891,518 
Proceeds from issuance of common stock    23,782   16,650   3,600   —   —   44,232 
Proceeds from long-term debt    —   —   1,621,898   —   —   1,621,898 
Repayments of long-term debt    —   —   —   —   (65,657)  (65,657)

  

Net cash provided by (used in) financing activities    7,460,522   16,650   16,791,010   15,165,512   (65,657)  29,726,892 
  

Net increase (decrease) in cash and cash equivalents    (3,131,813)  (860,122)  436,565   339,869   356,187   2,045,322 
Cash and cash equivalents at beginning of period    5,244,505   2,112,692   1,252,570   1,252,570   1,689,135   — 

  

Cash and cash equivalents at end of period   $ 2,112,692  $ 1,252,570  $ 1,689,135  $ 1,592,439  $ 2,045,322  $ 2,045,322 
  

Noncash financing activities:        
Common stock issued in exchange for shareholder note and accrued interest   $ —  $ —  $ —  $ —  $ —  $ 296,271 
Warrants issued in connection with preferred stock offerings    572,911   —   928,625   928,625   —   1,501,536 
Supplemental cash flow information        
Cash paid for interest   $ —  $ —  $ 76,574  $ —  $ 37,722  $ 114,296 
 

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

F-7



Table of Contents

AMEDICA CORPORATION
(A Development Stage Company)

 
NOTES TO FINANCIAL STATEMENTS

(Information as of March 31, 2007, for the three months ended March 31, 2006 and 2007, and for the period from December 10,
1996 (inception) to March 31, 2007 is unaudited)

 
1. Organization and Summary of Significant Accounting Policies
 

Amedica Corporation (“Amedica” or the “Company”), incorporated in the state of Delaware on December 10, 1996, is a development
stage orthopedic implants company focusing on using silicon nitride ceramic technologies to develop, manufacture and commercialize a
broad range of advanced, high-performance spine and joint implants.
 

The Company is considered a development stage company as planned principal operations have not yet commenced and the revenue
generated from research grants did not constitute significant and sustained revenue. Since inception, the Company has devoted
substantially all of its resources to start-up activities, raising capital, research and development, and build-out of its ceramics manufacturing
facility.
 

Unaudited Interim Financial Information
 

The accompanying balance sheet as of March 31, 2007, and the related statements of operations and cash flows for the three month
periods ended March 31, 2006 and 2007 and for the period from December 10, 1996 (inception) to March 31, 2007 and the statement of
convertible preferred stock and stockholders’ equity (deficit) for the three months ended March 31, 2007 and related information contained
in the notes to financial statements are unaudited. These unaudited financial statements and notes have been prepared in accordance with
U.S. generally accepted accounting principles. In the opinion of the Company’s management, the unaudited financial statements have been
prepared on the same basis as the audited financial statements and include all adjustments, consisting of only normal recurring adjustments,
necessary for the fair presentation of the Company’s financial position, results of operations and cash flows for the three months ended
March 31, 2006 and 2007 and for the period from December 10, 1996 (inception) to March 31, 2007. The results for the three months
ended March 31, 2007 are not necessarily indicative of the results of operations to be expected for the year ending December 31, 2007 or
for any other interim period or future year.
 

Unaudited Pro Forma Balance Sheet
 

In May 2007, the board of directors authorized management of the Company to file a registration statement with the Securities and
Exchange Commission permitting the Company to sell shares of its common stock to the public. The unaudited pro forma balance sheet as
of March 31, 2007 and pro forma basic and diluted net loss per share reflect the automatic conversion of all of the Series A, Series B and
Series C convertible preferred stock outstanding at the time of the offering into 7,172,696 shares of common stock upon the closing of the
Company’s initial public offering, and the impact of the reclassification of the preferred stock warrant liability into additional paid in
capital as a result of the automatic conversion of warrants to purchase preferred stock into warrants to purchase common stock upon closing
of the Company’s initial public offering.
 

Use of Estimates
 

The preparation of financial statements in conformity with U.S. generally accepted accounting principles requires management to
make estimates and assumptions that affect the amounts reported in the financial statements and accompanying notes. Actual results could
differ from those estimates.
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AMEDICA CORPORATION
(A Development Stage Company)

 
NOTES TO FINANCIAL STATEMENTS—(Continued)

(Information as of March 31, 2007, for the three months ended March 31, 2006 and 2007, and for the period from December 10,
1996 (inception) to March 31, 2007 is unaudited)

 
Fair Value of Financial Instruments

 
Financial instruments, including cash and cash equivalents, marketable securities, and restricted cash are carried at fair value. Other

financial instruments, including other current assets, accounts payable and accrued liabilities are carried at cost, which management
believes approximates fair value given their short-term nature.
 

Concentration of Credit Risk
 

Financial instruments, which potentially subject the Company to concentrations of credit risk, consist primarily of cash, cash
equivalents, marketable securities and restricted cash. The Company limits its exposure to credit loss by placing its cash with high credit-
quality financial institutions. The Company has established guidelines relative to diversification of its cash and investment securities and
their maturities that are intended to secure safety and liquidity. These guidelines are periodically reviewed and modified to take advantage
of trends in yields and interest rates and changes in the Company’s operations and financial position.
 

Cash, Cash Equivalents and Marketable Securities
 

The Company invests its available cash balances in bank deposits, money market funds, U.S. government securities and other
investment grade debt securities that have strong credit ratings. The Company considers all highly liquid investments with an original
maturity of three months or less at the time of purchase to be cash equivalents.
 

The Company accounts for its investments in marketable securities in accordance with Statement of Financial Accounting Standards
(“SFAS”) No. 115, Accounting for Certain Investments in Debt and Equity Securities. Management determines the appropriate
classification of securities at the time of purchase. To date, all marketable securities have been classified as available-for-sale, and are
carried at fair value as determined based on quoted market prices with unrealized gains and losses reported as a component of accumulated
other comprehensive income (loss) as a component of stockholders’ equity (deficit). The Company views its available-for-sale portfolio as
available for use in current operations. Accordingly, the Company has classified all investments as short term.
 

The amortized cost of debt securities is adjusted for amortization of premiums and accretion of discounts to maturity. Such
amortization is included in interest income. Realized gains and losses and declines in value judged to be other-than-temporary on available-
for-sale securities, if any, are included in interest income and expense and have not been material. Realized gains and losses are computed
on a specific identification basis. Interest and dividends are included in interest income.
 

Property and Equipment
 

Property and equipment, including leasehold improvements, are stated at cost, less accumulated depreciation and amortization.
Property and equipment is depreciated using the straight-line method over the estimated useful lives of the assets, which range from three to
five years. Leasehold improvements are amortized over the shorter of their estimated useful lives or the related lease term, generally five
years. Deposits on equipment consist of amounts paid to vendors as down-payments on certain specialty manufacturing equipment and are
not depreciated until the equipment is placed into service.
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AMEDICA CORPORATION
(A Development Stage Company)

 
NOTES TO FINANCIAL STATEMENTS—(Continued)

(Information as of March 31, 2007, for the three months ended March 31, 2006 and 2007, and for the period from December 10,
1996 (inception) to March 31, 2007 is unaudited)

 
Impairment of Long-Lived Assets

 
SFAS No. 144, Accounting for the Impairment or Disposal of Long-Lived Assets , requires losses from impairment of long-lived

assets used in operations to be recorded when indicators of impairment are present and the undiscounted cash flows estimated to be
generated by those assets are less than the assets’ carrying amount. The Company periodically evaluates the carrying value of long-lived
assets to be held and used when events and circumstances indicate that the carrying amount of an asset may not be recovered.
 

Deferred Rent
 

Lease incentives, including rent holidays and rent escalation provisions, are accrued as deferred rent. The Company recognizes rent
expense on a straight-line basis over the term of the lease.
 

Revenue Recognition
 

Revenue consists primarily of amounts earned under research grants with the National Institutes of Health (NIH). The Company’s
federal government research grants provide for the reimbursement of qualified expenses for research and development as defined under the
terms of each grant. Revenue under grants is recognized when earned, and revenue is considered earned as the related qualified research
and development expenses are incurred, up to the limit of the approved funding amounts. Because the Company acts as a principal, not as
an agent, in research studies performed for the NIH, amounts earned are recorded as revenue. Deferred revenue at December 31, 2006 and
March 31, 2007 relates to future services to be performed under a contract with the NIH.
 

Research and Development
 

All research and development costs, including those funded by third parties, are expensed as incurred. Research and development
costs consist of engineering, product development, test-part manufacturing, testing, developing and validating the manufacturing process,
and regulatory related costs. Research and development expenses also include employee compensation, employee and non-employee stock-
based compensation, supplies and materials, consultant services, and travel and facilities expenses related to research activities.
 

Income Taxes
 

The Company utilizes the liability method of accounting for income taxes as required by SFAS No. 109, Accounting for Income
Taxes. Under this method, deferred tax assets and liabilities are determined based on differences between financial reporting and tax
reporting bases of assets and liabilities and are measured using enacted tax rates and laws that are expected to be in effect when the
differences are expected to reverse. Valuation allowances are established when necessary to reduce deferred tax assets to the amounts
expected to be realized. Currently, there is no provision for income taxes as the Company has incurred operating losses to date.
 

Comprehensive Income (Loss)
 

SFAS No. 130, Reporting Comprehensive Income, requires components of other comprehensive income, including unrealized gains
and losses on available-for-sale investments, to be included as part of accumulated other comprehensive income (loss). The Company
displays comprehensive loss and its components as part of the statement of convertible preferred stock and stockholders’ equity (deficit).
Comprehensive loss consists of net loss and unrealized gains and losses on available-for-sale investments.
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Loss per Common Share

 
The computation of basic and diluted net loss per common share is based on the weighted average number of shares outstanding as

follows:
 

  Years Ended December 31,   
Three months ended

March 31,  
  2004   2005   2006   2006   2007  
           (unaudited)  
Historical:      

Net loss (numerator)  $(1,756,127) $(4,219,088) $(6,163,554) $(1,317,832) $(5,562,725)
Weighted average number of shares outstanding

(denominator)   2,247,611   2,254,454   2,267,464   2,265,863   2,271,986 
Basic and diluted loss per common share  $ (0.78) $ (1.87) $ (2.72) $ (0.58) $ (2.45)

Pro forma:      
Weighted average number of shares outstanding (above)     2,267,464    2,271,986 

Pro forma adjustments to reflect assumed weighted-
average effect of conversion of preferred stock
(unaudited)     6,841,334    7,172,696 

Shares used to compute pro forma basic and diluted net loss
per share (unaudited)     9,108,798    9,444,682 

Pro forma basic and diluted net loss per share (unaudited)    $ (0.68)  $ (0.59)
Securities excluded from net loss calculations as their impact

would be antidilutive (assumes a 1-for-3.82 conversion):      
Convertible preferred stock   4,973,778   4,973,778   7,172,696   7,172,696   7,172,696 
Stock options   726,338   800,338   957,818   852,982   905,198 
Preferred stock warrants   680,638   680,638   995,759   995,759   995,759 

Total   6,380,754   6,454,754   9,126,273   9,021,437   9,073,653 

 
Stock-Based Compensation

 
Prior to January 1, 2006, the Company accounted for stock-based employee compensation arrangements using the intrinsic value

method in accordance with the recognition and measurement provisions of Accounting Principles Board Opinion (“APB”) No. 25,
Accounting for Stock Issued to Employees, and related interpretations, including the Financial Accounting Standards Board Interpretation
(“FIN”) No. 44, Accounting for Certain Transactions Involving Stock Compensation, an Interpretation of APB Opinion No. 25 as permitted
by SFAS No. 123, Accounting for Stock-Based Compensation. In accordance with APB No. 25, stock-based compensation is calculated
using the intrinsic value method and represents the difference between the estimated fair value of our common stock and the per share
exercise price of the stock option. Based on this method of accounting, our compensation expense under APB No. 25 was zero.
 

Effective January 1, 2006, the Company adopted the provisions of SFAS No. 123R, Share-Based Payments. In March 2005, the
Securities and Exchange Commission issued Staff Accounting Bulletin (“SAB”) No. 107
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relating to SFAS No. 123R. The Company has applied the provisions of SAB No. 107 in its adoption of SFAS No. 123R. Under SFAS
No. 123R, stock-based awards, including stock options, are recorded at fair value as of the grant date and recognized to expense over the
employee’s requisite service period (generally the vesting period) which the Company has elected to amortize on a straight-line basis.
Because non-cash stock compensation expense is based on awards ultimately expected to vest, the Company reduces stock compensation
expense for estimated forfeitures. For the year ended December 31, 2006 and the three months ended March 31, 2007, the Company’s
estimate of forfeitures is zero. The pro forma disclosures previously permitted under SFAS No. 123 are no longer an alternative to financial
statement recognition and the Company no longer applies the minimum value method and instead calculates the fair value of its employee
stock options using an estimated volatility rate. The Company adopted the provisions of SFAS No. 123R using the prospective transition
method. Under the prospective transition method, beginning January 1, 2006, compensation cost recognized includes: (a) compensation
cost for all share-based payments granted prior to, but not yet vested as of December 31, 2005, based on the intrinsic value in accordance
with the provisions of APB No. 25, and (b) compensation cost for all share-based payments granted subsequent to December 31, 2005,
based on the grant-date fair value estimated in accordance with the provisions of SFAS No. 123R. All awards granted, modified, or settled
after the date of adoption are accounted for using the measurement, recognition, and attribution provisions of SFAS No. 123R.
 

As a result of adopting SFAS No. 123R on January 1, 2006, the net loss for the year ended December 31, 2006 and three months
ended March 31, 2006 and 2007 was higher by approximately $38,857, $5,109 and $27,525, respectively, than if the Company had
continued to account for stock-based compensation under APB No. 25. As of December 31, 2006 and March 31, 2007, total compensation
related to nonvested options not yet recognized in the financial statements was approximately $377,000 and $351,000, respectively, and the
weighted average period over which it is expected to be recognized is approximately 3.66 and 3.45 years, respectively. The Company
recorded no tax benefit related to these options during the year ended December 31, 2006 or the three months ended March 31, 2006 and
2007, since the Company currently maintains a full valuation allowance offsetting its deferred tax assets.
 

The Company accounts for equity instruments issued to nonemployees in accordance with the provisions of Emerging Issues Task
Force (“EITF”) No. 96-18, Accounting for Equity Instruments That Are Issued to Other Than Employees for Acquiring, or in Conjunction
with Selling, Goods or Services, using a fair-value approach. The equity instruments, consisting of stock options and warrants granted to
consultants, are valued using the Black-Scholes valuation model. The measurement of stock-based compensation is subject to periodic
adjustments as the underlying equity instruments vest and are recognized as an expense over the period in which services are received.
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2. Marketable Securities
 

The Company invests in highly liquid investment grade securities. The following is a summary of the Company’s marketable
securities at December 31, 2005, 2006 and March 31, 2007 (unaudited):
 

   December 31, 2005

   
Amortized

Cost   

Gross
Unrealized

Gains   

Gross
Unrealized

Losses   
Fair Market

Value
Corporate bonds   $ 1,440,635  $   —  $ (7,149) $ 1,433,486
Euro dollar bonds    1,204,311   —   (2,535)  1,201,776
Taxable auction securities    800,000   —   —   800,000
Federal agency issue    1,500,000   —   (11,521)  1,488,479
Other    3,510   —   —   3,510

      

Total   $ 4,948,456  $ —  $(21,205) $ 4,927,251
      

   December 31, 2006

   
Amortized

Cost   

Gross
Unrealized

Gains   

Gross
Unrealized

Losses   
Fair Market

Value
Taxable auction securities   $11,780,000  $ —  $ —  $11,780,000

      

   March 31, 2007

   
Amortized

Cost   

Gross
Unrealized

Gains   

Gross
Unrealized

Losses   
Fair Market

Value
Taxable auction securities   $ 8,280,000  $ —  $ —  $ 8,280,000

      

 
The estimated fair market value amounts have been determined by the Company using available market information. Unrealized

gains and losses on marketable securities were reported as a component of accumulated other comprehensive income (loss) in stockholders’
equity (deficit).
 

As of December 31, 2005 and 2006 and March 31, 2007, the contractual maturities of marketable securities were less than one year.
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3. Property and Equipment
 

Property and equipment consists of the following:
 

   December 31,   March 31,
2007     2005   2006   

         (unaudited)  
Manufacturing and lab equipment   $1,395,251  $2,893,427  $3,596,766 
Deposits on equipment    85,952   1,003,808   973,403 
Software    21,574   186,360   190,030 
Leasehold improvements    26,161   566,635   600,489 
Furniture and equipment    42,026   152,864   157,857 

  

   1,570,964   4,803,094   5,518,545 
Less accumulated depreciation and amortization    (200,686)  (746,004)  (983,555)

  

  $1,370,278  $4,057,090  $4,534,990 
  

 
4. Deferred Offering Costs
 

The deferred offering costs as of December 31, 2005 were offset against the proceeds received on the sale of the Series C convertible
preferred stock which occurred in February 2006. The deferred offering costs included as of December 31, 2006 will be offset against the
proceeds from an anticipated initial public offering of the Company’s common stock. Deferred offering costs as of March 31, 2007 also
included costs related to the sale of Series D convertible preferred stock which occurred in April, 2007.
 
5. Accrued Liabilities
 

Accrued liabilities consist of the following:
 

   December 31,   March 31,
2007   2005   2006   

         (unaudited)
Accrued compensation   $ 88,623  $106,044  $ 55,954
Accrued professional fees    62,000   36,000   36,000
Other    25,000   924   —

      

  $175,623  $142,968  $ 91,954
      

 
6. Long Term Debt
 

In May 2006, the Company entered into an equipment financing arrangement which allowed for advances to the Company for
equipment purchased during 2006. These amounts are collateralized by certain of the Company’s qualifying manufacturing and lab
equipment and $750,000 which is invested in an interest bearing escrow account and is reflected on the accompanying balance sheet as
restricted cash. In the event the balance of the Company’s cash and marketable securities becomes equal to or less than the then remaining
balance of the loan at any time during the lease term, the bank has the right to exercise a contingent pledge with respect to all remaining
cash and marketable securities.
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As of December 31, 2006, $1,621,898 had been advanced under this arrangement. In January 2007, this amount was refinanced into

long-term debt with a fixed interest rate of 9.09% and with a 42-month term. The debt has been classified on the accompanying financial
statements in accordance with this term loan.
 

Payments due for long-term debt as of March 31, 2007 are as follows:
 

Year ended December 31,   
Long-term

Debt
2007 (remainder of year)   $ 310,381
2008    448,035
2009    490,502
2010    307,323

  

  $1,556,241
  

 
7. Convertible Preferred Stock and Stockholders’ Equity (Deficit)
 

Common Stock
 

As of December 31, 2005 and 2006 and March 31, 2007, the Company was authorized to issue 60,000,000 shares of common stock.
As of December 31, 2005, the Company had 2,265,861 shares outstanding and as of December 31, 2006 and March 31, 2007 the Company
had 2,271,986 shares outstanding.
 

The Company had reserved shares of common stock for future issuances as follows (assumes a 1-for-3.82 conversion):
 

   December 31,   March 31,
2007   2005   2006   

         (unaudited)
Convertible preferred stock       

Shares outstanding   4,973,778  7,172,696  7,172,696
Shares authorized, but unissued   5,497,426  3,298,508  3,298,508

Warrants       
Series A convertible preferred stock   549,745  549,745  549,745
Series B convertible preferred stock   130,893  130,893  130,893
Series C convertible preferred stock   —    315,121  315,121

2003 Stock Plan       
Options outstanding   800,338  957,818  905,198
Shares available for grant   204,423  40,817  224,327

      

  12,156,603  12,465,598  12,596,488
      

 
Convertible Preferred Stock

 
At December 31, 2005, 2006 and March 31, 2007, the Company was authorized to issue 40,000,000 shares of convertible preferred

stock. In November 2003 and January 2004, the Company sold a total of 14,000,058 shares of Series A convertible preferred stock for gross
proceeds of $8,400,000 and net proceeds of $7,368,751. In November 2004, the Company sold 5,000,000 shares of Series B convertible
preferred stock for gross
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proceeds of $6,000,000 and net proceeds of $5,357,255. In February 2006, the Company sold 8,400,000 shares of Series C convertible
preferred stock for gross proceeds of $16,800,000 and net proceeds of $15,165,512. In addition to receiving fees and convertible preferred
stock warrants discussed below, the placement agent has the right to receive through February 2009, up to $2.5 million in the event of a
future acquisition of the Company prior to an initial public offering, resulting in a change in control, as defined in the agreement.
 

At December 31, 2005, convertible preferred stock consisted of the following:
 

Series   
Designated

Shares   
Shares Issued and

Outstanding   

Aggregate
Liquidation
Preference

Series A   16,150,000  14,000,058  $ 8,400,035
Series B   6,000,000  5,000,000   6,000,000

      

Total   22,150,000  19,000,058  $14,400,035
      

 
At December 31, 2006 and March 31, 2007, convertible preferred stock consisted of the following:

 

Series   
Designated

Shares   
Shares Issued and

Outstanding   

Aggregate
Liquidation
Preference

Series A   16,150,000  14,000,058  $ 8,400,035
Series B   6,000,000  5,000,000   6,000,000
Series C   9,700,000  8,400,000   16,800,000

      

Total   31,850,000  27,400,058  $31,200,035
      

 
In April 2007, the Company issued 4,456,500 shares of Series D convertible preferred stock at $3.00 per share for net proceeds of

approximately $12,400,000. Dividends, liquidation preferences, conversion and voting rights of Series D convertible preferred stock are
consistent with those of Series A, B and C convertible preferred stock. In conjunction with this offering, the placement agent received
warrants to purchase 253,290 shares of Series D convertible preferred stock which were granted at an exercise price of $3.30 per share, and
are fully exercisable at the earlier of one year from issuance or the completion of an initial public offering of the Company’s common
stock, expire after seven years and have an estimated fair value of $450,000. In connection with the Series D convertible preferred stock
offering, the Company paid the placement agent $758,870 as commission and $100,000 for expenses.
 

The rights and preferences of the convertible preferred stock are as follows:
 

Dividends
 

The convertible preferred stock shall be entitled to receive noncumulative dividends in preference to any dividend on common stock
payable only if declared by the Board of Directors. As of December 31, 2005 and 2006 and March 31, 2007, the Board of Directors had not
declared any dividends.
 

Liquidation Preference
 

In the event of any liquidation or winding up of the Company, including in the event of the merger, consolidation and sale of the
Company, the holders of preferred stock shall be entitled to receive, in preference to
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the holders of the common stock, a per share amount equal to the original purchase price for such shares, subject to appropriate adjustment,
plus all declared but unpaid dividends. After the payment of the liquidation preference to the holders of the preferred stock, the remaining
assets shall be distributed ratably to the holders of the common stock.
 

A sale, merger, reorganization, liquidation, dissolution or winding up of the Company may, in certain circumstances, be deemed to be
a liquidation and trigger the liquidation preferences associated with the outstanding shares of convertible preferred stock. Because a change
in control could occur and not be solely within the control of the Company, all convertible preferred stock has been deemed to be
redeemable and classified outside of permanent equity in the accompanying consolidated balance sheets, as required by EITF Topic D-98,
Classification and Measurement of Redeemable Securities. However, because the timing of any such redemption is uncertain, the Company
will not accrete the carrying value of the convertible preferred stock to its liquidation preference value until it becomes probable that
redemption will occur.
 

Conversion
 

The holders of the convertible preferred stock shall have the right to convert the shares of preferred stock held by such holders, at any
time, into shares of common stock on a 1-for-3.82 basis, subject to adjustment for anti-dilution. Upon conversion, any declared but unpaid
dividends on the preferred stock will be paid in additional shares of common stock.
 

The convertible preferred stock shall be automatically converted into common stock, at the then applicable conversion ratio, upon the
closing of a public offering of shares of common stock at a per share price not less than the then applicable conversion price (as adjusted
for stock splits, stock dividends, recapitalizations, etc.).
 

Voting Rights
 

The preferred stock will vote together with the common stock, and not as separate classes, except as specifically provided below or as
otherwise required by law. Each share of preferred stock shall have a number of votes equal to the number of shares of common stock.
 

Unless an affirmative vote of 50 percent of the combined outstanding shares of preferred stock, voting separately as a class, is
obtained, the Company shall not undertake any of the following: (i) declaration or payment of any dividend or other distribution or payment
on the (or the redemption, purchase or other acquisition for value of any) capital stock of the Company or any subsidiary; (ii) any
liquidation, dissolution, recapitalization or reorganization of the Company; (iii) transfer or disposition of assets or rights with a value of
more than $1,000,000; and/or (iv) any amendment to the Company’s certificate of incorporation that changes or alters any of the
preferences, voting powers or other rights and privileges of preferred stock.
 

Registration Rights
 

The preferred shareholders and warrant holders were granted registration rights that provide these holders the right to request, 180
days after the completion of a qualifying initial public offering, that the Company file a registration statement to register under the
Securities Act the common stock that would be issued upon conversion of the preferred shares or exercise of the warrants. Thereupon the
Company is obligated to use commercially reasonable efforts to file a timely registration statement. These registration rights are subject to
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certain conditions and limitations, including our right, based on advise of the lead managing underwriter of a future offering, to limit the
number of shares included in any such registration under certain circumstances.
 

Preferred Stock Warrant Liability
 

In connection with the convertible preferred stock offerings referred to above, the placement agent received warrants to purchase
convertible preferred stock. These warrants are fully exercisable after one year from issuance and expire after seven years. The exercise
price of these warrants is equal to 110% of the offering price of the underlying convertible preferred stock. On the closing of an initial
public offering, these warrants will convert into warrants to purchase shares of common stock at the then applicable conversion rate for the
related preferred stock (currently 1-for-3.82). The grant dates, number of warrants, exercise price and estimated fair value of the warrants
are as noted below.
 
            Estimated Fair Value
Series of convertible preferred
stock underlying warrants      

  
Grant Date

  Number of
Shares

  Exercise
Price

  December 31,   March 31,
        2005   2006   2007

                  (unaudited)
Series A   1/30/2004  2,100,000  $ 0.66  $ 1,134,000  $ 1,470,000  $ 3,591,000
Series B   11/01/2004  500,000   1.32   270,000   335,000   800,000
Series C   2/24/2006  1,203,750   2.20   —   818,550   1,913,963

            

    3,803,750    $ 1,404,000  $ 2,623,550  $ 6,304,963
            

 
The Company has accounted for these warrants under the provisions of Financial Accounting Standards Board Staff Position (“FSP”)

No. 150-5, Issuer’s Accounting under Statement No. 150 for Freestanding Warrants and Other Similar Instruments on Shares that Are
Redeemable, an interpretation of SFAS No. 150, Accounting for Certain Financial Instruments with Characteristics of Both Liabilities and
Equity. Pursuant to FSP No. 150-5, freestanding warrants for shares that are either puttable or warrants for shares that are redeemable are
classified as liabilities on the balance sheet at fair value. In connection with the grant of the warrants to purchase Series A and Series B
convertible preferred stock in 2004 and Series C convertible preferred stock in 2006, the Company recorded the initial fair values of the
warrants of $413,080, $159,831 and $928,625, respectively, as a preferred stock warrant liability. At the end of each reporting period,
changes in fair value during the period are recorded as a component of other income or expense.
 

The fair value of the above warrants was determined using the Black-Scholes valuation model using the following assumptions:
 

   Year ended December 31,   
Three months

ended March 31,
         2004              2005              2006              2006              2007      
            (unaudited)
Weighted-average risk-free interest rate   3.85%  4.36%  4.70%  4.70%  4.55%
Weighted-average expected life (in years)   6.24  5.24  4.85  4.85  4.60
Expected dividend yield   0%  0%  0%  0%  0%
Weighted-average expected volatility   108%  94%  75%  75%  70%
 

For the years ended December 31, 2004, 2005 and 2006, and for the three month period ended March 31, 2006 and 2007, the
Company recorded $254,089, $577,000, $290,925, $72,731 and $3,681,413, respectively, as
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other expense for the increase in fair value of all preferred stock warrants. The Company will continue to adjust the liabilities for changes
in fair value until the earlier of the exercise of the warrants to purchase shares of convertible preferred stock or the completion of a
liquidation event, including the completion of an initial public offering, at which time the liabilities will be reclassified to stockholders’
equity (deficit) when the warrants are converted to common stock warrants.
 

Stock Option Plan
 

Under the Company’s 2003 Stock Option Plan, the Company’s Board of Directors has authorized the grant of options to employees
and nonemployees for the issuance of up to 1,047,121 shares of the Company’s common stock. In March 2007, the Board of Directors
reserved an additional 130,890 shares to be issued under the 2003 Stock Option Plan. All options granted have a term of ten years from the
date of the grant and generally become fully exercisable within four years of continued employment or service at a rate defined in each
option agreement.
 

A summary of the Company’s stock option activity and related information is as follows:
 
   Options Outstanding

   
Shares Available

for Grant   
Number of

Options   
Weighted Average

Exercise Price
Balance at inception (December 10, 1996)   —    —    $ —

  

Shares authorized   1,047,121  —    $ —
Options granted   (565,451) 565,451  $ 0.48

  

Balance at December 31, 2003   481,670  565,451  $ 0.48
Granted   (203,483) 203,483  $ 1.43
Exercised   —    (24,925) $ 0.96
Cancelled   17,671  (17,671) $ 0.59

  

Balance at December 31, 2004   295,858  726,338  $ 0.72
Granted   (96,999) 96,999  $ 2.64
Exercised   —    (17,435) $ 0.96
Cancelled   5,564  (5,564) $ 1.03

  

Balance at December 31, 2005   204,423  800,338  $ 0.95
Granted   (196,477) 196,477  $ 3.82
Exercised   —    (6,126) $ 0.59
Cancelled   32,871  (32,871) $ 1.89

  

Balance at December 31, 2006   40,817  957,818  $ 1.51
Granted (unaudited)   (17,016) 17,016  $ 3.82
Cancelled (unaudited)   69,636  (69,636) $ 1.90
Increase in authorized shares   130,890  —    $ —

  

Balance at March 31, 2007 (unaudited)   224,327  905,198  $ 1.52
  

 
There were options to purchase 460,266, 625,828 and 645,745 shares of common stock that were exercisable at December 31, 2005,

2006 and March 31, 2007 respectively, at a weighted-average exercise price of $0.55, $0.70 and $0.84, respectively.
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Information about outstanding stock options is as follows:

 
   December 31, 2006   March 31, 2007 (unaudited)

Exercise Price Per Share   
Options

Outstanding  

Weighted
Average

Remaining
Contractual

Life (in years)  
Options

Exercisable  
Options

Outstanding  

Weighted
Average

Remaining
Contractual

Life (in years)  
Options

Exercisable
$0.38   250,005  6.72  243,662  250,005  6.47  244,649
$0.42   209,425  6.72  209,425  209,425  6.47  209,425
$0.96   156,363  7.21  110,474  123,640  6.91  101,755
$2.29   128,006  8.19  57,716  101,827  7.96  52,132
$3.82   214,019  9.64  4,551  220,301  9.44  37,784

            

$0.38-$3.82   957,818  7.65  625,828  905,198  7.42  645,745
            

 
The weighted-average grant date fair value of the options granted during the years ended December 31, 2004, 2005 and 2006 was

$0.31, $0.61 and $2.98 per share, respectively. The weighted-average grant date fair value of the options granted during the three months
ended March 31, 2006 and 2007, was $3.13 and $2.79, respectively.
 

Stock Options under SFAS 123R
 

On January 1, 2006, the Company adopted the provisions of SFAS No. 123R, Share-Based Payment. SFAS No. 123R establishes
accounting for stock-based awards made to employees and directors. Accordingly, stock-based compensation expense is measured at grant
date, based on the fair value of the award, and is recognized as expense over the remaining requisite service period. Total employee stock-
based compensation of $38,857, $5,109 and $27,525, respectively was recorded during the year ended December 31, 2006 and three
months ended March 31, 2006 and 2007.
 

During 2006 and the three months ended March 31, 2007, the Company issued options to employees and directors with exercise
prices that, at the time of grant, the board of directors determined to approximate the fair value of the Company’s common stock, taking
into consideration a number of factors including the issuance price of shares of the Company’s convertible preferred shares, the preferential
terms and conditions of the convertible preferred stock, the status of scientific research and development efforts and associated milestones
and the likelihood of achieving a liquidity event for the share of the Company’s common stock. The board of directors has reassessed the
fair value of these grants given the anticipation of completing an initial public offering and the timing of key events that occurred during
2006 and the three months ended March 31, 2007. Reassessed value was determined using valuations performed by an independent
valuation consultant (as discussed below) that used a combination of income and market valuation approaches. For dates not coinciding
with the valuations, reassessed value was determined by evaluating the impact of milestones achieved during those periods and general
progress in the business, as well as the proximity of the grant date to the date of the corresponding valuation.
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Information on employee and director options granted in 2006 and the first three months of 2007 is as follows:

 

Grant Date  
Number of

Shares Granted 
Exercise Price

per Share  

Reassessed
Fair Value
Per Share  

Intrinsic
Value

2/12/2006  50,589 $ 3.82 $ 3.82 $ —
12/11/2006 97,449  3.82  3.82  —
1/5/2007  17,016  3.82  4.05  0.23
 

The fair value of the underlying common stock for these options was assessed by the Company based on retrospective valuations
performed by LECG, LLC, or LECG, an independent valuation consultant, as of December 31, 2005 and December 31, 2006 and a
contemporaneous valuation performed by LECG on October 31, 2006.
 

The fair value of each employee option grant in the year ended December 31, 2006 and the three months ended March 31, 2006 and
2007 was estimated on the date of grant using the Black-Scholes valuation model with the following assumptions.
 

   
Year ended

December 31,
2006

  
Three months ended

March 31,
           2006              2007      
      (unaudited)
Weighted average risk-free interest rate    4.53%   4.58%   4.67%
Weighted-average expected life (in years)    6.25   6.25   5
Expected dividend yield    0%   0%   0%
Weighted average expected volatility    91%   101%   81%
Weighted-average estimated fair value of employee options   $ 2.98  $ 3.13  $ 2.79
 

The Company’s computation of expected volatility for the year ended December 31, 2006 and the three months ended March 31,
2006 and 2007 is based on an average of the historical volatility of a peer-group of similar companies. The Company’s computation of
expected term utilizes the simplified method in accordance with SAB No. 107. The risk-free interest rate for periods within the contractual
life of the option is based on the U.S. Treasury yield curve in effect at the time of grant. The Company recognizes stock-based
compensation expense for the fair values of these awards on a straight-line basis over the requisite service period of each of these awards.
 

As of December 31, 2006, the weighted-average remaining contractual term for outstanding stock options and for exercisable stock
options was 7.7 years and 7.0 years, respectively, and the intrinsic value of these options was approximately $2,435,000 and $2,098,000,
respectively. The aggregate intrinsic value represents the total pre-tax intrinsic value, based on the Company’s estimated stock price of
$4.05 per share as of December 31, 2006, which would have been received by the option holders had all option holders exercised their
options on December 31, 2006. This amount changes based on the estimated value of the Company’s common stock. Total intrinsic value
of options exercised for the year ended December 31, 2006 was $19,800, based on 6,126 shares exercised, an estimated stock price during
2006 of $3.82 per share, and an average exercise price of $0.59 per share exercised. During the year ended December 31, 2006, the
Company granted 196,477 stock options to employees and directors with an estimated total grant-date fair value of $2.98 per share.
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Cash received from option exercises for the years ended December 31, 2004, 2005 and 2006 was $23,782, $16,650 and $3,600,

respectively. The Company recorded no tax benefit related to options exercised during 2004, 2005 and 2006.
 

Stock Options Granted to Nonemployees
 

The Company granted 18,326, 21,600, and 48,439 options to consultants for services in the years ended December 31, 2004, 2005,
and 2006, respectively. No options were granted to consultants in the three months ended March 31, 2007. The exercise price of the
consultant stock options ranges from $0.96 to $3.82 per share. Information on nonemployee options granted in 2006 and the first three
months of 2007 is as follows:
 

Grant Date  
Number of

Shares Granted 
Exercise Price

per Share  

Reassessed
Fair Value
Per Share  

Intrinsic
Value

2/12/2006  9,949 $ 3.82 $ 3.82 $ —
12/11/2006 38,490  3.82  3.82  —
 

The fair value of the underlying common stock for these options was assessed by the Company based on retrospective valuations
performed as of December 31, 2005 and December 31, 2006 and a contemporaneous valuation performed on October 31, 2006.
 

The following table shows the assumptions used to compute the stock-based compensation expense for stock options granted to
nonemployees during the years ended December 31, 2004, 2005 and 2006 and the three months ended March 31, 2006 and 2007, using the
Black Scholes valuation model.
 

   Year ended December 31,   
Three months

ended March 31,
         2004              2005              2006              2006              2007      
            (unaudited)
Weighted-average risk-free interest rate   3.83%  3.94%  4.13%  4.00%  4.36%
Weighted-average contractual life (in years)   9.14  8.31  8.21  8.31  8.01
Expected dividend yield   0%  0%  0%  0%  0%
Weighted-average expected volatility   101%  101%  86%  101%  83%
 

The estimated fair value of options granted to consultants which vested during the years ended December 31, 2004, 2005, and 2006
and the three months ended March 31, 2006 and 2007 was $18,391, $44,266, $92,313, $22,617 and $49,402, respectively, and was charged
to research and development expense.
 
8. Income Taxes
 

The Company originally elected to be treated under the Internal Revenue Code as a subchapter S corporation, commensurate with its
inception on December 10, 1996. Accordingly, the Company did not pay federal corporate income taxes on its taxable income nor was it
allowed a net operating loss carryover or carryback as a deduction. Instead, the stockholders were responsible for individual federal income
taxes on their respective shares of the Company’s taxable income or loss. The Company’s subchapter S corporation status was terminated
effective November 5, 2003 due to the capitalization restructuring to include a second class of stock. Deferred income taxes reflect the net
tax effects of temporary differences between the carrying amount of assets and liabilities for financial reporting purposes and the amounts
used for income tax purposes.
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In July 2006, the FASB issued Interpretation No. 48, Accounting for Uncertainty in Income Taxes, or FIN 48. FIN 48 is an
interpretation of FASB Statement No. 109, Accounting for Income Taxes. FIN 48 seeks to reduce the diversity in practice associated with
certain aspects of measurement and recognition in accounting for income taxes. In addition, FIN 48 provides guidance on derecognition,
classification, interest and penalties, and accounting in interim periods and requires expanded disclosure with respect to the uncertainty in
income taxes. The Company became subject to the provisions of FIN 48 as of January 1, 2007. The Company believes that its income tax
filing positions and deductions will be sustained on audit and does not anticipate any adjustments that will result in a material change to its
financial position. Therefore, no reserves for uncertain income tax positions have been recorded pursuant to FIN 48. In addition, the
Company did not record a cumulative effect adjustment related to the adoption of FIN 48.
 

The Company’s policy for recording interest and penalties associated with audits is to record such items as a component of income
before taxes. Penalties and interest paid or received are recorded in interest expense or interest income, respectively. During the three
months ended March 31, 2007, the Company did not record any interest income, interest expense, or penalties related to the settlement of
audits for prior periods. Tax years 2003 through 2006 are subject to examination by the United States Federal tax authorities.
 

At December 31, 2006, the Company had net operating loss carryforwards for federal and state income tax purposes of approximately
$10,600,000. The federal and state net operating loss carryforwards will expire from 2023 to 2026. Additionally, at December 31, 2006 the
Company had federal and state research and development tax credits of $137,000 which expire from 2023 to 2026.
 

In accordance with Section 382 of the Internal Revenue Code, a change in ownership of greater than 50% within a three-year period
will place an annual limitation on the Company’s ability to utilize its existing net operating loss carryforwards. The Company may be
subject to these annual limitations and, therefore, unable to fully utilize the net operating loss carryforwards.
 

Significant components of the Company’s deferred tax assets and liabilities approximated the following:
 

   December 31,  
   2005   2006  
Deferred tax assets:    

Net operating loss carryforwards   $ 1,801,000  $ 4,043,000 
R&D credits    137,000   137,000 
Other    147,000   224,000 

  

Total deferred tax assets    2,085,000   4,404,000 

Deferred tax liabilities:    
Depreciation    (27,000)  (143,000)

  

Total deferred tax liabilities    (27,000)  (143,000)
Less valuation allowance    (2,058,000)  (4,261,000)

  

Net deferred tax assets   $ —  $ — 
  

 
The Company has recognized a valuation allowance equal to the net deferred tax assets due to management’s assessment that it is not

more likely than not that such deferred tax assets will be realized. The tax valuation allowance increased by $437,000, $1,618,000 and
$2,203,000 for the years ended December 31, 2004, 2005 and 2006, respectively.
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9. Commitments
 

The Company currently leases laboratory, manufacturing and office space and equipment under noncancelable operating leases which
sometimes provide for rent holidays and escalating payments. Rent under operating leases is recognized on a straight-line basis beginning
with lease commencement through the end of the lease term. For the years ended December 31, 2004, 2005 and 2006, and for the three
months ended March 31, 2006 and 2007, rental expense was approximately $112,000, $212,000, $471,000, $57,000 and $146,000,
respectively. Future minimum lease payments under all noncancelable operating leases at March 31, 2007 are as follows:
 

Year ending December 31,   
2007 (remainder of year)   $ 339,875
2008    463,392
2009    400,991
2010    263,154
2011    91,605

  

Total minimum lease payments   $1,559,017
  

 
The Company has entered into consulting and development agreements with some of its advisors, including some surgeon advisors.

The Company has agreed to pay some of the surgeon advisors a portion of the net after-tax profits attributable to the sale of specific spine,
hip and knee implant product candidates for which the surgeon advisors provided the Company with consulting and related services related
to the conceptualization, development, testing, clearance, approval and/or related matters involving implant product candidates. Because
more than one of these surgeon advisors contribute to development efforts, the Company is obligated to pay royalties to as many as five
surgeon advisors in connection with some of its product candidates. These agreements shall continue until the later of (a) ten years from the
date of the agreements, and (b) the expiration of the patent rights relating to the devices covered by the agreements, when rights have been
assigned by the individuals to the Company.
 

In December 2006, the Company entered into an agreement to license patent rights directed to a manufacturing process for porous
ceramic for use in the Company’s product candidates that will incorporate its CSC technology. At the time this agreement was signed, the
Company paid $50,000. During February 2007, the Company paid an additional $100,000 upon the transfer of the technology to the
Company. The Company is obligated to pay an additional $100,000 upon FDA clearance of the first product in the United States which
utilizes the licensed technology. The Company is also obligated to pay future royalties on net sales of products which utilize this
technology.
 

The Company has executed agreements with certain executive officers of the Company which, upon the occurrence of certain events
related to a change of control, call for payments to the executives equal to two to three times annual salary and accelerated vesting of
previously granted stock options.
 
10. Related Party Transactions
 

One of the Company’s co-founders and a member of its board of directors is also the sole member and president of Joint Enterprises,
L.C., a Utah limited liability company. The Company and Joint Enterprises, L.C. previously entered into an Assignment Agreement, dated
August 1, 2001, which has been amended as of
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August 12, 2005. Pursuant to this agreement, the Company acquired rights to the PreVent Cement Restrictor in exchange for its agreement
to pay a one-time payment of $25,000 and to pay royalties equal to $2.50 per unit. Joint Enterprises, L.C. also has the option to elect to
receive nonqualified stock options to purchase shares of the Company’s common stock in lieu of cash payments, subject to approval by the
Company’s board of directors. The Company made the $25,000 payment to this director in September 2004. As of the date hereof, no units
of this product have been sold and no royalties for this product have been paid pursuant to this agreement.
 

The Company completed offerings of its shares of Series A, Series B, Series C and Series D convertible preferred stock through
Creation Capital LLC, its placement agent for each of these offerings. The Chief Executive Officer of Creation Capital joined the
Company’s Board of Directors in December 2006. In connection with the closing of the Series A convertible preferred stock offering, the
Company paid its placement agent $611,700 as commission and $75,000 for expenses in 2003 and $182,640 as commission and $20,875
for expenses in 2004. In connection with the Series B convertible preferred stock offering, the Company paid its placement agent $480,000
as commission and $40,000 for expenses in 2004. In connection with the Series C convertible preferred stock offering, the Company paid
its placement agent $1,511,265 as commission and $75,000 for expenses in 2006. Through February 2009, the placement agent also has the
right to receive up to $2.5 million in the event of a future acquisition of the capital stock of the Company prior to an initial public offering,
resulting in a change in control.
 
11. 401(k) Plan
 

Effective June 1, 2004, the Company adopted a defined contribution retirement plan under Section 401(k) of the Internal Revenue
Code. The plan covers substantially all employees. Eligible employees may contribute amounts to the plan, via payroll withholdings,
subject to certain limitations. The plan permits, but does not require, additional matching contributions to the plan by the Company on
behalf of the participants in the plan. To date, the Company has not made any matching contributions to the plan.
 
12. Reverse Stock Split
 

The Company anticipates that its Board of Directors and stockholders will approve a one-for-3.82 reverse stock split during July
2007. A Certificate of Amendment to the Company’s Restated Certificate of Incorporation will be filed prior to the closing of the
Company’s planned initial public offering effecting the anticipated one-for-3.82 reverse stock split. All common share and per share
amounts retroactively reflect the reverse stock split. Except as otherwise noted, references to preferred stock do not reflect the reverse stock
split, as the reverse stock split will be effected upon the conversion of the preferred stock to common stock.
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PART II
 

INFORMATION NOT REQUIRED IN PROSPECTUS
 
Item 13. Other Expenses of Issuance and Distribution.
 

The following table sets forth an itemization of the various costs and expenses, all of which we will pay, in connection with the
issuance and distribution of the securities being registered. All of the amounts shown are estimated except the SEC Registration Fee, The
NASDAQ Global Market Listing Fee and the NASD Filing Fee.
 

SEC Registration Fee   $ 2,463
The NASDAQ Global Market Listing Fee    100,000
NASD Filing Fee    8,522
Printing and Engraving Fees    200,000
Legal Fees and Expenses    2,000,000
Accounting Fees and Expenses    400,000
Blue Sky Fees and Expenses    15,000
Transfer Agent and Registrar Fees    5,000
Miscellaneous    19,015

  

Total   $2,750,000
  

 
Item 14. Indemnification of Directors and Officers.
 

Our amended and restated certificate of incorporation and amended and restated bylaws provide that each person who was or is made
a party or is threatened to be made a party to or is otherwise involved (including, without limitation, as a witness) in any action, suit or
proceeding, whether civil, criminal, administrative or investigative, by reason of the fact that he or she is or was one of our directors or
officers or is or was serving at our request as a director, officer, employee or agent of another corporation, or of a partnership, joint venture,
trust or other enterprise, including service with respect to an employee benefit plan, whether the basis of such proceeding is alleged action
in an official capacity as a director, officer or trustee or in any other capacity while serving as a director, officer or trustee, shall be
indemnified and held harmless by us to the fullest extent authorized by the Delaware General Corporation Law against all expense, liability
and loss (including attorneys’ fees, judgments, fines, ERISA excise taxes or penalties and amounts paid in settlement) reasonably incurred
or suffered in connection with legal proceedings. A director or officer will not receive indemnification if he or she is found not to have
acted in good faith and in a manner he or she reasonably believed to be in, or not opposed to, our best interest.
 

Section 145 of the Delaware General Corporation Law permits a corporation to indemnify any director or officer of the corporation
against expenses (including attorney’s fees), judgments, fines and amounts paid in settlement actually and reasonably incurred in
connection with any action, suit or proceeding brought by reason of the fact that such person is or was a director or officer of the
corporation, if such person acted in good faith and in a manner that he reasonably believed to be in, or not opposed to, the best interests of
the corporation, and, with respect to any criminal action or proceeding, if he or she had no reasonable cause to believe his or her conduct
was unlawful. In a derivative action, (i.e., one brought by or on behalf of the corporation), indemnification may be provided only for
expenses actually and reasonably incurred by any director or officer in connection with the defense or settlement of such an action or suit if
such person acted in good faith and in a manner that he or she reasonably believed to be in, or not opposed to, the best interests of the
corporation, except that no indemnification shall be provided if such person shall have been adjudged to be liable to the corporation, unless
and only to the extent that the court in which the action or suit was brought shall determine that such person is fairly and reasonably entitled
to indemnity for such expenses despite such adjudication of liability.
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Pursuant to Section 102(b)(7) of the Delaware General Corporation Law, Article Tenth of our amended and restated certificate of
incorporation eliminates the liability of a director to us or our stockholders for monetary damages for such a breach of fiduciary duty as a
director, except for liabilities arising:
 
 •  from any breach of the director’s duty of loyalty to us or our stockholders;
 
 •  from acts or omissions not in good faith or which involve intentional misconduct or a knowing violation of law;
 
 •  under Section 174 of the Delaware General Corporation Law; or
 
 •  from any transaction from which the director derived an improper personal benefit.
 

We carry insurance policies insuring our directors and officers against certain liabilities that they may incur in their capacity as
directors and officers. In addition, we expect to enter into indemnification agreements with each of our directors and executive officers
prior to completion of the offering.
 

Additionally, reference is made to the Underwriting Agreement filed as Exhibit 1.1 hereto, which provides for indemnification by the
underwriters of Amedica Corporation, our directors and officers who sign the registration statement and persons who control Amedica
Corporation, under certain circumstances.
 
Item 15. Recent Sales of Unregistered Securities.
 

In the three years preceding the filing of this registration statement, we have sold the following securities that were not registered
under the Securities Act.
 

(a) Issuances of Capital Stock and Warrants
 

In late 2004 through the date hereof, we completed offerings of our Series A, Series B, Series C and Series D convertible preferred
stock through Creation Capital LLC, as placement agent. The sale and issuance of the securities set forth below were deemed to be exempt
from registration under the Securities Act by virtue of Section 4(2) or Regulation D promulgated thereunder.
 

 

•  Between November 5, 2003 and January 28, 2004, we raised $8.4 million in gross proceeds and sold 14,000,058 shares of our
Series A convertible preferred stock at a purchase price of $0.60 per share to 102 accredited investors. In connection with this
financing, we also agreed to grant Creation Capital LLC, as partial compensation for its services, warrants to purchase 2,100,000
shares of our Series A convertible preferred stock at a purchase price of $0.66 per share. At the request of Creation Capital LLC,
we issued such warrants to 20 designees of Creation Capital LLC, each of whom is an accredited investor. These warrants are
currently exercisable through the seventh anniversary of the date of issuance of such warrants.

 

 

•  Between October 25, 2004 and November 9, 2004, we raised $6.0 million in gross proceeds and sold 5,000,000 shares of our
Series B convertible preferred stock at a purchase price of $1.20 per share to 72 accredited investors. In connection with this
financing, we also agreed to grant Creation Capital LLC, as partial compensation for its services, warrants to purchase 500,000
shares of our Series B convertible preferred stock at a purchase price of $1.32 per share. At the request of Creation Capital LLC,
we issued such warrants to 13 designees of Creation Capital LLC, each of whom is an accredited investor. These warrants are
currently exercisable through the seventh anniversary of the date of issuance of such warrants.

 

 

•  On February 24, 2006, we raised $16.8 million in gross proceeds and sold 8,400,000 shares at $2.00 per share of our Series C
convertible preferred stock to 114 accredited investors. In connection with this financing, we also agreed to grant Creation Capital
LLC, as partial compensation for its services, warrants to purchase 1,203,750 shares of Series C convertible preferred stock at a
purchase price of $2.20 per share. At the request of Creation Capital LLC, we issued such warrants to 19 designees of
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Creation Capital LLC, each of whom is an accredited investor. These warrants are currently exercisable through the seventh
anniversary of the date of issuance of such warrants.

 

 

•  On April 17, 2007 and April 27, 2007, we raised $10.2 million and $3.2 million in gross proceeds, respectively, and sold
3,404,000 and 1,052,500 shares, respectively, at $3.00 per share of our Series D convertible preferred stock to 60 accredited
investors. In connection with this financing, we also agreed to grant Creation Capital LLC, as partial compensation for its
services, warrants to purchase 253,290 shares of Series D convertible preferred stock at a purchase price of $3.30 per share, of
which, at the request of Creation Capital LLC, a warrant to purchase 30,000 shares was issued to its designee, an accredited
investor. Upon completion of this offering, these warrants will become exercisable through the seventh anniversary of the date of
issuance of such warrants.

 
(b) Certain Grants and Exercises of Stock Options

 
The sale and issuance of the securities described below were deemed to be exempt from registration under the Securities Act in

reliance on Rule 701 promulgated under Section 3(b) of the Securities Act, as transactions by an issuer not involving a public offering or
transactions pursuant to compensatory benefit plans and contracts relating to compensation as provided under Rule 701.
 

Pursuant to our 2003 Stock Option Plan and related stock option agreements, we have issued options to purchase an aggregate of
1,208,056 shares of common stock as of June 30, 2007. Of these options:
 
 •  options to purchase 129,149 shares of common stock have been canceled or lapsed without being exercised;
 
 •  options to purchase 106,024 shares of common stock have been exercised; and
 
 

•  options to purchase a total of 972,888 shares of common stock are currently outstanding, at a weighted average exercise price of
$2.55 per share.

 
Item 16. Exhibits and Financial Statement Schedules.
 

(a) Exhibits
 

Exhibit
Number   Description of Exhibit

  1.1   Form of Underwriting Agreement.
  3.1**   Amended and Restated Certificate of Incorporation of Amedica Corporation, as amended.
  3.2*   Amended and Restated Certificate of Incorporation of Amedica Corporation to be effective upon completion of this offering.
  3.3**   Amended and Restated By-Laws of Amedica Corporation.
  3.4*   Amended and Restated By-Laws of Amedica Corporation to be effective upon completion of this offering.
  4.1*   Form of Common Stock Certificate.
  4.2**

  

Third Amended and Restated Registration Rights Agreement by and among Amedica Corporation and certain securityholders
of Amedica Corporation dated as of May 15, 2007.

  4.3**   Warrant Agreement by and between Creation Capital LLC and Amedica Corporation dated as of March 1, 2004.
  4.4**   Warrant Agreement by and between Creation Capital LLC and Amedica Corporation dated as October 25, 2004.
  4.5**   Warrant Agreement by and between Creation Capital LLC and Amedica Corporation dated as of February 24, 2006.
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Exhibit
Number   Description of Exhibit

  4.6**   Series D Warrant Agreement by and between Creation Capital LLC and Amedica Corporation dated as of April 27, 2007.
  5.1*

  

Opinion of Mintz, Levin, Cohn, Ferris, Glovsky and Popeo, P.C., counsel to Amedica Corporation, with respect to the
legality of securities being registered.

10.1**   Form of Subscription Agreement for Series C Convertible Preferred Stock.
10.2**   Form of Subscription Agreement for Series D Convertible Preferred Stock.
10.3†**   Amedica Corporation 2003 Stock Option Plan.
10.4†**   Form of 2003 Incentive Stock Option Agreement.
10.5†**   Form of 2003 Non-Qualified Stock Option Agreement.
10.6†**   Employment Offer Letter by and between Amedica Corporation and Eugene B. Jones dated April 2, 2004.
10.7†**   Employment Offer Letter by and between Amedica Corporation and Bryan J. McEntire dated May 29, 2004.
10.8†**   Employment Offer Letter by and between Amedica Corporation and Robert M. Wolfarth dated November 11, 2004.
10.9†**   Employment Offer Letter by and between Amedica Corporation and Cameron G. Rouns dated December 17, 2004.
10.10†**   Employment Offer Letter by and between Amedica Corporation and Warionex (“Jose”) Belen dated May 31, 2005.
10.11†**   Employment Offer Letter by and between Amedica Corporation and Reyn E. Gallacher dated January 3, 2006.
10.12†**   Employment Offer Letter by and between Amedica Corporation and Kenneth W. Ludwig dated May 10, 2006.
10.13†**   Severance Agreement by and between Amedica Corporation and Ashok C. Khandkar dated May 23, 2005.

10.14†**   Severance Agreement by and between Amedica Corporation and Bryan J. McEntire dated May 23, 2005.
10.15†**   Severance Agreement by and between Amedica Corporation and Warionex (“Jose”) Belen dated as of February 14, 2006.
10.16†**   Severance Agreement by and between Amedica Corporation and Reyn E. Gallacher dated March 27, 2007.
10.17†**   Severance Agreement by and between Amedica Corporation and Kenneth W. Ludwig dated March 27, 2007.
10.18†**   Separation Agreement by and between Amedica Corporation and Eugene B. Jones dated January 5, 2007.
10.19**   Assignment Agreement by and between Joint Enterprises, L.C. and Amedica Corporation dated August 1, 2001.
10.20**   Amendment to Assignment by and between Joint Enterprises, L.C. and Amedica Corporation dated August 12, 2005.
10.21**   Lease by and between Paradigm Resources, L.C. and Amedica Corporation dated as of March 22, 2004.
10.22**   First Amendment to Lease by and between Paradigm Resources, L.C. and Amedica Corporation dated as of May 11, 2005.
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Exhibit
Number   Description of Exhibit

10.23**
  

Second Amendment to Lease by and between Paradigm Resources, L.C. and Amedica Corporation dated as of August 15,
2006.

10.24n**   Letter Agreement between Creation Capital LLC and Amedica Corporation dated November 14, 2005.
10.25n**   Letter Agreement between Creation Capital LLC and Amedica Corporation dated March 26, 2007.
10.26n**

  

Master Lease Agreement by and between Chase Equipment Leasing, Inc. and Amedica Corporation dated as of April 28,
2006.

10.26.1
  

Amendment of Master Lease by and between Chase Equipment Leasing, Inc. and Amedica Corporation dated as of May
23, 2007.

10.27**   Continuing Pledge Agreement by and between Chase Equipment Leasing, Inc. dated as of April 28, 2006.
10.27.1**   Security Agreement by and between Chase Equipment Leasing, Inc. and Amedica Corporation dated as of June 30, 2006.
10.28**

  

Industrial Building Lease between 560 Arapeen LLC, Seventh Avenue LLC, First Avenue LLC, Alaska Limited Liability
Companies and Amedica Corporation dated as of February 20, 2006.

10.29n
  

Product Development and License Agreement by and between Amedica Corporation and Dytech Corporation Ltd. dated
December 20, 2006.

10.30n**   Development Agreement by and between Amedica Corporation and Jeffrey C. Wang, M.D. dated as of May 8, 2004.
10.31n**

  

Amendments to Development Agreement by and between Amedica Corporation and Jeffrey C. Wang, M.D. dated as of
June 2, 2006.

10.32n**   Development Agreement by and between Amedica Corporation and James A. Youssef, M.D. dated as of May 8, 2004.
10.33n**

  

Amendment to Development Agreement by and between Amedica Corporation and James A. Youssef, M.D. dated as of
May 24, 2006.

10.34n**
  

Development Agreement by and between Amedica Corporation and Jean-Jacques Abitol, M.D. dated as of February 16,
2005.

10.35n**
  

Development Agreement by and between Amedica Corporation and Gregg S. Gurwitz, M.D. dated as of February 21,
2005.

10.36n**   Development Agreement by and between Amedica Corporation and Andrew T. Dailey, M.D. dated as of April 19, 2005.
10.37n**   Development Agreement by and between Amedica Corporation and Scott D. Boden, M.D. dated as of July 21, 2005.
10.38n**   Development Agreement by and between Amedica Corporation and Carl Lauryssen, M.D. dated as of August 8, 2005.
10.39n**

  

Development Agreement by and between Amedica Corporation and Alan S. Hilibrand, M.D. dated as of September 8,
2005.

10.40n**   Development Agreement by and between Amedica Corporation and Rodney Plaster, M.D. dated as of December 12, 2005.
10.41n**

  

Development Agreement by and between Amedica Corporation and Michael P. Bolognesi, M.D. dated as of January 21,
2006.

10.42n**   Development Agreement by and between Amedica Corporation and Steven T. Lyons, M.D. dated as of February 20, 2006.
10.43n**   Development Agreement by and between Amedica Corporation and Harvinder S. Sandhu, M.D. dated as of May 31, 2006.
10.44n**   Development Agreement by and between Amedica Corporation and B. Sonny Bal, M.D. dated as of December 29, 2006.
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10.45n**
  

Amended and Restated Consulting Agreement by and between Amedica Corporation and Darrel S. Brodke, M.D. dated as
of October 20, 2003.

10.46n**
  

Amendments to Amended and Restated Consulting Agreement by and between Amedica Corporation and Darrel S. Brodke,
M.D. dated as of May 30, 2006.

10.50†   2007 Employee, Director And Consultant Equity Incentive Plan.
10.51†   Form of 2007 Stock Option Agreement.
10.52†   Form of 2007 Restricted Stock Agreement.
23.1   Consent of Ernst & Young LLP.
23.2*   Consent of Mintz, Levin, Cohn, Ferris, Glovsky and Popeo, P.C. (see Exhibit 5.1).
23.3**   Consent of LECG, LLC.
24.1**   Power of Attorney.

*  To be filed by amendment.
**  Previously filed.
n  Portions of this Exhibit have been omitted and filed separately with the Securities and Exchange Commission as part of an application

for confidential treatment pursuant to the Securities Act of 1933, as amended.
†  Management contract or compensatory plan or arrangement.
 

(b) Financial Statement Schedules
 

Financial Statement Schedules are omitted because the information is included in our financial statements or notes to those financial
statements.
 
Item 17. Undertakings
 

The undersigned registrant hereby undertakes to provide to the underwriters at the closing specified in the Underwriting Agreement,
certificates in such denominations and registered in such names as required by the underwriters to permit prompt delivery to each
purchaser.
 

Insofar as indemnification for liabilities arising under the Securities Act may be permitted to directors, officers and controlling
persons of the registrant pursuant to the provisions described under Item 14 above, or otherwise, the registrant has been advised that in the
opinion of the SEC such indemnification is against public policy as expressed in the Securities Act and is, therefore, unenforceable. In the
event that a claim for indemnification against such liabilities (other than the payment by the registrant of expenses incurred or paid by a
director, officer or controlling person of the registrant in the successful defense of any action, suit or proceeding) is asserted by such
director, officer or controlling person in connection with the securities being registered, the registrant will, unless in the opinion of its
counsel the matter has been settled by controlling precedent, submit to a court of appropriate jurisdiction the question whether such
indemnification by it is against public policy as expressed in the Securities Act and will be governed by the final adjudication of such issue.
 

The undersigned registrant hereby undertakes that:
 

(1) For purposes of determining any liability under the Securities Act, the information omitted from the form of prospectus filed
as part of this registration statement in reliance upon Rule 430A and contained in a form of prospectus filed by the registrant pursuant
to Rule 424(b)(1) or (4) or 497(h) under the Securities Act shall be deemed to be part of this registration statement as of the time it was
declared effective.

 
(2) For the purpose of determining any liability under the Securities Act, each post-effective amendment that contains a form of

prospectus shall be deemed to be a new registration statement relating to the securities offered therein, and the offering of such
securities at that time shall be deemed to be the initial bona fide offering thereof.
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For the purpose of determining liability under the Securities Act of 1933 to any purchaser, if the registrant is subject to Rule 430C,
each prospectus filed pursuant to Rule 424(b) as part of a registration statement relating to an offering, other than registration statements
relying on Rule 430B or other than prospectuses filed in reliance on Rule 430A, shall be deemed to be part of and included in the
registration statement as of the date that it is first used after effectiveness. Provided, however, that no statement made in a registration
statement or prospectus that is part of a registration statement or made in a document incorporated or deemed incorporated by reference
into the registration statement or prospectus that is part of the registration statement will, as to a purchaser with a time of contract of sale
prior to such first use, supersede or modify any statement that was made in the registration statement or a prospectus that was part of the
registration statement or made in any such document immediately prior to such date of first use.
 

For the purpose of determining liability of the registrant under the Securities Act of 1933 to any purchaser in the initial distribution of
the securities: The undersigned registrant undertakes that in a primary offering of securities of the undersigned registrant pursuant to this
registration statement, regardless of the underwriting method used to sell the securities to the purchaser, if the securities are offered or sold
to such purchaser by means of any of the following communications, the undersigned registrant will be a seller to the purchaser and will be
considered to offer or sell such securities to such purchaser:
 

(i) Any preliminary prospectus or prospectus of the undersigned registrant relating to the offering required to be filed pursuant to
Rule 424;

 
(ii) Any free writing prospectus relating to the offering prepared by or on behalf of the undersigned registrant or used or referred

to by the undersigned registrant;
 

(iii) The portion of any other free writing prospectus relating to the offering, containing material information about the
undersigned registrant or its securities, provided by or on behalf of the undersigned registrant; and

 
(iv) Any other communication that is an offer in the offering made by the undersigned registrant to the purchaser.
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SIGNATURES AND POWER OF ATTORNEY
 

Pursuant to the requirements of the Securities Act of 1933, the registrant certifies that it has duly caused this Amendment No. 2 to the
Registration Statement to be signed on its behalf by the undersigned, thereunto duly authorized, in Salt Lake City, Utah, on July 18, 2007.
 

AMEDICA CORPORATION

By:  /s/    Ashok C. Khandkar, Ph.D.        

 
Ashok C. Khandkar, Ph.D.

Chief Executive Officer
 

Pursuant to the requirements of the Securities Act of 1933, this Amendment No. 2 to the Registration Statement has been signed by
the following persons in the capacities held on the dates indicated.
 

Signature   Title  Date

/s/    Ashok C. Khandkar, Ph.D.        
Ashok C. Khandkar, Ph.D.   

Chief Executive Officer and Director (principal
executive officer)  

July 18, 2007

*
Warionex Belen   

President
 

July 18, 2007

/s/    Reyn E. Gallacher        
Reyn E. Gallacher

  

Chief Financial Officer and Vice President,
Finance (principal financial and accounting
officer)  

July 18, 2007

*
Max Link, Ph.D.   

Chairman of the Board of Directors
 

July 18, 2007

*
Aaron A. Hofmann, M.D.   

Director
 

July 18, 2007

*
Lawrence D. Dorr, M.D.   

Director
 

July 18, 2007

*
Gregg R. Honigblum   

Director
 

July 18, 2007

*
Rohit Patel   

Director
 

July 18, 2007

*
Bradford S. Goodwin   

Director
 

July 18, 2007

 
By the signature set forth below, the undersigned, pursuant to the duly authorized powers of attorney filed with the Securities and

Exchange Commission, has signed this Amendment No. 2 to the Registration Statement on behalf of the person indicated.
 

* By: /s/  Ashok C. Khandkar, Ph.D.        
Ashok C. Khandkar, Ph.D.

Attorney-in-Fact    
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Exhibit Index
 

Number   Description of Exhibit

  1.1   Form of Underwriting Agreement.
  3.1**   Amended and Restated Certificate of Incorporation of Amedica Corporation, as amended.
  3.2*

  

Amended and Restated Certificate of Incorporation of Amedica Corporation to be effective upon completion of this
offering.

  3.3**   Amended and Restated By-Laws of Amedica Corporation.
  3.4*   Amended and Restated By-Laws of Amedica Corporation to be effective upon completion of this offering.
  4.1*   Form of Common Stock Certificate.
  4.2**

  

Third Amended and Restated Registration Rights Agreement by and among Amedica Corporation and certain
securityholders of Amedica Corporation dated as of May 15, 2007.

  4.3**   Warrant Agreement by and between Creation Capital LLC and Amedica Corporation dated as of March 1, 2004.
  4.4**   Warrant Agreement by and between Creation Capital LLC and Amedica Corporation dated as October 25, 2004.
  4.5**   Warrant Agreement by and between Creation Capital LLC and Amedica Corporation dated as of February 24, 2006.
  4.6**   Series D Warrant Agreement by and between Creation Capital LLC and Amedica Corporation dated as of April 27, 2007.
  5.1*

  

Opinion of Mintz, Levin, Cohn, Ferris, Glovsky and Popeo, P.C., counsel to Amedica Corporation, with respect to the
legality of securities being registered.

10.1**   Form of Subscription Agreement for Series C Convertible Preferred Stock.
10.2**   Form of Subscription Agreement for Series D Convertible Preferred Stock.
10.3†**   Amedica Corporation 2003 Stock Option Plan.
10.4†**   Form of 2003 Incentive Stock Option Agreement.
10.5†**   Form of 2003 Non-Qualified Stock Option Agreement.
10.6†**   Employment Offer Letter by and between Amedica Corporation and Eugene B. Jones dated April 2, 2004.
10.7†**   Employment Offer Letter by and between Amedica Corporation and Bryan J. McEntire dated May 29, 2004.
10.8†**   Employment Offer Letter by and between Amedica Corporation and Robert M. Wolfarth dated November 11, 2004.
10.9†**   Employment Offer Letter by and between Amedica Corporation and Cameron G. Rouns dated December 17, 2004.
10.10†**   Employment Offer Letter by and between Amedica Corporation and Warionex (“Jose”) Belen dated May 31, 2005.
10.11†**   Employment Offer Letter by and between Amedica Corporation and Reyn E. Gallacher dated January 3, 2006.
10.12†**   Employment Offer Letter by and between Amedica Corporation and Kenneth W. Ludwig dated May 10, 2006.
10.13†**   Severance Agreement by and between Amedica Corporation and Ashok C. Khandkar dated May 23, 2005.
10.14†**   Severance Agreement by and between Amedica Corporation and Bryan J. McEntire dated May 23, 2005.
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10.15†**   Severance Agreement by and between Amedica Corporation and Warionex (“Jose”) Belen dated as of February 14, 2006.
10.16†**   Severance Agreement by and between Amedica Corporation and Reyn E. Gallacher dated March 27, 2007.
10.17†**   Severance Agreement by and between Amedica Corporation and Kenneth W. Ludwig dated March 27, 2007.
10.18†**   Separation Agreement by and between Amedica Corporation and Eugene B. Jones dated January 5, 2007.
10.19**   Assignment Agreement by and between Joint Enterprises, L.C. and Amedica Corporation dated August 1, 2001.
10.20**   Amendment to Assignment by and between Joint Enterprises, L.C. and Amedica Corporation dated August 12, 2005.
10.21**   Lease by and between Paradigm Resources, L.C. and Amedica Corporation dated as of March 22, 2004.
10.22**   First Amendment to Lease by and between Paradigm Resources, L.C. and Amedica Corporation dated as of May 11, 2005.
10.23**

  

Second Amendment to Lease by and between Paradigm Resources, L.C. and Amedica Corporation dated as of August 15,
2006.

10.24n**   Letter Agreement between Creation Capital LLC and Amedica Corporation dated November 14, 2005.
10.25n**  Letter Agreement between Creation Capital LLC and Amedica Corporation dated March 26, 2007.

10.26n**
  

Master Lease Agreement by and between Chase Equipment Leasing, Inc. and Amedica Corporation dated as of April 28,
2006.

10.26.1
  

Amendment of Master Lease by and between Chase Equipment Leasing, Inc. and Amedica Corporation dated as of May
23, 2007.

10.27**   Continuing Pledge Agreement by and between Chase Equipment Leasing, Inc. dated as of April 28, 2006.
10.27.1**   Security Agreement by and between Chase Equipment Leasing, Inc. and Amedica Corporation dated as of June 30, 2006.
10.28**

  

Industrial Building Lease between 560 Arapeen LLC, Seventh Avenue LLC, First Avenue LLC, Alaska Limited Liability
Companies and Amedica Corporation dated as of February 20, 2006.

10.29n
  

Product Development and License Agreement by and between Amedica Corporation and Dytech Corporation Ltd. dated
December 20, 2006.

10.30n**   Development Agreement by and between Amedica Corporation and Jeffrey C. Wang, M.D. dated as of May 8, 2004.
10.31n**

  

Amendments to Development Agreement by and between Amedica Corporation and Jeffrey C. Wang, M.D. dated as of
June 2, 2006.

10.32n**   Development Agreement by and between Amedica Corporation and James A. Youssef, M.D. dated as of May 8, 2004.
10.33n**

  

Amendment to Development Agreement by and between Amedica Corporation and James A. Youssef, M.D. dated as of
May 24, 2006.

10.34n**
  

Development Agreement by and between Amedica Corporation and Jean-Jacques Abitol, M.D. dated as of February 16,
2005.

10.35n**
  

Development Agreement by and between Amedica Corporation and Gregg S. Gurwitz, M.D. dated as of February 21,
2005.

10.36n**   Development Agreement by and between Amedica Corporation and Andrew T. Dailey, M.D. dated as of April 19, 2005.
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10.37n**   Development Agreement by and between Amedica Corporation and Scott D. Boden, M.D. dated as of July 21, 2005.
10.38n**   Development Agreement by and between Amedica Corporation and Carl Lauryssen, M.D. dated as of August 8, 2005.
10.39n**   Development Agreement by and between Amedica Corporation and Alan S. Hilibrand, M.D. dated as of September 8, 2005.
10.40n**   Development Agreement by and between Amedica Corporation and Rodney Plaster, M.D. dated as of December 12, 2005.
10.41n**   Development Agreement by and between Amedica Corporation and Michael Bolognesi, M.D. dated as of January 21, 2006.
10.42n**   Development Agreement by and between Amedica Corporation and Steve Lyons, M.D. dated as of February 20, 2006.
10.43n**   Development Agreement by and between Amedica Corporation and Harvinder S. Sandhu, M.D. dated as of May 31, 2006.
10.44n**   Development Agreement by and between Amedica Corporation and B. Sonny Bal, M.D. dated as of December 29, 2006.
10.45n**

  

Amended and Restated Consulting Agreement by and between Amedica Corporation and Darrel S. Brodke, M.D. dated as
of October 20, 2003.

10.46n**
  

Amendments to Amended and Restated Consulting Agreement by and between Amedica Corporation and Darrel S. Brodke,
M.D. dated as of May 30, 2006.

10.50†  2007 Employee, Director And Consultant Equity Incentive Plan.
10.51†  Form of 2007 Stock Option Agreement.
10.52†  Form of 2007 Restricted Stock Agreement.

23.1   Consent of Ernst & Young LLP.
23.2*

  
Consent of Mintz, Levin, Cohn, Ferris, Glovsky and Popeo, P.C. (see Exhibit 5.1).

23.3**   Consent of LECG, LLC.
24.1**   Power of Attorney.

*  To be filed by amendment.
**  Previously filed.
n  Portions of this Exhibit have been omitted and filed separately with the Securities and Exchange Commission as part of an application

for confidential treatment pursuant to the Securities Act of 1933, as amended.
†  Management contract or compensatory plan or arrangement.



Exhibit 1.1
 
 
 
 
 
 
 

4,650,000 Shares
 
 
 
 
 
 

AMEDICA CORPORATION
 
 
 

Common Stock,
par value $0.01 per share

 
 
 
 
 
 

UNDERWRITING AGREEMENT
 
 
 
 
 
 
 
 
______________, 2007
 
 



_______________, 2007
 
Morgan Stanley & Co. Incorporated
Jefferies & Company, Inc.
CIBC World Markets Corp.
 
c/o    Morgan Stanley & Co. Incorporated

1585 Broadway
New York, New York 10036

 
Ladies and Gentlemen:
 

Amedica Corporation, a Delaware corporation (the “Company”), proposes to issue and sell to the several Underwriters named in
Schedule I hereto (the “Underwriters”) 4,650,000 shares of its common stock, par value $0.01 per share (the “Firm Shares”). The
Company also proposes to issue and sell to the several Underwriters not more than an additional 697,500 shares of its common stock, par
value $0.01 per share (the “Additional Shares”) if and to the extent that you, as managers of the offering, shall have determined to
exercise, on behalf of the Underwriters, the right to purchase such shares of common stock granted to the Underwriters in Section 2 hereof.
The Firm Shares and the Additional Shares are hereinafter collectively referred to as the “Shares.” The shares of common stock, par value
$0.01 per share, of the Company to be outstanding after giving effect to the sales contemplated hereby are hereinafter referred to as the
“Common Stock.”
 

The Company has filed with the Securities and Exchange Commission (the “Commission”) a registration statement on Form S-1 (file
no. 333-143160), including a prospectus, relating to the Shares. The registration statement as amended at the time it becomes effective,
including the information (if any) deemed to be part of the registration statement at the time of effectiveness pursuant to Rule 430A under
the Securities Act of 1933, as amended (the “Securities Act”), is hereinafter referred to as the “Registration Statement”; the prospectus in
the form first used to confirm sales of Shares (or in the form first made available to the Underwriters by the Company to meet requests of
purchasers pursuant to Rule 173 under the Securities Act) is hereinafter referred to as the “Prospectus.” If the Company has filed an
abbreviated registration statement to register additional shares of Common Stock pursuant to Rule 462(b) under the Securities Act (the
“Rule 462 Registration Statement”), then any reference herein to the term “Registration Statement” shall be deemed to include such
Rule 462 Registration Statement.
 
 



For purposes of this Agreement, “free writing prospectus” has the meaning set forth in Rule 405 under the Securities Act, “Time of
Sale Prospectus” means the preliminary prospectus together with the free writing prospectuses, if any, each identified in Schedule II
hereto, and “broadly available road show” means a “bona fide electronic road show” as defined in Rule 433(h)(5) under the Securities Act
that has been made available without restriction to any person. As used herein, the terms “Registration Statement,” “preliminary
prospectus,” “Time of Sale Prospectus” and “Prospectus” shall include the documents, if any, incorporated by reference therein.
 

Morgan Stanley & Co. Incorporated (“Morgan Stanley”) has agreed to reserve a portion of the Shares to be purchased by it under this
Agreement for sale to the Company’s directors, officers, employees and business associates and other parties associated with the Company
(collectively, “Participants”), as set forth in the Prospectus under the heading “Underwriters” (the “Directed Share Program”). The
Shares to be sold by Morgan Stanley and its affiliates pursuant to the Directed Share Program are referred to hereinafter as the “Directed
Shares”. Any Directed Shares not orally confirmed for purchase by any Participant by the end of the business day on which this Agreement
is executed will be offered to the public by the Underwriters as set forth in the Prospectus.
 

1.    Representations and Warranties. The Company represents and warrants to and agrees with each of the Underwriters that:
 

(a)    The Registration Statement has become effective; no stop order suspending the effectiveness of the Registration Statement is in
effect, and no proceedings for such purpose are pending before or, to the knowledge of the Company, threatened by the Commission.
 

(b)    (i) The Registration Statement, when it became effective, did not contain and, as amended or supplemented, if applicable, will
not contain any untrue statement of a material fact or omit to state a material fact required to be stated therein or necessary to make the
statements therein not misleading, (ii) the Registration Statement and the Prospectus comply in all material respects and, as amended or
supplemented, if applicable, will comply in all material respects with the Securities Act and the applicable rules and regulations of the
Commission thereunder, (iii) the Time of Sale Prospectus does not, and at the time of each sale of the Shares in connection with the
offering when the Prospectus is not yet available to prospective purchasers and at the Closing Date (as defined in Section 4), the Time of
Sale Prospectus, as then amended or supplemented by the Company, if applicable, will not, contain any untrue statement of a material fact
or omit to state a material fact necessary to make the statements therein, in the light of the circumstances under which they were made, not
misleading, (iv) each broadly available road show, if any, when considered together with the Time of Sale Prospectus, does not contain any
untrue statement of a material fact or omit
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to state a material fact necessary to make the statements therein, in the light of the circumstances under which they were made, not
misleading and (v) the Prospectus does not contain and, as amended or supplemented, if applicable, will not contain any untrue statement of
a material fact or omit to state a material fact necessary to make the statements therein, in the light of the circumstances under which they
were made, not misleading, except that the representations and warranties set forth in this paragraph do not apply to statements or omissions
in the Registration Statement (or any amendment or supplement thereto), the Time of Sale Prospectus (or any amendment or supplement
thereto) or the Prospectus (or any amendment or supplement thereto) based upon information relating to any Underwriter furnished to the
Company in writing by such Underwriter through you expressly for use therein.
 

(c)    The Company is not an “ineligible issuer” in connection with the offering pursuant to Rules 164, 405 and 433 under the
Securities Act. Any free writing prospectus that the Company is required to file pursuant to Rule 433(d) under the Securities Act has been,
or will be, filed with the Commission in accordance with the requirements of the Securities Act and the applicable rules and regulations of
the Commission thereunder. Each free writing prospectus that the Company has filed, or is required to file, pursuant to Rule 433(d) under
the Securities Act or that was prepared by or on behalf of or used or referred to by the Company complies or will comply in all material
respects with the requirements of the Securities Act and the applicable rules and regulations of the Commission thereunder. Except for the
free writing prospectuses, if any, identified in Schedule II hereto, and electronic road shows, if any, each furnished to you before first use,
the Company has not prepared, used or referred to, and will not, without your prior consent, prepare, use or refer to, any free writing
prospectus.
 

(d)    The Company has been duly incorporated, is validly existing as a corporation in good standing under the laws of the jurisdiction
of its incorporation, has the corporate power and authority to own its property and to conduct its business as described in the Time of Sale
Prospectus and is duly qualified to transact business and is in good standing in each jurisdiction in which the conduct of its business or its
ownership or leasing of property requires such qualification, except to the extent that the failure to be so qualified or be in good standing
would not singly or in the aggregate have a material adverse effect on the Company.
 

(e)    The Company has no subsidiaries.
 

(f)    This Agreement has been duly authorized, executed and delivered by the Company.
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(g)    The authorized capital stock of the Company conforms as to legal matters to the description thereof contained in each of the
Time of Sale Prospectus and the Prospectus.
 

(h)    The shares of Common Stock outstanding prior to the issuance of the Shares have been duly authorized and are validly issued,
fully paid and non-assessable.
 

(i)    The Shares have been duly authorized and, when issued and delivered in accordance with the terms of this Agreement, will be
validly issued, fully paid and non-assessable, and the issuance of such Shares will not be subject to any preemptive or similar rights.
 

(j)    The execution and delivery by the Company of, and the performance by the Company of its obligations under, this Agreement
will not contravene (i) any provision of applicable law or (ii) the certificate of incorporation or by-laws of the Company or (iii) any
agreement or other instrument binding upon the Company or (iv) any judgment, order or decree of any governmental body, agency or court
having jurisdiction over the Company, except in the case of clauses (i), (iii) and (iv) as would not, singly or in the aggregate, have a
material adverse effect on the Company, and no consent, approval, authorization or order of, or qualification with, any governmental body
or agency is required for the performance by the Company of its obligations under this Agreement, except such as may be required by the
securities or blue sky laws of the various states in connection with the offer and sale of the Shares.
 

(k)    There has not occurred any material adverse change, or any development involving a prospective material adverse change, in the
condition, financial or otherwise, or in the earnings, business or operations of the Company from that set forth in the Time of Sale
Prospectus.
 

(l)    There are no legal or governmental proceedings pending or, to the knowledge of the Company, threatened to which the
Company is a party or to which any of the properties of the Company is subject (i) other than proceedings accurately described in all
material respects in the Time of Sale Prospectus and proceedings that would not have a material adverse effect on the Company, taken as a
whole, or on the power or ability of the Company to perform its obligations under this Agreement or to consummate the transactions
contemplated by the Time of Sale Prospectus or (ii) that are required to be described in the Registration Statement or the Prospectus and
are not so described; and there are no statutes, regulations, contracts or other documents to which the Company is subject or by which the
Company is bound that are required to be described in the Registration Statement or the Prospectus or to be filed as exhibits to the
Registration Statement that are not described or filed as required.
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(m)    Each preliminary prospectus filed as part of the registration statement as originally filed or as part of any amendment thereto, or
filed pursuant to Rule 424 under the Securities Act, complied when so filed in all material respects with the Securities Act and the
applicable rules and regulations of the Commission thereunder.
 

(n)    The Company is not, and after giving effect to the offering and sale of the Shares and the application of the proceeds thereof as
described in the Prospectus will not be, required to register as an “investment company” as such term is defined in the Investment Company
Act of 1940, as amended.
 

(o)    The Company (i) is in compliance with any and all applicable foreign, federal, state and local laws and regulations relating to the
protection of human health and safety, and the environment through the proper handling and disposal of hazardous or toxic substances or
wastes, pollutants or contaminants (“Environmental Laws”), (ii) has received all permits, licenses or other approvals required of it under
applicable Environmental Laws to conduct its business and (iii) is in compliance with all terms and conditions of any such permit, license or
approval, except where such noncompliance with Environmental Laws, failure to receive required permits, licenses or other approvals or
failure to comply with the terms and conditions of such permits, licenses or approvals would not, singly or in the aggregate, have a material
adverse effect on the Company.
 

(p)    There are no costs or liabilities associated with Environmental Laws (including, without limitation, any capital or operating
expenditures required for clean-up, closure of properties or compliance with Environmental Laws or any permit, license or approval, any
related constraints on operating activities and any potential liabilities to third parties) which would, singly or in the aggregate, have a
material adverse effect on the Company.
 

(q)    There are no contracts, agreements or understandings between the Company and any person (i) requiring the Company or
granting such person the right to require the Company to file a registration statement under the Securities Act with respect to any securities
of the Company, except as described in the Time of Sale Prospectus or (ii) requiring the Company or granting such person the right to
require the Company to include any securities of the Company with the Shares registered pursuant to the Registration Statement, other than
rights which have been waived.
 

(r)    Subsequent to the respective dates as of which information is given in each of the Registration Statement, the Time of Sale
Prospectus and the Prospectus, (i) the Company has not incurred any material liability or obligation, direct or contingent, nor entered into
any material transaction; (ii) the Company has not purchased any of its outstanding capital stock, nor declared, paid or
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otherwise made any dividend or distribution of any kind on its capital stock other than ordinary and customary dividends; and (iii) there has
not been any material change in the capital stock, short-term debt or long-term debt of the Company, except in each case as described in
each of the Registration Statement, the Time of Sale Prospectus and the Prospectus, respectively.
 

(s)    The Company does not own any real property. The Company has good and marketable title to all personal property owned by it
that is material to the business of the Company, in each case free and clear of all liens, encumbrances and defects, except such as are
described in the Time of Sale Prospectus or such as do not materially affect the value of such property and do not materially interfere with
the use made and proposed to be made of such property by the Company; and any real property and buildings held under lease by the
Company are held by it under valid, subsisting and enforceable leases with such exceptions as would not, singly or in the aggregate, have a
material adverse effect on the Company and do not materially interfere with the use made and proposed to be made of such property and
buildings by the Company, in each case except as described in the Time of Sale Prospectus.
 

(t)    The Company owns or possesses licenses or other rights to use all material patents, patent rights, licenses, inventions, copyrights,
know-how (including trade secrets and other unpatented and/or unpatentable proprietary or confidential information, systems or
procedures), trademarks, service marks and trade names described in the Time of Sale Prospectus as being owned or licensed by the
Company (collectively “Intellectual Property”), and the Company has not received any notice of infringement of or conflict with asserted
rights of others with respect to any of the foregoing which, singly or in the aggregate, if the subject of an unfavorable decision, ruling or
finding, would have a material adverse effect on the Company.
 

(u)    There are no valid and enforceable rights of third parties to such Intellectual Property that are or would be infringed by the
business currently conducted or planned to be conducted by the Company or in the manufacture, use, sale or offer for sale of its presently
proposed products, as described in the Time of Sale Prospectus.
 

(v)    The Company is not subject to any judgment, order, writ, injunction or decree of any court or any federal, state, local, foreign or
other governmental department, commission, board, bureau, agency or instrumentality, domestic or foreign, or any arbitrator, nor has it
entered into or is it a party to any contract, which materially restricts or impairs its use of any Intellectual Property.
 

(w)    There are no ongoing infringements by others of any Intellectual Property owned by the Company in connection with the
business currently
 

6



conducted by the Company or its presently proposed products, as described in the Time of Sale Prospectus.
 

(x)    The Company possesses all certificates, authorizations and permits issued by the U.S. Food and Drug Administration (the
“FDA”) and comparable foreign regulatory authorities necessary to conduct its business as currently conducted as described in the Time of
Sale Prospectus, and applicable foreign regulatory agency approvals, and the Company has not received any notice of proceedings relating
to the revocation or modification of any such certificate, authorization or permit which, singly or in the aggregate, if the subject of an
unfavorable decision, ruling or finding, would have a material adverse effect on the Company, except as described in the Time of Sale
Prospectus.
 

(y)    The Company has operated its business and currently is in compliance in all material respects with all rules and regulations of
the FDA and comparable foreign regulatory authorities applicable to its business operations as currently conducted as described in the Time
of Sale Prospectus.
 

(z)    Any animal studies described in the Time of Sale Prospectus were and, if still pending, are being conducted, to the Company’s
knowledge, in accordance in all material respects with all applicable rules and regulations of the FDA and comparable foreign regulatory
authorities, including the Good Laboratory Practices.
 

(aa)    No material labor dispute with the employees of the Company exists, except as described in the Time of Sale Prospectus, or, to
the knowledge of the Company, is imminent; and the Company is not aware of any existing, threatened or imminent labor disturbance by
the employees of any of its principal suppliers, manufacturers or contractors that could have a material adverse effect on the Company.
 

(bb)    The Company is insured by insurers of recognized financial responsibility against such losses and risks and in such amounts as
the Company believes are prudent and customary in the businesses in which it is engaged; the Company has not been refused any insurance
coverage sought or applied for; and the Company has no reason to believe that it will not be able to renew its existing insurance coverage as
and when such coverage expires or to obtain similar coverage from similar insurers as may be necessary to continue its business at a cost
that would not have a material adverse effect on the Company, except as described in the Time of Sale Prospectus.
 

(cc)    The Company (i) possesses all certificates, authorizations and permits issued by the appropriate federal, state or foreign
governmental or regulatory authorities necessary to conduct its business other than regulatory clearances and approvals from the FDA
related to the Company’s product
 

7



candidates and such other certificates, authorizations and permits the failure to so possess would not have a material adverse effect on the
Company, and (ii) has not received any notice of proceedings relating to the revocation or modification of any such certificate,
authorization or permit which, singly or in the aggregate, if the subject of an unfavorable decision, ruling or finding, would have a material
adverse effect on the Company, except as described in the Time of Sale Prospectus.
 

(dd)    The Company maintains a system of internal accounting controls sufficient to provide reasonable assurance that
(i) transactions are executed in accordance with management’s general or specific authorizations; (ii) transactions are recorded as necessary
to permit preparation of financial statements in conformity with generally accepted accounting principles and to maintain asset
accountability; (iii) access to assets is permitted only in accordance with management’s general or specific authorization; and (iv) the
recorded accountability for assets is compared with the existing assets at reasonable intervals and appropriate action is taken with respect to
any differences. Except as described in the Time of Sale Prospectus, since the end of the Company’s most recent audited fiscal year, there
has been (i) no material weakness in the Company’s internal control over financial reporting (whether or not remediated) and (ii) no change
in the Company’s internal control over financial reporting that has materially affected, or is reasonably likely to materially affect, the
Company’s internal control over financial reporting.
 

(ee)    Except as described in the Time of Sale Prospectus, the Company has not sold, issued or distributed any shares of Common
Stock during the six-month period preceding the date hereof, including any sales pursuant to Rule 144A, Regulation D or S under the
Securities Act, other than shares issued pursuant to employee benefit plans, qualified stock option plans or other employee compensation
plans or pursuant to outstanding options, rights or warrants.
 

(ff)    The Registration Statement, the Prospectus, the Time of Sale Prospectus and any preliminary prospectus comply, and any
amendments or supplements thereto will comply, with any applicable laws or regulations of foreign jurisdictions in which the Prospectus,
the Time of Sale Prospectus or any preliminary prospectus, as amended or supplemented, if applicable, are distributed in connection with
the Directed Share Program.
 

(gg)    No consent, approval, authorization or order of, or qualification with, any governmental body or agency, other than those
obtained, is required in connection with the offering of the Directed Shares in any jurisdiction where the Directed Shares are being offered.
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(hh)    The Company has not offered, or caused Morgan Stanley to offer, Shares to any person pursuant to the Directed Share Program
with the specific intent to unlawfully influence (i) a customer or supplier of the Company to alter the customer’s or supplier’s level or type
of business with the Company, or (ii) a trade journalist or publication to write or publish favorable information about the Company or its
products.
 

2.    Agreements to Sell and Purchase. The Company hereby agrees to sell to the several Underwriters, and each Underwriter, upon
the basis of the representations and warranties herein contained, but subject to the conditions hereinafter stated, agrees, severally and not
jointly, to purchase from the Company the respective numbers of Firm Shares set forth in Schedule I hereto opposite its name at $______ a
share (the “Purchase Price”).
 

On the basis of the representations and warranties contained in this Agreement, and subject to its terms and conditions, the Company
agrees to sell to the Underwriters the Additional Shares, and the Underwriters shall have the right to purchase, severally and not jointly, up
to 697,500 Additional Shares at the Purchase Price. You may exercise this right on behalf of the Underwriters in whole or from time to time
in part by giving written notice of each election to exercise the option not later than 30 days after the date of this Agreement. Any exercise
notice shall specify the number of Additional Shares to be purchased by the Underwriters and the date on which such shares are to be
purchased. Each purchase date must be at least two business days after the written notice is given and may not be earlier than the Closing
Date (as defined in Section 4 hereof) nor later than ten business days after the date of such notice. Additional Shares may be purchased as
provided in Section 4 hereof solely for the purpose of covering over-allotments made in connection with the offering of the Firm Shares.
On each day, if any, that Additional Shares are to be purchased (an “Option Closing Date”), each Underwriter agrees, severally and not
jointly, to purchase the number of Additional Shares (subject to such adjustments to eliminate fractional shares as you may determine) that
bears the same proportion to the total number of Additional Shares to be purchased on such Option Closing Date as the number of Firm
Shares set forth in Schedule I hereto opposite the name of such Underwriter bears to the total number of Firm Shares.
 

3.    Terms of Public Offering. The Company is advised by you that the Underwriters propose to make a public offering of their
respective portions of the Shares as soon after the Registration Statement and this Agreement have become effective as in your judgment is
advisable. The Company is further advised by you that the Shares are to be offered to the public initially at $______ a share (the “Public
Offering Price”) and to certain dealers selected by you at a price that represents a concession not in excess of $______ a share under the
Public Offering Price, and that any Underwriter may allow, and such dealers may
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reallow, a concession, not in excess of $_____ a share, to any Underwriter or to certain other dealers.
 

4.    Payment and Delivery. Payment for the Firm Shares shall be made to the Company in Federal or other funds immediately
available in New York City against delivery of such Firm Shares for the respective accounts of the several Underwriters at 10:00 a.m., New
York City time, on ____________, 2007, or at such other time on the same or such other date, not later than _______, 2007, as shall be
designated in writing by you. The time and date of such payment are hereinafter referred to as the “Closing Date.”
 

Payment for any Additional Shares shall be made to the Company in Federal or other funds immediately available in New York City
against delivery of such Additional Shares for the respective accounts of the several Underwriters at 10:00 a.m., New York City time, on
the date specified in the corresponding notice described in Section 2 or at such other time on the same or such other date, not later than
_________, 2007, as shall be designated in writing by you.
 

The Firm Shares and Additional Shares shall be registered in such names and in such denominations as you shall request in writing
not later than one full business day prior to the Closing Date or the applicable Option Closing Date, as the case may be. The Firm Shares
and Additional Shares shall be delivered to you on the Closing Date or an Option Closing Date, as the case may be, for the respective
accounts of the several Underwriters, with any transfer taxes payable in connection with the transfer of the Shares to the Underwriters duly
paid, against payment of the Purchase Price therefor.
 

5.    Conditions to the Underwriters’ Obligations . The obligations of the Company to sell the Shares to the Underwriters and the
several obligations of the Underwriters to purchase and pay for the Shares on the Closing Date are subject to the condition that the
Registration Statement shall have become effective not later than 5:00 p.m. (New York City time) on the date hereof.
 

The several obligations of the Underwriters are subject to the following further conditions:
 

(a)    Subsequent to the execution and delivery of this Agreement and prior to the Closing Date:
 

(i)    there shall not have occurred any downgrading, nor shall any notice have been given of any intended or potential
downgrading or of any review for a possible change that does not indicate the direction of the possible change, in the rating
accorded any of the securities of the Company by any “nationally recognized statistical rating organization,” as such term is
defined for purposes of Rule 436(g)(2) under the Securities Act; and
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(ii) there shall not have occurred any change, or any development involving a prospective change, in the condition, financial
or otherwise, or in the earnings, business or operations of the Company from that set forth in the Time of Sale Prospectus as of
the date of this Agreement that, in your judgment, is material and adverse and that makes it, in your judgment, impracticable to
market the Shares on the terms and in the manner contemplated in the Time of Sale Prospectus.

 
(b) The Underwriters shall have received on the Closing Date a certificate, dated the Closing Date and signed by an executive officer

of the Company, to the effect set forth in Section 5(a)(i) above and to the effect that the representations and warranties of the Company
contained in this Agreement are true and correct as of the Closing Date and that the Company has complied with all of the agreements and
satisfied all of the conditions on its part to be performed or satisfied hereunder on or before the Closing Date.
 

The officer signing and delivering such certificate may rely upon his or her knowledge as to proceedings threatened.
 

(c) The Underwriters shall have received on the Closing Date an opinion of Mintz, Levin, Cohn, Ferris, Glovsky and Popeo, P.C.,
outside counsel for the Company, dated the Closing Date, to the effect that:
 

(i) the Company has been duly incorporated, is validly existing as a corporation in good standing under the laws of the State
of Delaware, has the corporate power and authority to own its property and to conduct its business as described in the Time of
Sale Prospectus, and is duly qualified as a foreign corporation authorized to transact business and is in good standing in each
jurisdiction in which the conduct of its business or its ownership or leasing of property requires such qualification, except to the
extent that the failure to be so qualified or be in good standing would not have a material adverse effect on the Company;

 
(ii) the authorized capital stock of the Company conforms as to legal matters to the description thereof contained under

“Description of Capital Stock” in each of the Time of Sale Prospectus and the Prospectus;
 

(iii) the shares of Common Stock outstanding prior to the issuance of the Shares have been duly authorized and are validly
issued, fully paid and non-assessable;

 
(iv) the Shares have been duly authorized and, when issued and delivered against payment therefor in accordance with the

terms of this Agreement, will be validly issued, fully paid and non-assessable, and the issuance of such Shares will not be subject
to any preemptive rights under the Delaware General Corporation Law or the certificate of incorporation
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of the Company or, to the knowledge of such counsel, similar contractual rights granted by the Company (except for such
preemptive or contractual rights as have been waived);

 
(v) this Agreement has been duly authorized, executed and delivered by the Company;

 
(vi) the execution and delivery by the Company of, and the performance by the Company of its obligations under, this

Agreement will not result in a breach or violation of any of the terms and provisions of, or constitute a default under (A) any
United States federal or Massachusetts state law, rule or regulation that in the experience of such counsel is normally applicable
to transactions of the type contemplated by this Agreement, the Delaware General Corporation Law statute, or any judgment,
order or decree specifically naming the Company of which such counsel is aware of any governmental body, agency or court
having jurisdiction over the Company or its properties, (B) any agreement or instrument filed as an exhibit to the Registration
Statement to which the Company is a party or by which the Company is bound or to which any of the properties of the Company
is subject, or (C) the certificate of incorporation or by-laws of the Company; and no consent, approval, authorization or order of,
or filing with, any governmental body or agency is required for the performance by the Company of its obligations under this
Agreement, except such as have been obtained under the Securities Act or may be required by the securities or blue sky laws of
the various states in connection with the offer and sale of the Shares or by the NASD;

 
(vii) the statements in (1) the Time of Sale Prospectus and the Prospectus under the captions “Capitalization,” “Shares

Eligible for Future Sale,” “Description of Capital Stock,” (2) the Prospectus under the caption “Underwriters” and (3) the
Registration Statement in Items 14 and 15, insofar as such statements constitute summaries of law, agreements or legal
conclusions, are accurate in all material respects;

 
(viii) the Company is not, and after giving effect to the offering and sale of the Shares and the application of the proceeds

thereof as described in the Prospectus will not be, required to register as an “investment company” as such term is defined in the
Investment Company Act of 1940, as amended;

 
(ix) The statements in the Prospectus under “Risk Factors— Risks Related to Regulatory Approval of Our Products and

Other Government Regulations — The safety of our products is not yet supported by any long-term clinical data, and they may
prove to be less safe and effective than our laboratory data indicate”, “Risk Factors—
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Risks Related to Regulatory Approval of Our Products and Other Government Regulations — We expect to be required to
conduct clinical trials for our pipeline product candidates. We have no experience conducting clinical trials , they may proceed
more slowly than anticipated, and we cannot be certain that our products will be shown to be safe and effective for human use”,
“Business—Government Regulation of Medical Devices — United States” and “Business—Government Regulation of Medical
Devices — Continuing FDA Regulation” have been reviewed by such counsel, and in the opinion of such counsel, insofar as
such statements constitute summaries of FDA regulatory requirements applicable to the Company’s product candidates, such
statements are accurate in all respects. Other than the laws and the regulations described in such sections, such counsel is not
aware of any other state, U.S. federal or foreign laws or regulations specifically and primarily relating to the practice of medicine
and the biomedical industry that are material to the business and operations of the Company, as described in the section of the
Prospectus captioned “Business”;

 
(x) The Company owns or possesses, or can acquire on reasonable terms, all Intellectual Property currently employed by it

in connection with the business now operated by it, and, except as set forth in the Time of Sale Prospectus, to the knowledge of
such counsel, the Company has not received any notice of infringement or other violation of asserted rights of others with respect
to any Intellectual Property that, singly or in the aggregate, if the subject of an unfavorable decision, ruling or finding, would have
a material adverse affect on the Company;

 
(xi) such counsel is not aware of any third party that is infringing or misappropriating any intellectual property right owned

or licensed by the Company, except as would not, singly or in the aggregate, have a material adverse effect on the Company; and
 

(xii) the statements in the Prospectus under “Risk Factors— Risks Related to Our Intellectual Property and Litigation” and
“Business—Intellectual Property” have been reviewed by such counsel and, in the opinion of such counsel, such statements are
accurate in all material respects.

 
In addition to the opinions provided above, such counsel confirm to you as follows: In the course of acting as counsel for the

Company in connection with the preparation of the Registration Statement, the Time of Sale Prospectus, and the Prospectus, such counsel
participated in conferences with officers and other representatives of the Company, representatives of and counsel for the Underwriters, and
representatives of the independent public accountants of the Company, during which the contents of the Registration Statement, the Time
of
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Sale Prospectus, and the Prospectus were discussed. While the limitations inherent in the independent verification of factual matters and the
character of determinations involved in the registration process are such that such counsel are not passing upon and do not assume any
responsibility for the accuracy of the statements contained in the Registration Statement, the Time of Sale Prospectus, or the Prospectus,
other than as set forth in paragraphs (vii), (ix) and (xii) above, subject to the foregoing and based on such participation and discussions:
 

 

(1)  the Registration Statement, as of its effective date and the Prospectus, as of the date thereof (except for the financial
statements, including the notes and schedules thereto, and other financial and related statistical information included therein
or omitted therefrom, as to which such counsel need not express a view) appear on their face to be appropriately responsive
in all material respects to the requirements of the Securities Act and the applicable rules and regulations of the Commission
thereunder;

 

 

(2)  no facts have come to such counsels’ attention that have caused them to believe that (i) the Registration Statement, as of its
effective date, (including the information deemed to be part of the Registration Statement at the time of effectiveness
pursuant to Rule 430A under the Securities Act) contained an untrue statement of a material fact or omitted to state a
material fact required to be stated therein or necessary to make the statements therein not misleading (except for the
financial statements, including the notes and schedules thereto, and other financial and related statistical information
included therein or omitted therefrom, as to which such counsel need not express a view), (ii) the Time of Sale Prospectus,
as of [            ], Eastern time, on August [            ], 2007, contained an untrue statement of a material fact or omitted to state
a material fact necessary in order to make the statements therein, in the light of the circumstances under which they were
made, not misleading (except for the financial statements, including the notes and schedules thereto, and other financial
and related statistical information included therein or omitted therefrom, as to which such counsel need not express a view),
or (iii) the Prospectus, as of the date it was filed with the Commission pursuant to Rule 424(b)[( )] under the Securities Act
or as of the date hereof, contained or contains an untrue statement of a material fact or omitted or omits to state a material
fact necessary in order to make the statements therein, in the light of the circumstances under which they were made, not
misleading (except for the financial statements, including the notes and schedules thereto, and other financial and related
statistical information included therein or
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omitted therefrom, as to which such counsel need not express a view);
 

 
(3)  such counsel are not aware of any contract or other document of a character required by the Securities Act and the

applicable rules and regulations of the Commission thereunder to be filed as an exhibit to the Registration Statement that is
not so filed; and

 

 
(4)  such counsel are not aware of any legal or governmental proceeding required by Item 103 of Registration S-K under the

Securities Act or the rules and regulations of the Commission thereunder to be described in the Registration Statement, the
Time of Sale Prospectus, or the Prospectus that is not so described.

 
(d) The Underwriters shall have received on the Closing Date an opinion of Davis Polk & Wardwell, counsel for the Underwriters,

dated the Closing Date, covering the matters referred to in Sections 5(c)(iv), 5(c)(v), 5(c)(vii) (but only as to the statements in each of the
Time of Sale Prospectus and the Prospectus under “Description of Capital Stock” and “Underwriters”) and paragraph (2) set forth following
Section 5(c)(xii) hereof.
 

With respect to paragraphs (1), (2), (3) and (4) set forth following Section 5(c)(xii) hereof, Mintz, Levin, Cohn, Ferris, Glovsky and
Popeo, P.C. and Davis Polk & Wardwell may state that their opinions and beliefs are based upon their participation in the preparation of the
Registration Statement, the Time of Sale Prospectus and the Prospectus and any amendments or supplements thereto and review and
discussion of the contents thereof, but are without independent check or verification, except as specified.
 

The opinion of Mintz, Levin, Cohn, Ferris, Glovsky and Popeo, P.C. described in Section 5(c) above shall be rendered to the
Underwriters at the request of the Company and shall so state therein.
 

(e) The Underwriters shall have received, on each of the date hereof and the Closing Date, a letter dated the date hereof or the
Closing Date, as the case may be, in form and substance satisfactory to the Underwriters, from Ernst & Young LLP independent public
accountants, containing statements and information of the type ordinarily included in accountants’ “comfort letters” to underwriters with
respect to the financial statements and certain financial information contained in the Registration Statement, the Time of Sale Prospectus
and the Prospectus; provided that the letter delivered on the Closing Date shall use a “cut-off date” not earlier than the date hereof.
 

(f) The “lock-up” agreements, each substantially in the form of Exhibit A hereto, between you and certain shareholders, officers and
directors of the Company relating to sales and certain other dispositions of shares of Common
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Stock or certain other securities, delivered to you on or before the date hereof, shall be in full force and effect on the Closing Date.
 

The several obligations of the Underwriters to purchase Additional Shares hereunder are subject to the delivery to you on the
applicable Option Closing Date of such documents as you may reasonably request with respect to the good standing of the Company, the
due authorization and issuance of the Additional Shares to be sold on such Option Closing Date and other matters related to the issuance of
such Additional Shares.
 

6.    Covenants of the Company. The Company covenants with each Underwriter as follows:
 

(a) To furnish to you, without charge, five (5) signed copies of the Registration Statement (including exhibits thereto) and for delivery
to each other Underwriter a conformed copy of the Registration Statement (without exhibits thereto) and to furnish to you in New York
City, without charge, prior to 10:00 a.m. New York City time on the business day next succeeding the date of this Agreement and during
the period mentioned in Section 6(e) or 6(f) below, as many copies of the Time of Sale Prospectus, the Prospectus and any supplements and
amendments thereto or to the Registration Statement as you may reasonably request.
 

(b) Before amending or supplementing the Registration Statement, the Time of Sale Prospectus or the Prospectus, to furnish to you a
copy of each such proposed amendment or supplement and not to file any such proposed amendment or supplement to which you
reasonably object, and to file with the Commission within the applicable period specified in Rule 424(b) under the Securities Act any
prospectus required to be filed pursuant to such Rule.
 

(c) To furnish to you a copy of each proposed free writing prospectus to be prepared by or on behalf of, used by, or referred to by the
Company and not to use or refer to any proposed free writing prospectus to which you reasonably object.
 

(d) Not to take any action that would result in an Underwriter or the Company being required to file with the Commission pursuant to
Rule 433(d) under the Securities Act a free writing prospectus prepared by or on behalf of the Underwriter that the Underwriter otherwise
would not have been required to file thereunder.
 

(e) If the Time of Sale Prospectus is being used to solicit offers to buy the Shares at a time when the Prospectus is not yet available to
prospective purchasers and any event shall occur or condition exist as a result of which it is necessary to amend or supplement the Time of
Sale Prospectus in order to make the statements therein, in the light of the circumstances, not misleading, or if any
 

16



event shall occur or condition exist as a result of which the Time of Sale Prospectus conflicts with the information contained in the
Registration Statement then on file, or if, in the opinion of counsel for the Company or the Underwriters, it is necessary to amend or
supplement the Time of Sale Prospectus to comply with applicable law, promptly to prepare, file with the Commission and furnish, at its
own expense, to the Underwriters and to any dealer upon request, either amendments or supplements to the Time of Sale Prospectus so that
the statements in the Time of Sale Prospectus as so amended or supplemented will not, in the light of the circumstances under which they
were made when the Time of Sale Prospectus is delivered to a prospective purchaser, be misleading or so that the Time of Sale Prospectus,
as amended or supplemented, will no longer conflict with the Registration Statement, or so that the Time of Sale Prospectus, as amended or
supplemented, will comply with applicable law.
 

(f) If, during such period after the first date of the public offering of the Shares as in the opinion of counsel for the Company or the
Underwriters the Prospectus (or in lieu thereof the notice referred to in Rule 173(a) under the Securities Act) is required by law to be
delivered in connection with sales by an Underwriter or dealer, any event shall occur or condition exist as a result of which it is necessary
to amend or supplement the Prospectus in order to make the statements therein, in the light of the circumstances under which they were
made when the Prospectus (or in lieu thereof the notice referred to in Rule 173(a) under the Securities Act) is delivered to a purchaser, not
misleading, or if, in the opinion of counsel for the Company or the Underwriters, it is necessary to amend or supplement the Prospectus to
comply with applicable law, promptly to prepare, file with the Commission and furnish, at its own expense, to the Underwriters and to the
dealers (whose names and addresses you will furnish to the Company) to which Shares may have been sold by you on behalf of the
Underwriters and to any other dealers upon request, either amendments or supplements to the Prospectus so that the statements in the
Prospectus as so amended or supplemented will not, in the light of the circumstances under which they were made when the Prospectus (or
in lieu thereof the notice referred to in Rule 173(a) under the Securities Act) is delivered to a purchaser, be misleading or so that the
Prospectus, as amended or supplemented, will comply with applicable law.
 

(g) To endeavor to qualify the Shares for offer and sale under the securities or blue sky laws of such jurisdictions as you shall
reasonably request, provided that the Company shall not be required in connection therewith, as a condition thereof, to qualify as a foreign
corporation or to execute a general consent to service of process in any jurisdiction or subject itself to taxation as doing business in any
jurisdiction.
 

(h) To make generally available to the Company’s security holders and to you as soon as practicable an earning statement covering a
period of at least twelve months beginning with the first fiscal quarter of the Company
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occurring after the date of this Agreement which shall satisfy the provisions of Section 11(a) of the Securities Act and the rules and
regulations of the Commission thereunder (including, at the option of the Company, Rule 158).
 

(i) To comply with all applicable securities laws, rules and regulations in each jurisdiction in which the Directed Shares are offered in
connection with the Directed Share Program.
 

(j) Whether or not the transactions contemplated in this Agreement are consummated or this Agreement is terminated, to pay or cause
to be paid all expenses incident to the performance of its obligations under this Agreement, including: (i) the fees, disbursements and
expenses of the Company’s counsel and the Company’s accountants in connection with the registration and delivery of the Shares under the
Securities Act and all other fees or expenses in connection with the preparation and filing of the Registration Statement, any preliminary
prospectus, the Time of Sale Prospectus, the Prospectus, and any free writing prospectus prepared by or on behalf of, used by, or referred to
by the Company and amendments and supplements to any of the foregoing, including all printing costs associated therewith, and the
mailing and delivering of copies thereof to the Underwriters and dealers, in the quantities hereinabove specified, (ii) all costs and expenses
related to the transfer and delivery of the Shares to the Underwriters, including any transfer or other taxes payable thereon, (iii) all expenses
in connection with the qualification of the Shares for offer and sale under state securities laws as provided in Section 6(g) hereof, including
filing fees and the reasonable fees and disbursements of counsel for the Underwriters in connection with such qualification, (iv) the
reasonable fees and disbursements of counsel to the Underwriters and all filing fees incurred in connection with the review and
qualification of the offering of the Shares by the National Association of Securities Dealers, Inc., (v) all fees and expenses in connection
with the preparation and filing of the registration statement on Form 8-A relating to the Common Stock and all costs and expenses incident
to listing the Shares on the Nasdaq Global Market, (vi) the cost of printing certificates representing the Shares, (vii) the costs and charges
of any transfer agent, registrar or depositary, (viii) the costs and expenses of the Company relating to investor presentations on any “road
show” undertaken in connection with the marketing of the offering of the Shares, including, without limitation, expenses associated with
the preparation or dissemination of any electronic road show, expenses associated with the production of road show slides and graphics,
fees and expenses of any consultants engaged in connection with the road show presentations with the prior approval of the Company, and
the travel and lodging expenses of the officers of the Company incurred in connection with the road show (which shall include one-half of
the costs of any aircraft chartered in connection with the road show), (ix) the document production charges and expenses associated with
printing this Agreement, (x) all fees and disbursements of counsel incurred by the Underwriters in connection with the Directed Share
Program and stamp duties,
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similar taxes or duties or other taxes, if any, incurred by the Underwriters in connection with the Directed Share Program, and (xi) all other
costs and expenses incident to the performance of the obligations of the Company hereunder for which provision is not otherwise made in
this Section. It is understood, however, that except as provided in this Section, Section 8 entitled “Indemnity and Contribution”, Section 9
entitled “Directed Share Program Indemnification” and the last paragraph of Section 11 below, the Underwriters will pay all of their costs
and expenses, including fees and disbursements of their counsel, stock transfer taxes payable on resale of any of the Shares by them, travel
and lodging expenses of their representatives in connection with the road show, and any advertising expenses connected with any offers
they may make.
 

The Company also covenants with each Underwriter that, without the prior written consent of Morgan Stanley on behalf of the
Underwriters, it will not, during the period ending 180 days after the date of the Prospectus, (1) offer, pledge, sell, contract to sell, sell any
option or contract to purchase, purchase any option or contract to sell, grant any option, right or warrant to purchase, lend, or otherwise
transfer or dispose of, directly or indirectly, any shares of Common Stock or any securities convertible into or exercisable or exchangeable
for Common Stock (“Convertible Securities”) or (2) enter into any swap or other arrangement that transfers to another, in whole or in part,
any of the economic consequences of ownership of the Common Stock, whether any such transaction described in clause (1) or (2) above is
to be settled by delivery of Common Stock or such other securities, in cash or otherwise or (3) file any registration statement with the
Commission relating to the offering of any shares of Common Stock or any securities convertible into or exercisable or exchangeable for
Common Stock.
 

The restrictions contained in the preceding paragraph shall not apply to (a) the Shares to be sold hereunder or (b) the issuance by the
Company of shares of Common Stock upon the exercise of an option or warrant or the conversion of a security outstanding on the date
hereof of which the Underwriters have been advised in writing. Notwithstanding the foregoing, if (a) during the last 17 days of the 180-day
restricted period the Company issues an earnings release or material news or a material event relating to the Company occurs; or (b) prior
to the expiration of the 180-day restricted period, the Company announces that it will release earnings results during the 16-day period
beginning on the last day of the 180-day period, the restrictions imposed by this agreement shall continue to apply until the expiration of
the 18-day period beginning on the issuance of the earnings release or the occurrence of the material news or material event. The Company
shall promptly notify Morgan Stanley of any earnings release, news or event that may give rise to an extension of the initial 180-day
restricted period.
 

7.    Covenants of the Underwriters. Each Underwriter severally covenants with the Company not to take any action that would result
in the Company being required to file with the Commission under Rule 433(d) a free
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writing prospectus prepared by or on behalf of such Underwriter that otherwise would not be required to be filed by the Company
thereunder, but for the action of the Underwriter.
 

8.    Indemnity and Contribution.
 

(a) The Company agrees to indemnify and hold harmless each Underwriter, each person, if any, who controls any Underwriter within
the meaning of either Section 15 of the Securities Act or Section 20 of the Exchange Act, and each affiliate of any Underwriter within the
meaning of Rule 405 under the Securities Act from and against any and all losses, claims, damages and liabilities (including, without
limitation, any legal or other expenses in connection with defending or investigating any such action or claim) caused by any untrue
statement or alleged untrue statement of a material fact contained in the Registration Statement or any amendment thereof, any preliminary
prospectus, the Time of Sale Prospectus, any issuer free writing prospectus as defined in Rule 433(h) under the Securities Act, any
Company information that the Company has filed, or is required to file, pursuant to Rule 433(d) under the Securities Act, or the Prospectus
or any amendment or supplement thereto, or caused by any omission or alleged omission to state therein a material fact required to be stated
therein or necessary to make the statements therein (in the light of the circumstances under which they were made, in the case of any
preliminary prospectus, the Time of Sale Prospectus, the Prospectus, or any amendment or supplement thereto) not misleading, except
insofar as such losses, claims, damages or liabilities are caused by any such untrue statement or omission or alleged untrue statement or
omission based upon information relating to any Underwriter furnished to the Company in writing by such Underwriter through you
expressly for use therein.
 

(b) Each Underwriter agrees, severally and not jointly, to indemnify and hold harmless the Company, its directors, its officers who
sign the Registration Statement and each person, if any, who controls the Company within the meaning of either Section 15 of the
Securities Act or Section 20 of the Exchange Act to the same extent as the foregoing indemnity from the Company to such Underwriter, but
only with reference to information relating to such Underwriter furnished to the Company in writing by such Underwriter through you
expressly for use in the Registration Statement, any preliminary prospectus, the Time of Sale Prospectus, any issuer free writing prospectus
or the Prospectus or any amendment or supplement thereto.
 

(c) In case any proceeding (including any governmental investigation) shall be instituted involving any person in respect of which
indemnity may be sought pursuant to Section 8(a) or 8(b), such person (the “indemnified party”) shall promptly notify the person against
whom such indemnity may be sought (the “indemnifying party”) in writing, and the indemnifying party, upon request of the indemnified
party, shall retain counsel reasonably satisfactory to the
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indemnified party to represent the indemnified party and any others the indemnifying party may designate in such proceeding and shall pay
the fees and disbursements of such counsel related to such proceeding. In any such proceeding, any indemnified party shall have the right
to retain its own counsel, but the fees and expenses of such counsel shall be at the expense of such indemnified party unless (i) the
indemnifying party and the indemnified party shall have mutually agreed to the retention of such counsel or (ii) the named parties to any
such proceeding (including any impleaded parties) include both the indemnifying party and the indemnified party and representation of
both parties by the same counsel would be inappropriate due to actual or potential differing interests between them. It is understood that the
indemnifying party shall not, in respect of the legal expenses of any indemnified party in connection with any proceeding or related
proceedings in the same jurisdiction, be liable for the fees and expenses of more than one separate firm (in addition to any local counsel) for
all such indemnified parties and that all such fees and expenses shall be reimbursed as they are incurred. Such firm shall be designated in
writing by Morgan Stanley, in the case of parties indemnified pursuant to Section 8(a), and by the Company, in the case of parties
indemnified pursuant to Section 8(b). The indemnifying party shall not be liable for any settlement of any proceeding effected without its
written consent, but if settled with such consent or if there be a final judgment for the plaintiff, the indemnifying party agrees to indemnify
the indemnified party from and against any loss or liability by reason of such settlement or judgment. Notwithstanding the foregoing
sentence, if at any time an indemnified party shall have requested an indemnifying party to reimburse the indemnified party for fees and
expenses of counsel as contemplated by the second and third sentences of this paragraph, the indemnifying party agrees that it shall be
liable for any settlement of any proceeding effected without its written consent if (i) such settlement is entered into more than 45 days after
receipt by such indemnifying party of the aforesaid request and (ii) such indemnifying party shall not have reimbursed the indemnified
party in accordance with such request prior to the date of such settlement. No indemnifying party shall, without the prior written consent of
the indemnified party, effect any settlement of any pending or threatened proceeding in respect of which any indemnified party is or could
have been a party and indemnity could have been sought hereunder by such indemnified party, unless such settlement includes an
unconditional release of such indemnified party from all liability on claims that are the subject matter of such proceeding.
 

(d) To the extent the indemnification provided for in Section 8(a) or 8(b) is unavailable to an indemnified party or insufficient in
respect of any losses, claims, damages or liabilities referred to therein, then each indemnifying party under such paragraph, in lieu of
indemnifying such indemnified party thereunder, shall contribute to the amount paid or payable by such indemnified party as a result of
such losses, claims, damages or liabilities (i) in such proportion as is appropriate to reflect the relative benefits received by the Company
on the one
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hand and the Underwriters on the other hand from the offering of the Shares or (ii) if the allocation provided by clause 8(d)(i) above is not
permitted by applicable law, in such proportion as is appropriate to reflect not only the relative benefits referred to in clause 8(d)(i) above
but also the relative fault of the Company on the one hand and of the Underwriters on the other hand in connection with the statements or
omissions that resulted in such losses, claims, damages or liabilities, as well as any other relevant equitable considerations. The relative
benefits received by the Company on the one hand and the Underwriters on the other hand in connection with the offering of the Shares
shall be deemed to be in the same respective proportions as the net proceeds from the offering of the Shares (before deducting expenses)
received by the Company and the total underwriting discounts and commissions received by the Underwriters, in each case as set forth in
the table on the cover of the Prospectus, bear to the aggregate Public Offering Price of the Shares. The relative fault of the Company on the
one hand and the Underwriters on the other hand shall be determined by reference to, among other things, whether the untrue or alleged
untrue statement of a material fact or the omission or alleged omission to state a material fact relates to information supplied by the
Company or by the Underwriters and the parties’ relative intent, knowledge, access to information and opportunity to correct or prevent
such statement or omission. The Underwriters’ respective obligations to contribute pursuant to this Section 8 are several in proportion to the
respective number of Shares they have purchased hereunder, and not joint.
 

(e) The Company and the Underwriters agree that it would not be just or equitable if contribution pursuant to this Section 8 were
determined by pro rata allocation (even if the Underwriters were treated as one entity for such purpose) or by any other method of
allocation that does not take account of the equitable considerations referred to in Section 8(d). The amount paid or payable by an
indemnified party as a result of the losses, claims, damages and liabilities referred to in Section 8(d) shall be deemed to include, subject to
the limitations set forth above, any legal or other expenses by such indemnified party in connection with investigating or defending any
such action or claim. Notwithstanding the provisions of this Section 8, no Underwriter shall be required to contribute any amount in excess
of the amount by which the total price at which the Shares underwritten by it and distributed to the public were offered to the public
exceeds the amount of any damages that such Underwriter has otherwise been required to pay by reason of such untrue or alleged untrue
statement or omission or alleged omission. No person guilty of fraudulent misrepresentation (within the meaning of Section 11(f) of the
Securities Act) shall be entitled to contribution from any person who was not guilty of such fraudulent misrepresentation. The remedies
provided for in this Section 8 are not exclusive and shall not limit any rights or remedies which may otherwise be available to any
indemnified party at law or in equity.
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(f) The indemnity and contribution provisions contained in this Section 8 and the representations, warranties and other statements of
the Company contained in this Agreement shall remain operative and in full force and effect regardless of (i) any termination of this
Agreement, (ii) any investigation made by or on behalf of any Underwriter, any person controlling any Underwriter or any affiliate of any
Underwriter or by or on behalf of the Company, its officers or directors or any person controlling the Company and (iii) acceptance of and
payment for any of the Shares.
 

9.    Directed Share Program Indemnification.
 

(a) The Company agrees to indemnify and hold harmless Morgan Stanley, each person, if any, who controls Morgan Stanley within
the meaning of either Section 15 of the Securities Act or Section 20 of the Exchange Act and each affiliate of Morgan Stanley within the
meaning of Rule 405 of the Securities Act (the “Morgan Stanley Entities”) from and against any and all losses, claims, damages and
liabilities (including, without limitation, any legal or other expenses in connection with defending or investigating any such action or claim)
(i) caused by any untrue statement or alleged untrue statement of a material fact contained in any material prepared by or with the consent
of the Company for distribution to Participants in connection with the Directed Share Program or caused by any omission or alleged
omission to state therein a material fact required to be stated therein or necessary to make the statements therein not misleading; (ii) caused
by the failure of any Participant to pay for and accept delivery of Directed Shares that the Participant has agreed to purchase; or (iii) related
to, arising out of, or in connection with the Directed Share Program, other than losses, claims, damages or liabilities (or expenses relating
thereto) that are finally judicially determined to have resulted from the bad faith or gross negligence of the Morgan Stanley Entities.
 

(b) In case any proceeding (including any governmental investigation) shall be instituted involving any Morgan Stanley Entity in
respect of which indemnity may be sought pursuant to Section 9(a), the Morgan Stanley Entity seeking indemnity, shall promptly notify the
Company in writing and the Company, upon request of the Morgan Stanley Entity, shall retain counsel reasonably satisfactory to the
Morgan Stanley Entity to represent the Morgan Stanley Entity and any others the Company may designate in such proceeding and shall pay
the fees and disbursements of such counsel related to such proceeding. In any such proceeding, any Morgan Stanley Entity shall have the
right to retain its own counsel, but the fees and expenses of such counsel shall be at the expense of such Morgan Stanley Entity unless
(i) the Company shall have agreed to the retention of such counsel or (ii) the named parties to any such proceeding (including any
impleaded parties) include both the Company and the Morgan Stanley Entity and representation of both parties by the same counsel would
be inappropriate due to actual or potential differing interests between them. The
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Company shall not, in respect of the legal expenses of the Morgan Stanley Entities in connection with any proceeding or related
proceedings in the same jurisdiction, be liable for the fees and expenses of more than one separate firm (in addition to any local counsel) for
all Morgan Stanley Entities. Any such separate firm for the Morgan Stanley Entities shall be designated in writing by Morgan Stanley. The
Company shall not be liable for any settlement of any proceeding effected without its written consent, but if settled with such consent or if
there be a final judgment for the plaintiff, the Company agrees to indemnify the Morgan Stanley Entities from and against any loss or
liability by reason of such settlement or judgment. Notwithstanding the foregoing sentence, if at any time a Morgan Stanley Entity shall
have requested the Company to reimburse it for fees and expenses of counsel as contemplated by the second and third sentences of this
paragraph, the Company agrees that it shall be liable for any settlement of any proceeding effected without its written consent if (i) such
settlement is entered into more than 45 days after receipt by the Company of the aforesaid request and (ii) the Company shall not have
reimbursed the Morgan Stanley Entity in accordance with such request prior to the date of such settlement. The Company shall not, without
the prior written consent of Morgan Stanley, effect any settlement of any pending or threatened proceeding in respect of which any Morgan
Stanley Entity is or could have been a party and indemnity could have been sought hereunder by such Morgan Stanley Entity, unless such
settlement includes an unconditional release of the Morgan Stanley Entities from all liability on claims that are the subject matter of such
proceeding.
 

(c) To the extent the indemnification provided for in Section 9(a) is unavailable to a Morgan Stanley Entity or insufficient in respect
of any losses, claims, damages or liabilities referred to therein, then the Company in lieu of indemnifying the Morgan Stanley Entity
thereunder, shall contribute to the amount paid or payable by the Morgan Stanley Entity as a result of such losses, claims, damages or
liabilities (i) in such proportion as is appropriate to reflect the relative benefits received by the Company on the one hand and the Morgan
Stanley Entities on the other hand from the offering of the Directed Shares or (ii) if the allocation provided by clause 9(c)(i) above is not
permitted by applicable law, in such proportion as is appropriate to reflect not only the relative benefits referred to in clause 9(c)(i) above
but also the relative fault of the Company on the one hand and of the Morgan Stanley Entities on the other hand in connection with any
statements or omissions that resulted in such losses, claims, damages or liabilities, as well as any other relevant equitable considerations.
The relative benefits received by the Company on the one hand and the Morgan Stanley Entities on the other hand in connection with the
offering of the Directed Shares shall be deemed to be in the same respective proportions as the net proceeds from the offering of the
Directed Shares (before deducting expenses) and the total underwriting discounts and commissions received by the Morgan Stanley Entities
for the Directed Shares, bear to the aggregate Public Offering Price of the Directed Shares. If the loss, claim, damage or liability is caused
by
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an untrue or alleged untrue statement of a material fact or the omission or alleged omission to state a material fact, the relative fault of the
Company on the one hand and the Morgan Stanley Entities on the other hand shall be determined by reference to, among other things,
whether the untrue or alleged untrue statement or the omission or alleged omission relates to information supplied by the Company or by
the Morgan Stanley Entities and the parties’ relative intent, knowledge, access to information and opportunity to correct or prevent such
statement or omission.
 

(d) The Company and the Morgan Stanley Entities agree that it would not be just or equitable if contribution pursuant to this Section 9
were determined by pro rata allocation (even if the Morgan Stanley Entities were treated as one entity for such purpose) or by any other
method of allocation that does not take account of the equitable considerations referred to in Section 9(c). The amount paid or payable by
the Morgan Stanley Entities as a result of the losses, claims, damages and liabilities referred to in the immediately preceding paragraph
shall be deemed to include, subject to the limitations set forth above, any legal or other expenses by the Morgan Stanley Entities in
connection with investigating or defending any such action or claim. Notwithstanding the provisions of this Section 9, no Morgan Stanley
Entity shall be required to contribute any amount in excess of the amount by which the total price at which the Directed Shares distributed
to the public were offered to the public exceeds the amount of any damages that such Morgan Stanley Entity has otherwise been required to
pay. The remedies provided for in this Section 9 are not exclusive and shall not limit any rights or remedies which may otherwise be
available to any indemnified party at law or in equity.
 

(e) The indemnity and contribution provisions contained in this Section 9 shall remain operative and in full force and effect regardless
of (i) any termination of this Agreement, (ii) any investigation made by or on behalf of any Morgan Stanley Entity or the Company, its
officers or directors or any person controlling the Company and (iii) acceptance of and payment for any of the Directed Shares.
 

10. Termination. The Underwriters may terminate this Agreement by notice given by you to the Company, if after the execution and
delivery of this Agreement and prior to the Closing Date (i) trading generally shall have been suspended or materially limited on, or by, as
the case may be, any of the New York Stock Exchange, the American Stock Exchange, the Nasdaq Global Market, the Chicago Board of
Options Exchange, the Chicago Mercantile Exchange or the Chicago Board of Trade, (ii) trading of any securities of the Company shall
have been suspended on any exchange or in any over-the-counter market, (iii) a material disruption in securities settlement, payment or
clearance services in the United States shall have occurred, (iv) any moratorium on commercial banking activities shall have been declared
by Federal or New York State authorities or
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(v) there shall have occurred any outbreak or escalation of hostilities, or any change in financial markets or any calamity or crisis that, in
your judgment, is material and adverse and which, singly or together with any other event specified in this clause, makes it, in your
judgment, impracticable or inadvisable to proceed with the offer, sale or delivery of the Shares on the terms and in the manner
contemplated in the Time of Sale Prospectus or the Prospectus.
 

11. Effectiveness; Defaulting Underwriters. This Agreement shall become effective upon the execution and delivery hereof by the
parties hereto.
 

If, on the Closing Date or an Option Closing Date, as the case may be, any one or more of the Underwriters shall fail or refuse to
purchase Shares that it has or they have agreed to purchase hereunder on such date, and the aggregate number of Shares which such
defaulting Underwriter or Underwriters agreed but failed or refused to purchase is not more than one-tenth of the aggregate number of the
Shares to be purchased on such date, the other Underwriters shall be obligated severally in the proportions that the number of Firm Shares
set forth opposite their respective names in Schedule I bears to the aggregate number of Firm Shares set forth opposite the names of all
such non-defaulting Underwriters, or in such other proportions as you may specify, to purchase the Shares which such defaulting
Underwriter or Underwriters agreed but failed or refused to purchase on such date; provided that in no event shall the number of Shares that
any Underwriter has agreed to purchase pursuant to this Agreement be increased pursuant to this Section 11 by an amount in excess of one-
ninth of such number of Shares without the written consent of such Underwriter. If, on the Closing Date, any Underwriter or Underwriters
shall fail or refuse to purchase Firm Shares and the aggregate number of Firm Shares with respect to which such default occurs is more than
one-tenth of the aggregate number of Firm Shares to be purchased on such date, and arrangements satisfactory to you and the Company for
the purchase of such Firm Shares are not made within 36 hours after such default, this Agreement shall terminate without liability on the
part of any non-defaulting Underwriter or the Company. In any such case either you or the Company shall have the right to postpone the
Closing Date, but in no event for longer than seven days, in order that the required changes, if any, in the Registration Statement, in the
Time of Sale Prospectus, in the Prospectus or in any other documents or arrangements may be effected. If, on an Option Closing Date, any
Underwriter or Underwriters shall fail or refuse to purchase Additional Shares and the aggregate number of Additional Shares with respect
to which such default occurs is more than one-tenth of the aggregate number of Additional Shares to be purchased on such Option Closing
Date, the non-defaulting Underwriters shall have the option to (i) terminate their obligation hereunder to purchase the Additional Shares to
be sold on such Option Closing Date or (ii) purchase not less than the number of Additional Shares that such non-defaulting Underwriters
would have been obligated to purchase in the absence of such default. Any action taken under this
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paragraph shall not relieve any defaulting Underwriter from liability in respect of any default of such Underwriter under this Agreement.
 

If this Agreement shall be terminated by the Underwriters, or any of them, because of any failure or refusal on the part of the
Company to comply with the terms or to fulfill any of the conditions of this Agreement, or if for any reason the Company shall be unable to
perform its obligations under this Agreement, the Company will reimburse the Underwriters or such Underwriters as have so terminated
this Agreement with respect to themselves, severally, for all out-of-pocket expenses (including the fees and disbursements of their counsel)
by such Underwriters in connection with this Agreement or the offering contemplated hereunder.
 

12. Entire Agreement.
 

(a) This Agreement represents the entire agreement between the Company and the Underwriters with respect to the preparation of any
preliminary prospectus, the Time of Sale Prospectus, the Prospectus, the conduct of the offering, and the purchase and sale of the Shares.
 

(b) The Company acknowledges that in connection with the offering of the Shares: (i) the Underwriters have acted at arms length, are
not agents of, and owe no fiduciary duties to, the Company or any other person, (ii) the Underwriters owe the Company only those duties
and obligations set forth in this Agreement, and (iii) the Underwriters may have interests that differ from those of the Company. The
Company waives to the full extent permitted by applicable law any claims it may have against the Underwriters arising from an alleged
breach of fiduciary duty in connection with the offering of the Shares.
 

13. Counterparts. This Agreement may be signed in two or more counterparts, each of which shall be an original, with the same effect
as if the signatures thereto and hereto were upon the same instrument.
 

14. Applicable Law. This Agreement shall be governed by and construed in accordance with the internal laws of the State of New
York.
 

15. Headings. The headings of the sections of this Agreement have been inserted for convenience of reference only and shall not be
deemed a part of this Agreement.
 

16. Notices. All communications hereunder shall be in writing and effective only upon receipt and if to the Underwriters shall be
delivered, mailed, faxed or sent to you at Morgan Stanley & Co. Incorporated, 1585 Broadway, New York, New York 10036, Attention:
Equity Syndicate Desk, Fax number: [•], with a copy to the Legal Department; and if to the Company shall be delivered, mailed or sent to
615 Arapeen Drive, Suite 302, Salt Lake City, UT 84108, Fax number:
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[•]; provided, however, that any communications sent by fax shall be deemed received only upon electronic confirmation thereof.
 

Very truly yours,
 
AMEDICA CORPORATION

By:
  

 

Name:
Title:

 

Accepted as of the date hereof
 
Morgan Stanley & Co. Incorporated
Jefferies & Company, Inc.
CIBC World Markets Corp.
 
Acting severally on behalf of themselves and the several

Underwriters named in Schedule I hereto.
 
By: Morgan Stanley & Co. Incorporated

By:
  

 

Name:
Title:
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SCHEDULE I
 

Underwriter   
Number of Firm Shares

To Be Purchased
Morgan Stanley & Co. Incorporated   

Jefferies & Company, Inc.   

CIBC World Markets Corp.   

  

  

  
  

Total:   
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SCHEDULE II
 

Time of Sale Prospectus
 
 1.  Preliminary Prospectus issued [July ___, 2007]
 
 2.  [identify all free writing prospectuses filed by the Company under Rule 433(d) of the Securities Act]
 

 
3.  [free writing prospectus containing a description of terms that does not reflect final terms, if the Time of Sale Prospectus does not

include a final term sheet]
 
 4.  [orally communicated pricing information to be included on Schedule II if a final term sheet is not used] [to be discussed]
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EXHIBIT A
 

[FORM OF LOCK-UP LETTER]
 

April 23, 2007
 
Morgan Stanley & Co. Incorporated
Jefferies & Company, Inc.
CIBC World Markets Corp.
c/o Morgan Stanley & Co. Incorporated

1585 Broadway
New York, NY 10036

 
 Re:  Proposed Initial Public Offering by Amedica Corporation
 
Ladies and Gentleman:
 

The undersigned understands that Morgan Stanley & Co. Incorporated (“Morgan Stanley”), Jefferies & Company, Inc., and CIBC
World Markets Corp. propose to enter into an Underwriting Agreement (the “Underwriting Agreement”) with Amedica Corporation, a
Delaware corporation (the “Company”), providing for the public offering (the “Public Offering”) by the several Underwriters, including
Morgan Stanley (the “Underwriters”), of shares (the “Shares”) of the Common Stock, par value $0.01 per share, of the Company (the
“Common Stock”).
 

To induce the Underwriters that may participate in the Public Offering to continue their efforts in connection with the Public Offering,
the undersigned hereby agrees that, without the prior written consent of Morgan Stanley on behalf of the Underwriters, it will not, during
the period commencing on the date hereof and ending 180 days after the date of the final prospectus relating to the Public Offering (the
“Prospectus”), (1) offer, pledge, sell, contract to sell, sell any option or contract to purchase, purchase any option or contract to sell, grant
any option, right or warrant to purchase, lend, or otherwise transfer or dispose of, directly or indirectly, any shares of Common Stock or
any securities convertible into or exercisable or exchangeable for Common Stock or (2) enter into any swap or other arrangement that
transfers to another, in whole or in part, any of the economic consequences of ownership of the Common Stock, whether any such
transaction described in clause (1) or (2) above is to be settled by delivery of Common Stock or such other securities, in cash or otherwise.
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Notwithstanding the foregoing, the undersigned may transfer shares without the prior written consent of Morgan Stanley (i) as a bona
fide gift or gifts; (ii) to any trust for the direct or indirect benefit of the undersigned or the immediate family of the undersigned; (iii) as a
distribution to members, partners or stockholders of the undersigned; (iv) to the undersigned’s affiliates or to any investment fund or other
entity controlled or managed by the undersigned; (v) to any beneficiary of the undersigned pursuant to a will or other testamentary
document or applicable laws of descent; (vi) to any corporation, partnership, limited liability company or other entity all of the beneficial
ownership interests of which are held by the undersigned or immediate family of the undersigned; provided, that (1) Morgan Stanley
receive a signed lock-up agreement for the balance of the lock-up period from each donee, trustee, distributee, or transferee, as the case
may be, (2) any such transfer shall not involve a disposition for value, and (3) such transfers are not required to be reported in any public
report or filing with the Securities and Exchange Commission, or otherwise during the lock-up period including, but not limited to, the
filing of a Schedule 13D, Schedule 13G and/or Form 4.
 

The foregoing sentence shall not apply to transactions relating to shares of Common Stock or other securities acquired in open market
transactions after the completion of the Public Offering, provided that no filing under Section 16(a) of the Securities Exchange Act of 1934,
as amended (the “Exchange Act”), shall be required or shall be voluntarily made in connection with subsequent sales of Common Stock or
other securities acquired in such open market transactions. In addition, the undersigned agrees that, without the prior written consent of
Morgan Stanley on behalf of the Underwriters, it will not, during the period commencing on the date hereof and ending 180 days after the
date of the Prospectus, make any demand for or exercise any right with respect to, the registration of any shares of Common Stock or any
security convertible into or exercisable or exchangeable for Common Stock. The undersigned also agrees and consents to the entry of stop
transfer instructions with the Company’s transfer agent and registrar against the transfer of the undersigned’s shares of Common Stock
except in compliance with the foregoing restrictions.
 

For purposes of this lock-up agreement, “immediate family” shall mean any relationship by blood, marriage or adoption, not more
remote than first cousin.
 

The undersigned may, without the prior written consent of Morgan Stanley, enter into one or more Rule 10b5-1 plans during the
lock-up period provided that no sale, transfer or other disposition of shares is effected under any such plan prior to the expiration of the
lock-up period.
 

If:
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(1) during the last 17 days of the restricted period the Company issues an earnings release or material news or a material event
relating to the Company occurs; or
 

(2) prior to the expiration of the restricted period, the Company announces that it will release earnings results during the 16-day
period beginning on the last day of the restricted period;
 
the restrictions imposed by this agreement shall continue to apply until the expiration of the 18-day period beginning on the issuance of the
earnings release or the occurrence of the material news or material event.
 

The undersigned shall not engage in any transaction that may be restricted by this agreement during the 34-day period beginning on
the last day of the initial restricted period unless the undersigned requests and receives prior written confirmation from the Company or
Morgan Stanley that the restrictions imposed by this agreement have expired.
 

The undersigned understands that the Company and the Underwriters are relying upon this agreement in proceeding toward
consummation of the Public Offering. The undersigned further understands that this agreement is irrevocable and shall be binding upon the
undersigned’s heirs, legal representatives, successors and assigns.
 

Whether or not the Public Offering actually occurs depends on a number of factors, including market conditions. Any Public Offering
will be made only pursuant to an Underwriting Agreement, the terms of which are subject to negotiation between the Company and the
Underwriters.
 

This agreement shall automatically terminate upon the earliest of (i) February 29, 2008, if the Public Offering is not consummated by
such date and (ii) the termination of the Underwriting Agreement, if the Underwriting Agreement is terminated prior to the Closing Date (as
such term is defined in the Underwriting Agreement) in accordance with its terms, and (iii) either Morgan Stanley, on the one hand, or the
Company, on the other hand, advising the other, prior to the execution of the Underwriting Agreement, that it has determined not to
proceed with the Public Offering.
 

Very truly yours,

 
(Signature)

 
(Print/Type Name of Securityholder Above)

 
(Print/Type Address of Securityholder Above)
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Exhibit 10.26.1
AMENDMENT OF MASTER LEASE

Effective Date: May 23, 2007

Reference is made to the Master Lease Agreement dated as of April 28, 2006 as heretofore amended (“Master Lease”) by and between
CHASE EQUIPMENT LEASING INC. (“Lessor”) and AMEDICA CORP. (“Lessee”). This Amendment modifies the terms and conditions
of the Master Lease. Unless otherwise defined herein, capitalized terms defined in the Master Lease shall have the same meaning when
used herein.

NOW, THEREFORE, for good and valuable consideration, receipt of which is hereby acknowledged by the parties hereto, Lessor and
Lessee hereby agree to amend the Master Lease as follows.

1. The second (2nd) sentence of Section 18 of the Master Lease is amended and restated in full as follows:
There shall be no transfer of more than a 25% ownership interest in Lessee or any Guarantor by shareholders, partners, members or
proprietors thereof in any calendar year without Lessor’s prior written consent; provided, however, that the foregoing restriction on
transfers of ownership interests in Lessee shall no longer apply and shall be of no further force or effect, without any further action by
Lessor or Lessee, upon the completion of an Initial Public Offering of shares of capital stock of Lessee; provided further, that “Initial
Public Offering” means the first underwritten public offering of shares of Lessee’s capital stock that are registered under the Securities
Act of 1933, as amended, where such shares are distributed by one or more underwriters of recognized standing.

2. Except as expressly amended by this Amendment and other written instruments signed by Lessor and Lessee, the Master Lease
remains unchanged and in full force and effect. The modifications made pursuant to this Amendment shall apply to all existing and future
Schedules under the Master Lease.

IN WITNESS WHEREOF, the parties hereto have executed this Amendment as of the date first referenced above.
 
AMEDICA CORP.      CHASE EQUIPMENT LEASING INC.
(Lessee)      (Lessor)

       
By:  /s/ Reyn Gallacher      By:  /s/ Mary Short
Title:  Chief Financial Officer      Title:  Funding Manager

       



Exhibit 10.29
EXECUTION COPY

PRODUCT DEVELOPMENT AND LICENSE AGREEMENT

THIS PRODUCT DEVELOPMENT AND LICENSE AGREEMENT (“Agreement”) is made and entered into this 20th day of December,
2006 (“Effective Date”), by and between AMEDICA CORPORATION, having its principal offices at 615 Arapeen Drive, Salt Lake City,
Utah 84108 (“AMEDICA”), and DYTECH CORPORATION LTD, having its principal offices at Stopes Road, Stannington, Sheffield, S6
6BW England (“DYTECH”).

WITNESSETH

WHEREAS, AMEDICA is a medical device manufacturing firm with expertise in the design and development of dense and porous ceramic
components with and without bioactive coatings for use as implantable orthopedic devices;

WHEREAS, DYTECH is an industrial manufacturing firm with expertise in the design, development and manufacture of ceramic
components, and is the owner of certain Patent Rights (defined as “Patent Rights” in Article 1) and Process Know-how (defined as “Process
Know-how” in Article 1) relating to the production of ceramic components;

WHEREAS, DYTECH desires to develop ceramic components for use by AMEDICA in AMEDICA’s orthopedic devices to enable rapid
and effective commercialization by AMEDICA in AMEDICA’s Field of Use;

WHEREAS, AMEDICA desires to continue the development and manufacture of AMEDICA’S orthopedic devices and to scale up
manufacturing of such devices;

WHEREAS, AMEDICA desires to obtain from DYTECH, and DYTECH desires to provide to AMEDICA, an exclusive license to Patent
Rights and Process Know-how to be used in the manufacture of Products (defined as “Products” in Article 1) upon the terms and conditions
hereinafter set forth

NOW, THEREFORE, the Parties hereby agree as follows:

ARTICLE 1 - Definitions

“Affiliate” shall mean, with respect to an entity, a Person that directly, or indirectly through one or more intermediaries, controls, is
controlled by, or is under common control with, the entity. For purposes of this definition only, the terms “controls,” “controlled,” and
“control” mean the direct or indirect ability or power to direct or cause the direction of the management and policies of an entity or
otherwise direct the affairs of such entity, whether through ownership of equity, voting securities, or other ownership interests, by contract,
or otherwise. A Person shall be deemed to have the ability or power to direct or cause the direction of the management and policies of an
entity or otherwise direct the affairs of an entity if the first person or entity directly, or indirectly through one or more intermediaries, has
beneficial ownership of at least [***************] of the voting securities of the entity (or other comparable ownership interest for an
entity other than a corporation).
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“AMEDICA’s Field of Use” shall mean the Applications and markets for the Products.

“AMEDICA’s Technology” shall mean AMEDICA’s Confidential Information relating to the formulation, fabrication, design,
manufacturing processes and techniques, formula’s, ideas, inventions, innovations, discoveries, concepts, know how, engineering and
research data, preclinical and clinical data, material specifications, drawings, descriptions, reports, prototypes and records of Products.
AMEDICA’s Technology shall not include any confidential information, materials, concepts, processes, procedures, products, designs, or
manufacturing methods developed, used or practiced, in the past, present or future by DYTECH or its affiliates, exclusive or independent
of AMEDICA’s Technology

“Applicable Laws” shall mean all applicable federal, state, local and foreign laws, ordinances, rules and regulations.

“Applications” shall mean all medical and healthcare applications.

“Calendar Year” shall mean the twelve-month period ending on December 31.

“Confidential Information” shall have the meaning set forth in Section 7.1 hereof.

“Control” or “Controlled” shall mean with respect to any Patent Rights or Technology, the possession by a Party of the ability to grant a
license or sublicense of such Patent Rights, or Technology as provided for herein without violating the terms of any arrangement or
agreements between such Party and any Third Party.

“Developed Technology” shall mean all Technology that is jointly developed, discovered, or conceived during the term of this Agreement
by one or more employees, agents, partners or independent contractors of AMEDICA and one or more employees, agents, partners or
independent contractors of DYTECH. “Developed Technology,” however, shall not include AMEDICA’s Technology or Process Know-
how or DYTECH’s Technology or Process Know-how.

“DYTECH’s Field of Use” shall mean all uses outside AMEDICA’s Field of Use.

“DYTECH’s Technology” shall mean DYTECH’s Confidential Information relating to formulation, fabrication, design, manufacturing
processes and techniques, formula’s, ideas, inventions, innovations, discoveries, concepts, know how, engineering and research data,
preclinical and clinical data, material specifications, drawings, diagrams, descriptions, reports, prototypes and records relating to porous and
dense ceramic materials which may be incorporated into Products. DYTECH’s Technology shall not include any confidential information,
materials, concepts, processes, procedures, products, designs, or manufacturing methods developed, used, or practiced, in the past, present
or future by AMEDICA, exclusive or independent of DYTECH’s Technology.

“FDA Clearance” means receipt by AMEDICA of all approvals (including pricing and reimbursement approvals), product and
establishment licenses, registrations or authorizations of any kind of the United States Food and Drug Administration and any successor
agency or authority thereto necessary for the marketing and sale of Products for use in AMEDICA’s Field of Use.
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“Group” shall mean a group of related Persons deemed a “person” for purposes of Section 13(d) of the United States Securities Exchange
Act of 1934, as amended.

“Improvement” shall mean all Technology related to the Process Know-how or Technology claimed in the Patent Rights, which is
Controlled by DYTECH after the Effective Date and during the term of this Agreement, other than Technology Controlled as a result of the
licenses granted hereunder by AMEDICA and in no event will “Improvement” include Developed Technology.

“Net Sales” shall mean the gross invoiced sales price for all Products sold by AMEDICA or its Affiliates or Sublicensees to Third Parties
throughout the Territory during each calendar quarter, less the following amounts incurred or paid by AMEDICA or its Affiliates or
Sublicensees during such calendar quarter with respect to sales of Products regardless of the calendar quarter in which such sales were
made:

(a) trade, cash and quantity discounts or rebates actually allowed or taken, including discounts or rebates to governmental or managed
care organizations;

(b) any charges for insurance, freight, and other transportation costs directly related to the delivery of Product to the extent included in
the gross invoiced sales price;

(c) any tax, tariff, duty or governmental charge levied on the sales, transfer, transportation or delivery of a Product (including any tax
such as a value added or similar tax or government charge) borne by the seller thereof, other than franchise or income tax of any kind
whatsoever; and

(d) any import or export duties or their equivalent borne by the seller.

“Net Sales” shall not include sales or transfers between AMEDICA and its Affiliates or Sublicensees, unless the Product is consumed or
sold by the Affiliate or Sublicensee.

For the avoidance of doubt, where a Product is a component of a multi-component orthopedic device, Net Sales of the Product shall be
calculated based on the gross invoice sales price of the Product, and not the gross invoice sales price of the entire, multi-component device.
The amounts subtracted from the gross invoice sales price of the Product in such situation shall be the pro rata portions of the amounts
identified in clauses (a) through (d) above which are attributable to the Product, based on the ratio of the gross invoice sales price of the
Product to the aggregate of the gross invoice sales prices of the other components of the multi-component device. AMEDICA will use
commercially reasonable efforts in each case to reflect on its invoice for a multi-component device the separate gross invoice sales prices of
each component thereof, including each Product that is a component of the device. As an example of the foregoing, a total hip replacement
implant device is a multi-component orthopedic device, comprised of (i) an acetebular cup, which could be a Product, and (ii) at least two
other components, which are the stem and the femoral head. The Parties anticipate that, as a general rule, each of the Product and the other
components of the total hip replacement implant device will be reflected as a separate
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invoice line item in the overall invoice for the device, and therefore in this example, “gross invoiced sales price” as used in the definition of
Net Sales will be equal to the invoice line item price of the acetebular cup only. In circumstances where the gross invoice sales prices of the
separate components of a multi-component device are not separately reflected in the invoice, AMEDICA will determine in good faith the
gross invoice sales price of the Product or Products that are components of such device, based on invoice practices for similar multi-
component devices where the gross invoice sales prices of the components are separately set forth.

“Party” shall mean AMEDICA or DYTECH, as the case may be. When used in the plural form, the term means both AMEDICA and
DYTECH.

“Patent Rights” shall mean (a) the patents and patent applications listed on Exhibit A to this Agreement, (b) any patents and patent
applications claiming any Improvement that AMEDICA has elected to include as “Patent Rights,” as provided in Article 3 or claiming any
Process Know-how, not included in the foregoing clause (a), and (b) all divisions, continuations, continuations-in-part, reissues, substitutes,
extensions, supplemental protection certificates, reexaminations, and provisionals of any of the foregoing in clause (a) or (b) above in the
United States and all counterparts in foreign countries.

“Person” shall mean an individual, partnership, firm, corporation, limited liability company, joint venture, association, trust or other entity
or any government agency or political subdivision thereof, as well as any Group.

“Process Know-how” shall mean all Technology related to Technology claimed in the Patent Rights and related to Products, Controlled by
DYTECH as of the Effective Date.

“Products” shall mean ceramic parts made partially or wholly from [*********************
*****************************************************************************
*****************************************************************************
********************************************************] for use as separately implantable orthopedic devices, such as an
intervertebral spacer, or as components of a multi-component orthopedic device, such as a hip, knee or spine replacement device.

“Sublicense” shall mean a sublicense granted by AMEDICA (or a Sublicensee) for a license under AMEDICA’S license rights under
Article 3 of this Agreement.

“Sublicense Income” shall mean all consideration received by AMEDICA from Sublicensees for the grant of a sublicense pursuant to
Section 3.3, including, but not being restricted to, down payments, license fees or option payments but excluding (a) bona fide payments
made by a Sublicensee in consideration for the issuance of equity or debt securities of AMEDICA, (b) bona fide payments made by a
Sublicensee to support or fund research activities to be undertaken by AMEDICA, (c) royalties payable on Net Sales as set forth in
Section 3.6, (i) payments made upon the achievement by AMEDICA or Sublicensee of specified milestones or benchmarks relating to the
development of the Products sublicensed to Sublicensee, except to the extent that in the case of items (d) above, such payments are in
consideration for the grant or exercise of a sublicense under the Patent Rights. If non-monetary consideration is so received, then a
commercially reasonable monetary value will be assigned for purposes of calculating
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DYTECH’s share of Sublicense Income. “Sublicense,” for purposes of determining Sublicense Income, shall in no event include any
distribution arrangement in which AMEDICA (or a Sublicensee) sells Products to a Third Party for resale (even if such distribution
arrangement includes an express or implied sublicense to the Third Party to distribute, sell, have sold or otherwise commercialize Product).

“Sublicensee” shall mean any Person to which AMEDICA grants a Sublicense, as well as any Person to which such Sublicensee grants a
Sublicense.

“Techno1ogy” means and includes all inventions, discoveries, materials, information, data, formulations, techniques and know-how,
whether or not patentable or copyrightable, including any negative results.

“Territory” shall mean the entire world.

“Third Party” shall mean any Person other than DYTECH, AMEDICA, or an Affiliate of either of them.

ARTICLE 2 - Product Development

Section 2.1. Product Development Projects and Statements of Work - From time to time hereunder, the Parties may work on one or more
product development projects. For each such project, the Parties will prepare a written project plan in the form of a Statement of Work
(SOW). As a minimum, the SOW shall contain the following elements:
 

 •  A detailed description of the Project;
 

 •  Any design documents, conceptual or engineering drawings, material, process and manufacturing specifications;
 

 •  Project deliverables;
 

 •  Tasks, responsibilities and agreements of each Party relating to the Project;
 

 •  Deadlines, interim milestones relating to performance under the Project;
 

 
•  Reasonable costs and expenses relating to DYTECH’s performance of the SOW to be paid for by AMEDICA according to

Section 2.2 below.

Each SOW must be signed by both Parties to be effective and shall thereafter be attached to this Agreement as a part of Exhibit B. Each
Party shall designate at least one Project Manager to act as the principal point of contact between the two Parties with respect to this
Agreement, and to oversee performance on each SOW. Both AMEDICA and DYTECH shall use commercially reasonable efforts to
accomplish their respective tasks and objectives in accordance with the SOW(s).

The first project plan and SOW pursuant to the execution of this Agreement shall be related to the transfer of Patent Rights and Process
Know-how for Products from DYTECH to AMEDICA by way of the licensing agreements detailed in Article 3 below.
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Notwithstanding any other provision contained herein to the contrary, all Technology developed, conceived or reduced to practice by
DYTECH or both Parties pursuant to any SOW, shall be Developed Technology for all purposes hereunder.

Section 2.2. Expenses - All reasonable and customary expenses incurred by DYTECH in performing its obligations as part of the SOW(s)
of this Agreement shall be borne and paid for by AMEDICA. DYTECH will provide to AMEDICA, and the Parties will mutually agree to
these expenses prior to initiation of each SOW, or upon re-direction of work by revision or additional SOW(s). DYTECH shall invoice
AMEDICA for all such expenses on a monthly basis and AMEDICA shall pay the invoices within [*************] thereof. Otherwise,
each Party shall bear all of its own fees, expenses, and/or costs of any kind hereunder unless expressly noted herein to the contrary or as
agreed to in writing by both Parties from time to time.

Section 2.3. Independent Contractor - The Parties acknowledge that they are independent contractors. Each Party further acknowledges that
it does not consider any of its employees to be an employee of, or affiliated with, the other Party, and accordingly, such employees are not
entitled to employment benefits from the other Party.

Section 2.4. Non-Competition - [*********************************************
*******************************************************************************************], DYTECH shall not,
directly or indirectly, on its own behalf or on behalf of any Person other than AMEDICA, whether as agent, employee, consultant or in any
other capacity, develop, design or manufacture, or provide any services involving the development, design or manufacture, of any products
that compete with any Product within AMEDICA’s Field of Use. Nothing in this Agreement shall restrict or preclude DYTECH from
acting in the above or other capacities to develop, design or manufacture, or provide any services involving the development, design or
manufacture, related to items or products utilizing Patent Rights, Process Know-how, or Developed Technology solely within DYTECH’s
Field of Use.

ARTICLE 3 - License Grant

Section 3.1. License Grant - DYTECH hereby grants to AMEDICA an exclusive (even as to DYTECH itself) license to Patent Rights,
Process Know-how, and Improvements (pursuant to Section 3.2 below) including the right to grant Sublicenses, to develop, have
developed, make, have made, use, have used, import, have imported, sell, offer for sale, have sold, market, commercialize, distribute and
otherwise dispose of Products for all uses within AMEDICA’s Field of Use within the Territory.

Section 3.2. License to Improvements - During the term of this Agreement, DYTECH shall deliver to AMEDICA a reasonably detailed
written description of any Improvement (the “Improvement Notice”). The Improvement Notice shall be delivered to AMEDICA as soon as
practicable after DYTECH develops or discovers the Improvement, but in any event prior to disclosure of such Improvement to any Third
Party (except DYTECH’S own professional Third Party patent advisors and lawyers, each of which will be subject to written confidentiality
obligations no less stringent than those contained herein). AMEDICA shall have the exclusive right and option, exercisable for a period of
[*************] after its receipt of the Improvement Notice, to include the Improvement within the scope of the exclusive license grant
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of Section 3.1 above by delivering to DYTECH a written notice (the “Exercise Notice”) to such effect. If AMEDICA delivers an Exercise
Notice for any Improvement, the scope of the exclusive license grant of Section 3.1 above shall, without any further payment by
AMEDICA, be deemed to include such Improvement thereafter.

Section 3.3. Sublicenses - AMEDICA shall have the right to grant sublicenses of any of the rights granted to AMEDICA under this Article
3 to any Third Party; provided, however that no Sublicense shall be inconsistent with the terms of this Agreement. AMEDICA shall
provide DYTECH with a copy of any Sublicense agreement(s) promptly upon full execution. In accordance with the provisions of
Section 3.8 below, AMEDICA shall pay to DYTECH [***] of Sublicense Income received pursuant to any Sublicense of Patent Rights and
Process Know-how granted hereunder for a period of [*********] from the effective date of any such Sublicense agreement.

Section 3.4. Applicability of Bankruptcy Code - The foregoing license shall be deemed to be, for purposes of Section 365(n) of the United
States Bankruptcy Code and any foreign equivalent thereof, a license of rights to “intellectual property” as defined therein. AMEDICA, as
licensee of such rights, shall have the rights and elections with respect thereto as specified in the United States Bankruptcy Code and any
foreign equivalent thereof. This Agreement shall be deemed to be an “agreement supplemental to” the license for purposes of
Section 365(n) and any foreign equivalent thereof. If a bankruptcy proceeding is commenced by or against DYTECH (or any Party
comprising DYTECH) and DYTECH (or a trustee or other Party acting on its behalf) thereafter rejects this Agreement or fails to perform
all of its obligations under this Agreement, then AMEDICA shall be entitled to receive, promptly upon request therefore, a complete
duplicate of (or full access to) any such intellectual property and all embodiments thereof.

Section 3.5. License Fees - Subject to the terms and conditions of this Agreement, and in consideration of the rights granted by DYTECH
under this Agreement, AMEDICA shall pay DYTECH a total of $250,000 in three installments, non-refundable once paid, as follows:
(i) the first shall be in the amount of $50,000 and due upon execution of this Agreement by both Parties; (ii) the second shall be in the
amount of $100,000 and due upon completion of the transfer from DYTECH of Patent Rights and Process Know-how for Products to
AMEDICA pursuant to the first SOW; (iii) the third shall be in the amount of $100,000 and due within 30 days after FDA Clearance of the
first Product in the United States which uses Patent Rights and Process Know-how. AMEDICA shall promptly notify DYTECH in writing
of the FDA Clearance date for this first Product. Target dates for these payments are February 2007, December 2007, and June 2008
respectively; provided, however, such dates are estimates provided by the Parties and do not represent obligations of AMEDICA or rights
of DYTECH.

Section 3.6. Royalties - Subject to the terms and conditions of this Agreement, and in consideration of the rights granted by DYTECH
under this Agreement:

(i) AMEDICA shall pay DYTECH a [*******] royalty on Net Sales on each Product sold by AMEDICA or its Affiliates or its
Sublicensees that was produced, wholly or partially, using DYTECH’s Patent Rights and Process Know-how for a period of [*******]
from the commercial launch of Products in the United States. Potential royalties, as stated by AMEDICA for a single spinal implant
product, following
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successful incorporation of DYTECH technology into AMEDICA’s product range, are listed in Exhibit C; provided, however, such
royalty amounts are estimates and do not represent obligations of AMEDICA or rights of DYTECH.
(ii) Notwithstanding the royalty rates specified in Section 3.6(i) above, no royalties shall accrue upon the disposition of Products by
AMEDICA (a) to its Affiliates or its Sublicensees as samples (promotion or otherwise), (b) as donations (for example, to nonprofit
institutions or government agencies), (c) or use in investigative trials, or (d) as replacement Products. AMEDICA shall be entitled to a
credit for any Product returned to AMEDICA for which (and in an amount equal to) any royalty payments were paid previously.

Section 3.7. Affiliate Sales - In the event that AMEDICA transfers Product to one of its Affiliates for resale of the Product to end-users,
there shall be no royalty due at the time of transfer. Subsequent sales of Product by the Affiliate shall be subject to royalty payments by
AMEDICA as provided in this Agreement.

Section 3.8. Reports; Royalty and Sublicense Payments - During the term of this Agreement, for so long as royalty or other payments are
due, AMEDICA shall furnish to DYTECH a quarterly written report for each calendar quarter showing a summary of Products sold by
AMEDICA, its Affiliates and its Sublicensees during the calendar quarter and the royalties or Sublicense Income payable to DYTECH by
AMEDICA under this Agreement. Reports shall be due on the [*******************] following the close of each calendar quarter.
Royalties and Sublicense Income shown to have accrued by each report, if any, shall be due and payable on the date such report is due.
AMEDICA may offset against any such payments (i) any damages, determined by an arbitrator or a court of competent jurisdiction,
suffered by AMEDICA as a result of any breach of this Agreement by DYTECH. AMEDICA shall keep complete and accurate records in
sufficient detail to enable the royalties and Sublicense Income under this Agreement to be determined. Late payments shall bear interest at
an annual rate equal to the [*****] rate (as published in the [*************] The Wall Street Journal, Eastern edition, as of the date upon
which the payment was due and payable).

Section 3.9. Audits.
(i) Upon the written request of DYTECH and not more than once in each Calendar Year, AMEDICA shall permit an independent
certified public accounting firm selected by DYTECH and consented to in writing by AMEDICA, which consent shall not be
unreasonably withheld, conditioned or delayed, to have, upon at least [*************] notice to AMEDICA, access during normal
business hours to AMEDICA’S records that are reasonably necessary to verify the accuracy of the basis for the License Fees and
Royalties under Section 3.5 and Section 3.6 and Sublicense Income under Section 3.3 of this Agreement. The accounting firm shall
disclose to DYTECH only whether the reports are correct or incorrect and the specific details concerning any discrepancies. DYTECH
shall, and shall require the accounting firm, in a written form approved by AMEDICA, to agree to, treat all information subject to
review under this Section in accordance with the confidentiality provisions of this Agreement. DYTECH shall provide AMEDICA with
an executed copy of the accounting firm’s written confidentiality agreement.
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(ii) If the actual royalty payments for the Calendar Year in question were more or less than they should have been, an adjusting
payment shall be made by the appropriate Party, with interest payable at an annual rate of the [*****] rate (as published in the
[*************] The Wall Street Journal, Eastern edition) from the date of original payment or the date the payment should have been
made, as applicable, to the date of adjustment. The fees charged by such accounting firm shall be paid by DYTECH; provided,
however, that the reasonable fees and expenses of the accounting firm shall be paid by AMEDICA, if an error in favor of DYTECH of
more than the greater of (1) [*******] or (2) [************] of the royalties due under this Agreement is discovered for the Calendar
Year in question.

Section 3.10. Payment; Exchange Rate - All payments to DYTECH under this Agreement shall be made in United States dollars to the
credit of DYTECH at a bank to be designated in writing by DYTECH from time to time.

Section 3.11. Tax Withholding - If laws, rules or regulations require withholding of income taxes or other taxes imposed upon payments set
forth in this Article 3, DYTECH shall provide AMEDICA, prior to any such payment, with all forms or documentation required by any
applicable taxation laws, treaties or agreements applicable to such withholding or as necessary to claim a benefit thereunder, and
AMEDICA shall only make such withholding payments as are required and only subtract such withholding payments as are required from
the payments set forth in this Article 3.

Section 3.12. Records Retention - Each Party shall record in written or electronic form (i) all material information with respect to the
performance of its obligations relating to the project plans and SOWs, (ii) Sales of Products which use Patent Rights and any other
information upon which payments are to be calculated, (iii) all information required to be maintained under Applicable Laws, and (iv) all
other information reasonably required for the performance or administration of this Agreement. To the extent applicable, such records shall
be maintained in a form sufficient to satisfy regulatory authorities. Except as otherwise required by Applicable Laws, the information
required to be recorded pursuant to clause (i) above shall be retained for [*********], the information required to be recorded pursuant to
clauses (ii) and (iii) above shall be retained for [*********], and the information required to be recorded pursuant to clause (iv) above shall
be retained for a reasonable period determined by reference to the purpose for which such information is required.

Section 3.13. For the avoidance of doubt, on a Product-by-Product basis, upon expiration of AMEDICA’s payment obligations pursuant to
this Article 3, the license granted to AMEDICA pursuant to Section 3.1 above, thereafter automatically shall be perpetual and fully paid up
for such Product.
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ARTICLE 4 - Limitation of Liability

NEITHER DYTECH NOR AMEDICA SHALL UNDER ANY CIRCUMSTANCES BE LIABLE TO EACH OTHER OR THEIR
RESPECTIVE AFFILIATES FOR ANY INCIDENTAL, INDIRECT, CONSEQUENTIAL, SPECIAL OR PUNITIVE DAMAGES,
INCLUDING, BUT NOT LIMITED TO, LOSS OF PRODUCTION TIME, LOST REVENUES, LOST PROFITS, LOST SAVINGS, OR
OTHER SIMILAR DAMAGES, ARISING OUT OF THIS AGREEMENT AND THE PARTY’S PERFORMANCE OF ITS
OBLIGATIONS HEREIN, EVEN IF EITHER PARTY HAS BEEN ADVISED OF THE POSSIBILITY OF SUCH DAMAGES. THIS
LIMITATION SHALL REMAIN IN FULL FORCE AND EFFECT REGARDLESS OF WHETHER THE REMEDIES HEREIN ARE
DETERMINED TO HAVE FAILED OF THEIR ESSENTIAL PURPOSE.

EACH PARTY EXPRESSLY DISCLAIMS ANY EXPRESS OR IMPLIED WARRANTY, INCLUDING WARRANTIES OF
MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE, ARISING OUT OF ITS PERFORMANCE OR ATTEMPTED
DEVELOPMENT PURSUANT TO THIS AGREEMENT.

NOTWITHSTANDING ANYTHING CONTAINED HEREIN TO THE CONTRARY, DYTECH ONLY AUTHORIZES AMEDICA TO
USE ANY SAMPLES OF MATERIALS AND/OR COMPONENTS IT MAY SUPPLY TO AMEDICA FOR THE PURPOSE OF
AMEDICA’S RESEARCH, DEVELOPMENT AND REGULATORY APPROVAL EFFORTS IN ACCORDANCE WITH ALL
APPLICABLE LAWS AND SUCH SAMPLES ARE NOT TO BE USED FOR ANY OTHER PURPOSE BY AMEDICA. IT IS
UNDERSTOOD BY THE PARTIES THAT SUCH SAMPLES OR COMPONENTS PROVIDED ARE EXPERIMENTAL IN NATURE
AND ARE SUPPLIED SOLELY FOR USE IN NON-HUMAN IN VIVO OR NON-IN VIVO TESTING. IT IS ALSO UNDERSTOOD BY
THE PARTIES THAT AMEDICA OR CONTRACT MANUFACTURERS ENGAGED BY AMEDICA, AND NOT DYTECH SHALL
MANUFACTURE ALL PRODUCTS FOR AMEDICA’S FIELD OF USE.

NEITHER PARTY WARRANTS NOR REPRESENTS THAT ANY PRODUCT, APPARATUS OR PROCESS CONCEIVED,
DEVELOPED, OR USED IN ACCORDANCE WITH THIS AGREEMENT DOES NOT INFRINGE ANY INTELLECTUAL
PROPERTY RIGHTS OF ANY THIRD PARTY. EACH PARTY WILL, HOWEVER, NOTIFY THE OTHER PARTY PROMPTLY IF A
PARTY HAS A REASONABLE BASIS FOR BELIEVING THAT ANY SUCH PRODUCT OR PROCESS WOULD INFRINGE ANY
INTELLECTUAL PROPERTY RIGHT OF A THIRD PARTY.

ARTICLE 5 - Indemnification

Section 5.1. AMEDICA agrees to indemnify, defend and hold harmless DYTECH, and its Affiliates, and their respective shareholders,
directors, officers, employees, agents, representatives and contractors (each, a “DYTECH Indemnitee”) from and against, any and all
liabilities, damages, claims, demands, losses, judgments, actions, causes of actions, lawsuits, proceedings, costs and expenses (including
attorneys’ fees) to which any DYTECH Indemnitee becomes subject and which directly arose out of Third Party claims regarding (a) the
design, development, manufacture, assembly or sale of Products, including all the use of warnings,
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labels and instructions required by Applicable Laws and regulations to be affixed to Products, by AMEDICA, (b) any material breach of
this Agreement by AMEDICA, or (c) the gross negligence or willful misconduct of AMEDICA, in any such case under this Section 5.1,
except to the extent such damages arose out of a material breach of this Agreement by DYTECH, or DYTECH’S gross negligence or willful
misconduct.

Section 5.2. [******************************************************************
*****************************************************************************
*****************************************************************************
*****************************************************************************
*****************************************************************************
*****************************************************************************
*****************************************************************************
******************************************************************
******************************].

Section 5.3. Indemnification Procedures - In the event that any Indemnitee is seeking indemnification under Section 5.1 or 5.2 above from a
Party (the “Indemnifying Party”), the Indemnitee shall notify the Indemnifying Party of such claim with respect to such Indemnitee as soon
as reasonably practicable after the Indemnitee receives notice of the claim, and the Indemnitee shall permit the Indemnifying Party to
assume direction and control of the defense of the claim (including the right to settle the claim solely for monetary consideration) and shall
cooperate as requested (at the expense of the Indemnifying Party) in the defense of the claim. The indemnification obligations under
Article 5 shall not apply to any harm suffered as a direct result of any delay in notice to the Indemnifying Party hereunder or to amounts
paid in settlement of any claim, demand, action or other proceeding if such settlement is effected without the consent of the Indemnifying
Party, which consent shall not be withheld or delayed unreasonably. The Indemnitee, its employees and agents, shall reasonably cooperate
with the Indemnifying Party and its legal representatives in the investigation of any claim, demand, action or other proceeding covered by
Section 5.1 or 5.2. The Indemnifying Party, without the consent of the Indemnitee, shall not settle any claim, demand, action or other
proceeding covered by Section 5.1 or 5.2 unless such settlement obtains the full and unconditional release of the Indemnitee and its
Affiliates, and their respective shareholders, directors, officers, employees, agents, representatives and contractors.

ARTICLE 6 - Assignment of Technology and Applications;
Patent Filing, Prosecution and Maintenance

Section 6.1. It is agreed by the Parties that, subject to the license provided to DYTECH pursuant to Section 6.2 below, all right, title and
interest in and to any and all Developed Technology shall be solely owned by AMEDICA. During the term of this Agreement, and
thereafter, whenever requested in writing to do so by AMEDICA, DYTECH shall:

(i) Execute any and all applications, bills of sale, assignments, and other instruments which AMEDICA shall deem reasonably
necessary to apply for and obtain letters, patent or other protection for the Developed Technology and Products;
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(ii) Render reasonable requested aid and assistance in any U.S. or European Patent and Trademark Office proceeding or litigation
pertaining to the Developed Technology, and Products within AMEDICA’s Field of Use; and
(iii) Assign and convey to AMEDICA or its nominee the sole and exclusive and royalty-free right, title and interest in and to the
Developed Technology, subject to Section 2.4 above and Section 6.2 below.

DYTECH hereby irrevocably appoints AMEDICA (or AMEDICA’s designee) as DYTECH’s attorney-in-fact to act for and on behalf of
DYTECH to take whatever actions and execute whatever documents are deemed necessary or appropriate in AMEDICA’s sole opinion to
carry out DYTECH’s obligations under this Article 6 of this Agreement in the event that DYTECH is unable, unwilling or unavailable to do
so.

All expenses reasonably incurred by DYTECH in connection with this ARTICLE 6 shall be borne or paid by AMEDICA in accordance
with Section 2.2 above.

The parties acknowledge that this agreement to assign rights to AMEDICA shall not apply to any invention for which no AMEDICA
equipment, supplies, or facilities were used and which was or is developed by DYTECH exclusive of AMEDICA’s Technology and
without the creative or inventive contribution of AMEDICA.

Section 6.2. DYTECH License to Developed Technology. AMEDICA agrees to grant and does hereby grant to DYTECH the exclusive,
worldwide, royalty-free right to Developed Technology to make, have made, make for others, use, sell, offer for sale, import, or otherwise
commercially transfer products, that are not Products, within DYTECH’s Field of Use throughout the Territory.

Section 6.3. Patent Filing, Prosecution and Maintenance. Subject to the other terms of this Section 6.3, DYTECH shall be responsible for
preparing, filing, prosecuting, obtaining and maintaining (collectively, “Patent Efforts”), at its sole expense and discretion, and using patent
counsel reasonably acceptable to AMEDICA, all Patent Rights. DYTECH (i) will provide AMEDICA with a copy of any proposed patent
application within the Patent Rights and relevant to AMEDICA’s Field of Use for review and comment reasonably in advance of filing,
which shall under no circumstances be less than thirty (30) days), and (ii) will keep AMEDICA reasonably informed of the status of its
Patent Efforts, including, without limitation, (A) by providing AMEDICA with copies of all communications received from or filed in
patent office(s) with respect to Patent Rights, and (B) by providing AMEDICA, a reasonable time prior to taking or failing to take any
action that would affect the scope or validity of Patent Rights (including the substantially narrowing, cancellation or abandonment of any
claim(s) without retaining the right to pursue such subject matter in a separate application, or the failure to file or perfect the filing of any
claim(s) in any country), with prior written notice of such proposed action or inaction so that AMEDICA has a reasonable opportunity to
review and comment, which comments will be considered in good faith by DYTECH. If DYTECH fails to undertake or chooses not to
undertake any Patent Efforts with respect to any invention under such Patent Rights or otherwise chooses to abandon, allow to lapse or
cease maintenance of any of the Patent Rights, then DYTECH will notify AMEDICA thereof in writing not less than ninety (90) days prior
to the last date for taking any action required to preserve such Patent Rights. AMEDICA will have the opportunity to purchase such Patent
Rights, at an agreed market price, in which case
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DYTECH would assign to AMEDICA all of its rights to such Patent Rights and any subsequently issued patents thereon in the applicable
country or countries, each of which thereafter will be owned solely by AMEDICA subject to all other existing licenses.

ARTICLE 7 - Confidentiality / Publicity

Section 7.1. Confidentiality.
(a) Confidential Information. As used in this Agreement, the term “Confidential Information” means (a) any information other than

that excluded in paragraph (c), below, designated as such in writing by either Party, whether by letter or by the use of an appropriate
proprietary stamp or legend, prior to or at the time any such confidential or proprietary materials or information are disclosed by either
Party and (b) all Confidential Information, as defined in that certain Confidential Disclosure Agreement by and between the Parties dated
May 15, 2006 (the “CDA”). Notwithstanding the foregoing, information or materials which are orally or visually disclosed by one Party to
the other, or are disclosed in a writing or other tangible form without an appropriate letter, proprietary stamp or legend, shall constitute
Confidential Information if the Disclosing Party, within thirty (30) days after such disclosure, delivers to the Receiving Party a written
document or documents describing such information or materials and referencing the place and date of such oral, visual, written or other
tangible disclosure.

(b) Non-disclosure of Confidential Information. Each Party shall hold in confidence and shall not disclose any Confidential
Information, except (i) as expressly permitted under this Agreement, or (ii) as required by applicable law or legal process, in which instance
the Receiving Party shall provide the Disclosing Party with prior written notice of any such disclosure so that the Disclosing Party can seek
an appropriate protective order. The Receiving Party shall disclose such Confidential Information only to its employees and consultants,
and to those employees and consultants of its affiliates (i.e., another business entity which directly or indirectly controls, is under the
control of, or is under common control with, the Receiving Party), who have a need to receive such Confidential Information in order to
participate in the performance of this Agreement, are apprised of the confidential nature of the Confidential Information and are, or have
agreed in writing to be, bound by the provisions of this Agreement. The Receiving Party shall use Confidential Information only for the
purpose for which it was disclosed and shall not use or exploit such Confidential Information for the Receiving Party’s own benefit or for
the benefit of another without the prior written consent of the Disclosing Party, including without limitation, for the filing or support of any
patent application. The obligations of the Receiving Party pursuant to this Section shall survive for a period of [*********] from and after
termination of this Agreement pursuant to Article 10 below.

(c) Limitation on Obligations. The obligations specified in Section shall not apply with respect to any information, which the
Receiving Party can establish by written records:

(i) was already in the Receiving Party’s possession prior to disclosure hereunder;
(ii) is or becomes available to the public through no wrongful act of the Receiving Party
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(iii) is disclosed, without restriction on further disclosure, to the Receiving Party by a Third Party having no duty of confidentiality
with respect to such information whether to the Disclosing Party or to another Party, and having the legal right to disclose such
information;
(iv) is approved for release by written authorization of an officer of the Disclosing Party; or,
(v) has been developed by or for the Receiving Party independently by person having no access to the Confidential Information.

Section 7.2. Publicity - AMEDICA shall have the right to control all publicity and publications of all data, findings and information related
to the Developed Technology within AMEDICA’s Field of Use and Products without approval of DYTECH subject to the confidentiality
provisions contained herein.

ARTICLE 8 - Patents/Enforcement of Patent Rights

Section 8.1. DYTECH Representations and Warranties - DYTECH hereby represents and warrants to AMEDICA as follows:
(i) Patent Rights - DYTECH owns, or holds valid rights to use the Patent Rights and Process Know-how. DYTECH has fully disclosed,
or will fully disclose within thirty (30) days of the Effective Date, to AMEDICA all Process Know-how for which DYTECH has
written documentation. DYTECH represents and warrants that it is the sole and exclusive owner of all right, title and interest in and to
the Patent Rights and Process Know-how.
(ii) No Infringement - No Person has asserted a claim, formal or informal, against DYTECH that (a) challenges the validity of
DYTECH’s interest in the Patent Rights or Process Know-how, (b) alleges that DYTECH’s use of the Patent Rights or Process Know-
how infringes, misappropriates or violates the rights of any Person, or (c) seeks to enjoin or restrain DYTECH’s use of the Patent
Rights or Process Know-how in any manner that would interfere with the successful execution and completion of this Agreement. To
the best of DYTECH’s knowledge, no Person has a meritorious basis for any such claim.
(iii) Licenses - DYTECH has the right to grant to AMEDICA the licenses to the Patent Rights or Process Know-how, or contemplated
to be granted, by this Agreement, DYTECH has not, prior to the date of this Agreement, granted to any other Person a license under any
of the Patent Rights or Process Know-how for Products or a covenant not to sue with respect to any of the Patent Rights or Process
Know-how for Products.
(iv) No Other Agreements - DYTECH represents and warrants that DYTECH does not presently have, and will not hereafter enter into,
any agreements with other Parties that are inconsistent with this Agreement.
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Section 8.2. Infringement by Third Parties  - If any of the Patent Rights acquired by AMEDICA for Products after the Effective Date of this
Agreement is infringed and/or misappropriated by a Third Party, the Party first having knowledge of such infringement/misappropriation
shall promptly notify the other Party in writing. The notice shall set forth the facts of such infringement and/or misappropriation in
reasonable detail.

Section 8.3. Prosecution of Infringement Actions.
(i) AMEDICA shall have the primary right, but not the obligation, to institute, prosecute and control any claim, action or proceeding
with respect to any infringement/misappropriation of any of the Patent Rights related to Products (an “Infringement Action”), by
counsel of its own choice, at AMEDICA’s sole expense. DYTECH shall cooperate with AMEDICA at AMEDICA’s request in the
prosecution of any such Infringement Action. In such event, DYTECH shall have the right to be represented in that Infringement
Action by counsel of its own choice and at DYTECH’s expense.
(ii) If AMEDICA fails to bring an Infringement Action within a period of [***********] after receiving written notice from DYTECH
or otherwise having knowledge of the infringement/misappropriation of any of such Patent Rights, as described in Section 8.3(i) above,
DYTECH shall have the right to bring and control the Infringement Action by counsel of its own choice and at DYTECH’s expense. In
such event, AMEDICA shall have the right to be represented in that Infringement Action by counsel of its own choice and at
AMEDICA’s expense.
(iii) No settlement, consent judgment or other voluntary final disposition of an Infringement Action under this Section 8.3 may be
entered into without the joint consent of AMEDICA and DYTECH (which consent shall not be unreasonably withheld, conditioned or
delayed).
(iv) If AMEDICA brings an Infringement Action, any damages or other monetary awards recovered by AMEDICA shall be applied
first to defray all of the costs and expenses incurred in the Infringement Action, and second to AMEDICA in reimbursement for lost
sales (net of royalties) associated with Products and to DYTECH in reimbursement for lost royalties owing hereunder based on such
lost sales. If any balance remains, AMEDICA shall pay DYTECH an amount equal to [********] of such balance.
(v) If AMEDICA fails to bring an Infringement Action and DYTECH brings an Infringement Action, any damages or other monetary
awards recovered by DYTECH shall be applied first to defray all of the costs and expenses incurred in the Infringement Action, and
second to AMEDICA in reimbursement for lost sales (net of royalties) associated with Products and to DYTECH in reimbursement for
lost royalties owing hereunder based on such lost sales. If any balance remains, DYTECH shall pay AMEDICA an amount equal to
[********] of such balance.
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Section 8.4. Patent Marking - AMEDICA shall mark all packaging, advertisements and promotional literature for Products which use
Patent Rights with the appropriate patent numbers or as “patent pending”, as the case may be.

ARTICLE 9 - - Representations, Warranties and Covenants

Section 9.1. Representations, Warranties and Covenants of DYTECH - DYTECH hereby represents warrants and covenants as follows:
(i) To its knowledge, DYTECH has not heretofore made, and will not hereafter make, any contract or commitment contrary to the
terms of this Agreement or in derogation of the rights acquired or to be acquired hereunder by AMEDICA;
(ii) DYTECH has the full power and authority to enter into and be bound by the terms and conditions of this Agreement;
(iii) DYTECH shall promptly disclose in writing to AMEDICA any advancements, improvements, and/or modifications to Developed
Technology relevant to AMEDICA’s Field of Use within [**************] after conception thereof,
(iv) Subject to the provisions of Article 5, DYTECH shall indemnify AMEDICA against any loss, damage, cost, or expense that it may
suffer or incur as a result of any breach of the representations, warranties or covenants of DYTECH contained in this Agreement; and
(v) DYTECH agrees that the representations and warranties of DYTECH contained in this Agreement shall survive the termination or
cancellation of this Agreement for [**********] thereafter.

Section 9.2. Representations, Warranties and Covenants of AMEDICA - AMEDICA hereby represents warrants and covenants as follows:
(i) AMEDICA will reasonably cooperate with DYTECH in providing information and feed-back regarding the quality of the Products
to reasonably assist DYTECH in performing its obligations in this Agreement;
(ii) AMEDICA has the power and authority to enter into and be bound by the terms and conditions of this Agreement;
(iii) AMEDICA shall promptly disclose in writing to DYTECH any advancements, improvements, and/or modifications to Developed
Technology relevant to DYTECH’S Field of Use within [**********] after conception thereof,
(iv) Subject to the provisions of Article 5, AMEDICA will indemnify DYTECH against any loss, damage, cost, or expense that it may
suffer or incur as a result of any breach of the representations, warranties or covenants of AMEDICA contained in this Agreement; and
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(v) AMEDICA agrees that the representations, warranties and covenants of AMEDICA contained in this Agreement shall survive the
termination or cancellation of this Agreement for [**********] thereafter.

Section 9.3. Diligence - AMEDICA will exercise commercially reasonable efforts and diligence in developing and commercializing
Products in AMEDICA’s Field of Use in the Territory, such reasonable efforts and diligence to be in accordance with the efforts and
resources AMEDICA would use for a product candidate owned by it or to which it has rights, which is of similar market potential as the
applicable Product, taking into account the competitiveness of the marketplace, the proprietary position of the Product, the relative
potential safety and efficacy of the Product, the cost of goods and availability of capacity to manufacture and supply the Product at
commercial scale, the profitability of the applicable Product, and other relevant factors including, without limitation, technical, legal,
scientific or medical factors. In the event that AMEDICA fails to use due diligence as required hereunder, then on a Product-by-Product
and country-by-country basis as to the Product in the country in which AMEDICA has failed to use due diligence as required hereunder,
and subject to the provisions of Section 11.4 hereof, DYTECH may convert the licenses granted under Section 3 of this Agreement from
exclusive licenses to non-exclusive licenses, in either case only as such licenses apply to such Product in such country, which conversion
shall be effective upon the later of expiration of the cure period specified in Section 10.2 below provided that such failure remains uncured
upon such expiration, or final resolution under Section 11.4 if applicable.

ARTICLE 10 - Term and Termination

Section 10.1. Duration - This Agreement shall commence on the Effective Date specified above and, unless terminated as provided herein,
remain in force for as long as AMEDICA continues to have payment obligations hereunder.

Section 10.2. Termination - This Agreement may be terminated as follows:
(i) By either Party upon providing written notice of a material breach by the other Party of any material representation or obligation
contained in this Agreement, and failure of that Party to remedy such breach within [**********], in the case of breach of a payment
obligation, or [**********] in the case of any other representation or obligation, after receipt of written notice of such breach, which
shall include but is not limited to, any failure of either DYTECH or AMEDICA to perform their obligations contained in this
Agreement
(ii) AMEDICA shall have the right to terminate this Agreement at any time upon [************************] written notice to
DYTECH. On termination under this clause AMEDICA will compensate Dytech for loss of royalties and Sublicensees income. The
level of compensation will be negotiated in good faith at the time of termination.

 
17

Portions of this Exhibit were omitted and have been filed separately with the Secretary of the Commission pursuant to the
Company’s application requesting confidential treatment under Rule 406 of the Securities Act of 1933, as amended.



(iii) By either Party upon providing written notice if the other Party files for bankruptcy, makes an assignment for the benefit of
creditors, appoints or suffers appointment of a receiver or trustee over its property, files a petition under any bankruptcy or insolvency
act or has any such petition filed against it which is not discharged within [**********] of the filing thereof, then the other Party may
terminate this Agreement effective immediately upon [*********] written notice to such Party.

Section 10.3 Effects of Termination. Upon termination pursuant to this Article 10, AMEDICA shall pay DYTECH reasonable costs, if any,
payable under Article 2 or for completion of the project DYTECH is working on at the time of such termination notice only, and
AMEDICA shall not be obligated to pay DYTECH any amounts for project work which DYTECH has not commenced at the time of such
termination notice, and DYTECH and AMEDICA shall be relieved of all further obligations under Section 2 of this Agreement. Upon
termination pursuant to this Article 10, AMEDICA shall also continue to pay DYTECH any amounts due or which will eventually fall due
under any provision of Article 3 and DYTECH shall do nothing to prevent the continued commercial exploitation of Patent Rights and
Process Know-how by AMEDICA in AMEDICA’s Field of Use as AMEDICA has so far achieved, it being understood that the license
granted to AMEDICA under Article 3 shall from such termination become non-exclusive and be restricted only to those areas of
AMEDICA’s Field of Use which have been commercialized as of the date of termination.

Section 10.4 Loss of Exclusivity. In the event that no Product incorporating the Technology claimed in the Patent Rights or Process Know-
how is successfully commercialized within three (3) years of the Effective Date, DYTECH shall have the right, upon thirty (30) days prior
written notice to AMEDICA (the “Nonexclusive Date”), to convert the exclusive licenses provided hereunder into non-exclusive licenses;
provided, however such three-year period will be increased to four years if clinical trials are required by the applicable regulatory authority
for FDA Clearance. For the avoidance of doubt, as of the Nonexclusive Date, the exclusive licenses provided in Sections 3.1 and 6.2 shall
be non-exclusive and (a) DYTECH shall be free to non-exclusively license the Patent Rights, Process Know-how and Improvements to
Third Parties without any obligation to AMEDICA, and (b) AMEDICA shall be free to non-exclusively license Developed Technology to
Third Parties without any obligation to DYTECH.

ARTICLE 11 - Miscellaneous Provisions

Section 11.1. Relationship of the Parties  - Nothing contained in this Agreement shall be construed to place the Parties in a relationship of
partners, joint venturers, or principal and agent. Neither Party is authorized to assume or undertake any obligation of any kind, express or
implied, on behalf of the other Party.
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Section 11.2. Notices - All notices, requests and other communications hereunder shall be in writing, shall be addressed to the receiving
party’s address set forth below or to such other address as a party may designate by notice hereunder, and shall be either (i) delivered by
hand, (ii) made by facsimile transmission (to be followed with written fax confirmation), (iii) sent by private courier service providing
evidence of receipt, or (iv) sent by registered or certified mail, return receipt requested, postage prepaid. The addresses and other contact
information for the parties are as follows:
If to DYTECH:

Dytech Corporation Ltd
Stopes Road
Stannington, Sheffield
S6 6BW England
Facsimile:
Attention:

With a copy to:

If to AMEDICA:
Amedica Corporation
615 Arapeen Drive, Suite 302
Salt lake City, UT 84108

With a copy to:
Jonathan L. Kravetz, Esq.
Mintz, Levin, Cohn, Ferris, Glovsky and Popeo, P.C.
One Financial Center
Boston, MA 02111

All notices, requests and other communications hereunder shall be deemed to have been given either (i) if by hand, at the time of the
delivery thereof to the receiving party at the address of such party set forth above, (ii) if made by facsimile transmission, at the time that
receipt thereof has been acknowledged by the recipient, (iii) if sent by private courier, on the third (3rd) business day after such notice is
delivered to the courier service, or (iv) if sent by registered or certified mail, on the fifth (5th) business day following the day such mailing
is made.

Section 11.3. Governing Law - In the event of any dispute hereunder, the laws of the United States of America, State of Delaware shall
govern the validity, performance, enforcement and any other aspect of this Agreement, notwithstanding any jurisdiction’s choice of rules to
the contrary.

Section 11.4. Arbitration - If any matter involving claims and/or disputes or other questions arising out of, or relating to this Agreement or
to a breach hereof or default hereunder cannot be settled by mutual agreement within thirty (30) days following notice by one Party to the
other that such Party deems a claim, dispute, question, breach or default to have arisen hereunder, such matter shall be settled by arbitration
in accordance with the then current Commercial Arbitration Rules of the American Arbitration Association, by a sole arbitrator, and the
Parties expressly waive their rights to a trial by jury of such claims and/or disputes. The arbitration shall be governed by the United States
Arbitration Act, 9 U.S.C. §§1-16, and judgment upon the award rendered by the arbitrator may be entered by any court having jurisdiction
thereof. The place of arbitration shall be in the State of Delaware, United States of America. The arbitrator is not
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empowered to award punitive damages or damages in excess of compensatory damages and each Party hereby irrevocably waives any right
to recover such damages with respect to any dispute resolved by arbitration.

Section 11.5. Assignment - This Agreement shall be binding upon and inure to the benefit of the Parties hereto, their successors and
assignees. AMEDICA or DYTECH shall not assign any of its rights or obligations hereunder without the prior written consent of the other;
provided, however, that either Party may, without the written consent of the other, assign this Agreement and its rights and delegate its
obligations hereunder to its Affiliates, or in connection with the transfer or sale of all or substantially all of such Party’s assets or business
related to this Agreement, or in the event of its merger, consolidation, change in control or similar transaction. Any permitted assignee shall
assume all obligations of its assignor under this Agreement. Any purported assignment in violation of this Section 11.5 shall be void. The
terms and conditions of this Agreement shall be binding upon and inure to the benefit of the permitted successors and assigns of the Parties.

Section 11.6. Severability - Should any part of this Agreement be declared invalid or illegal by a court or other competent authority having
jurisdiction over the matter and any part hereof, such decision shall not affect the validity of any remaining portion hereof which shall
remain in full force and effect as if the invalid portion were never a part of this Agreement when it was executed.

Section 11.7. Waiver of Breach - The waiver or failure of either Party to exercise in any respect any right provided under this Agreement
shall not be deemed to be a waiver of any future right hereunder.

Section 11.8. Modification - This Agreement may not be modified or altered except by written instrument duly executed by both
AMEDICA and DYTECH.

Section 11.9. Entire Agreement - This Agreement contains the entire agreement of the Parties hereto with respect to the subject matter
hereof and shall be deemed to supersede all prior agreements, whether written or oral, including without limitation the CDA.

Section 11.10. Limitations. Except as expressly set forth in this Agreement, neither Party grants to the other Party any right or license to any
of its intellectual property.

Section 11.11. Force Majeure. Neither Party shall be liable for failure of or delay in performing obligations set forth in this Agreement, and
neither shall be deemed in breach of its obligations, if such failure or delay is due to natural disasters or any causes beyond the reasonable
control of such Party. In event of such force majeure, the Party affected thereby shall use reasonable efforts to cure or overcome the same
and resume performance of its obligations hereunder.

Section 11.12. Further Assurances. Each Party agrees to execute, acknowledge and deliver such further instructions, and to do all such other
acts, as may be necessary or appropriate in order to carry out the purposes and intent of this Agreement.
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Section 11.13. Counterparts. This Agreement may be executed simultaneously in one or more counterparts, each of which shall be deemed
an original, but all of which together shall constitute one and the same instrument.

IN WITNESS WHEREOF, the Parties hereto have executed this Agreement as of the date first above written.
 
AMEDICA CORPORATION   DYTECH CORPORATION LTD

By:  /s/ Bryan McEntire   By:  /s/ T.M. O’Brien
Title: Vice President, Mfg.   Title: Director
Date: December 27, 2006   Date: December 20, 2006
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EXHIBIT A

Patent Rights

[See attached “DYTECH CORPORATION LTD US Patents and Equivalents”]
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DYTECH CORPORATION LTD

US Patents and Equivalents
 

Base UK Patent   Title   US Patent   Countries   Number   Status

[******************]
[******************]

  

[******************]

  

[******************]

  

[*******]
[*******]
[*******]
[*******]
[*******]
[*******]
[*******]
[*******]
[*******]
[*******]
[*******]
[*******]   

[*******]
[*******]
[*******]
[*******]
[*******]
[*******]
[*******]
[*******]
[*******]
[*******]
[*******]
[*******]   

[*******]
[*******]
[*******]
[*******]
[*******]
[*******]
[*******]
[*******]
[*******]
[*******]
[*******]
[*******]

[******************]

  

[******************]

  

[******************]

  

[*******]
[*******]
[*******]
[*******]
[*******]
[*******]
[*******]   

[*******]
[*******]
[*******]
[*******]
[*******]
[*******]
[*******]   

[*******]
[*******]
[*******]
[*******]
[*******]
[*******]
[*******]

[******************]

  

[******************]

  

[******************]

  

[*******]
[*******]
[*******]
[*******]
[*******]
[*******]
[*******]
[*******]
[*******]
[*******]   

[*******]
[*******]
[*******]
[*******]
[*******]
[*******]
[*******]
[*******]
[*******]
[*******]   

[*******]
[*******]
[*******]
[*******]
[*******]
[*******]
[*******]
[*******]
[*******]
[*******]
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  [BAR CODE]
UNITED STATES PATENT
[******************]
[******************]   

Patent Number: [******************]
Date of Patent: [******************]

 
Inventors: [******************]
                   [******************]
                   [******************]
                   [******************]
                   [******************]

  

[******************************************]
[******************************************]
[******************************************]
[******************************************]
[******************************************]
[******************************************]
[******************************************]
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EXHIBIT B

Form of Statement of Work

Collaborative Product Development Agreement
Between AMEDICA CORPORATION and DYTECH CORPORATION LTD

 
SOW No. and Rev.:   AMEDICA Project Manager:
Effective Date:   DYTECH Project Manager:

Project Description:

Design Documents, Drawings, Material, Process and Manufacturing Specifications:

Project Deliverables:

Tasks, Deadlines, Milestones and Responsibilities:

DYTECH’S Cost & Expenses:

SOW Approvals
 
Name   Signature   Date
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EXHIBIT C

The following approximate annual royalties are predicted following successful incorporation of DYTECH technology in a single spinal
implant within AMEDICA’s product range based on a royalty level of [*******] of net sales value.
 

2006:  Initial License Fee   -  $ 150k
2007:  Final License Fee   -  $ 100k
2008:  Royalty Payment   -   [*******]
2009:  Royalty Payment   -   [*******]
2010:  Royalty Payment   -   [*******]
2011:  Royalty Payment   -   [*******]

[Note to Dytech: Given uncertainties in Amedica’s business plan, it was decided that the estimates above were appropriate for this purpose.
The actual royalty payments may be higher or lower, but closer estimates are not predictable at this time.]

Portions of this Exhibit were omitted and have been filed separately with the Secretary of the Commission pursuant to the
Company’s application requesting confidential treatment under Rule 406 of the Securities Act of 1933, as amended.



Exhibit 10.50
AMEDICA CORPORATION

2007 EMPLOYEE, DIRECTOR AND CONSULTANT EQUITY INCENTIVE PLAN
 
1. DEFINITIONS.

Unless otherwise specified or unless the context otherwise requires, the following terms, as used in this Amedica Corporation 2007
Employee, Director and Consultant Equity Incentive Plan, have the following meanings:

Administrator means the Board of Directors, unless it has delegated power to act on its behalf to the Committee, in which case the
Administrator means the Committee.
Affiliate means a corporation which, for purposes of Section 424 of the Code, is a parent or subsidiary of the Company, direct or
indirect.
Agreement means an agreement between the Company and a Participant delivered pursuant to the Plan, in such form as the
Administrator shall approve.
Board of Directors means the Board of Directors of the Company.
Cause means dishonesty with respect to the Company or any Affiliate, insubordination, substantial malfeasance or non-feasance
of duty, unauthorized disclosure of confidential information, breach by the Participant of any provision of any employment,
consulting, advisory, nondisclosure, non-competition or similar agreement between the Participant and the Company, and conduct
substantially prejudicial to the business of the Company or any Affiliate; provided, however, that any provision in an agreement
between the Participant and the Company or an Affiliate, which contains a conflicting definition of “Cause” for termination and
which is in effect at the time of such termination, shall supersede this definition with respect to that Participant. The determination
of the Administrator as to the existence of Cause will be conclusive on the Participant and the Company.
Change of Control means the occurrence of any of the following events:

 

 

(i) Ownership. Any “Person” (as such term is used in Sections 13(d) and 14(d) of the Securities Exchange Act of 1934, as
amended) becomes the “Beneficial Owner” (as defined in Rule 13d-3 under said Act), directly or indirectly, of securities
of the Company representing 50% or more of the total voting power represented by the Company’s then outstanding
voting securities (excluding for this purpose any such voting securities held by the Company or its Affiliates or by any
employee benefit plan of the Company) pursuant to a transaction or a series of related transactions which the Board of
Directors does not approve; or



 

(ii) Merger/Sale of Assets. (A) A merger or consolidation of the Company whether or not approved by the Board of
Directors, other than a merger or consolidation which would result in the voting securities of the Company outstanding
immediately prior thereto continuing to represent (either by remaining outstanding or by being converted into voting
securities of the surviving entity or the parent of such corporation) at least 50% of the total voting power represented by
the voting securities of the Company or such surviving entity or parent of such corporation, as the case may be,
outstanding immediately after such merger or consolidation; or (B) the stockholders of the Company approve an
agreement for the sale or disposition by the Company of all or substantially all of the Company’s assets; or

 

 

(iii) Change in Board Composition. A change in the composition of the Board of Directors, as a result of which fewer than a
majority of the directors are Incumbent Directors. “Incumbent Directors” shall mean directors who either (A) are
directors of the Company as of                 , 2007, or (B) are elected, or nominated for election, to the Board of Directors
with the affirmative votes of at least a majority of the Incumbent Directors at the time of such election or nomination (but
shall not include an individual whose election or nomination is in connection with an actual or threatened proxy contest
relating to the election of directors to the Company).

Code means the United States Internal Revenue Code of 1986, as amended.
Committee means the committee of the Board of Directors to which the Board of Directors has delegated power to act under or
pursuant to the provisions of the Plan.
Common Stock means shares of the Company’s common stock, $0.01 par value per share.
Company means Amedica Corporation, a Delaware corporation.
Disability or Disabled means permanent and total disability as defined in Section 22(e)(3) of the Code.
Employee means any employee of the Company or of an Affiliate (including, without limitation, an employee who is also serving
as an officer or director of the Company or of an Affiliate), designated by the Administrator to be eligible to be granted one or
more Stock Rights under the Plan.
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Fair Market Value of a Share of Common Stock means:
(1) If the Common Stock is listed on a national securities exchange or traded in the over-the-counter market and sales prices are
regularly reported for the Common Stock, the closing or , if not applicable, the last price of the Common Stock on the composite
tape or other comparable reporting system for the trading day on the applicable date and if such applicable date is not a trading
day, the last market trading day prior to such date;
(2) If the Common Stock is not traded on a national securities exchange but is traded on the over-the-counter market, if sales
prices are not regularly reported for the Common Stock for the trading day referred to in clause (1), and if bid and asked prices for
the Common Stock are regularly reported, the mean between the bid and the asked price for the Common Stock at the close of
trading in the over-the-counter market for the trading day on which Common Stock was traded on the applicable date and if such
applicable date is not a trading day, the last market trading day prior to such date; and
(3) If the Common Stock is neither listed on a national securities exchange nor traded in the over-the-counter market, such value
as the Administrator, in good faith, shall determine.
ISO means an option meant to qualify as an incentive stock option under Section 422 of the Code.
Non-Qualified Option means an option which is not intended to qualify as an ISO.
Option means an ISO or Non-Qualified Option granted under the Plan.
Participant means an Employee, director or consultant of the Company or an Affiliate to whom one or more Stock Rights are
granted under the Plan. As used herein, “Participant” shall include “Participant’s Survivors” where the context requires.
Plan means this Amedica Corporation 2007 Employee, Director and Consultant Equity Incentive Plan.
Shares means shares of the Common Stock as to which Stock Rights have been or may be granted under the Plan or any shares of
capital stock into which the Shares are changed or for which they are exchanged within the provisions of Paragraph 3 of the Plan.
The Shares issued under the Plan may be authorized and unissued shares or shares held by the Company in its treasury, or both.
Stock-Based Award means a grant by the Company under the Plan of an equity award or an equity based award which is not an
Option or a Stock Grant.
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Stock Grant means a grant by the Company of Shares under the Plan.
Stock Right means a right to Shares or the value of Shares of the Company granted pursuant to the Plan — an ISO, a Non-
Qualified Option, a Stock Grant or a Stock-Based Award.
Survivor means a deceased Participant’s legal representatives and/or any person or persons who acquired the Participant’s rights
to a Stock Right by will or by the laws of descent and distribution.

2. PURPOSES OF THE PLAN.
The Plan is intended to encourage ownership of Shares by Employees and directors of and certain consultants to the Company and its

Affiliates in order to attract and retain such people, to induce them to work for the benefit of the Company or of an Affiliate and to provide
additional incentive for them to promote the success of the Company or of an Affiliate. The Plan provides for the granting of ISOs, Non-
Qualified Options, Stock Grants and Stock-Based Awards.

3. SHARES SUBJECT TO THE PLAN.
(a) The number of Shares which may be issued from time to time pursuant to this Plan shall be 2,000,000, or the equivalent of such

number of Shares after the Administrator, in its sole discretion, has interpreted the effect of any future stock split, stock dividend,
combination, recapitalization or similar transaction in accordance with Paragraph 24 of the Plan.

(b) Notwithstanding Subparagraph (a) above, on the first day of each fiscal year of the Company during the period beginning in fiscal
year 2008, and ending on the second day of fiscal year 2017, the number of Shares that may be issued from time to time pursuant to the
Plan, shall be increased by an amount equal to the lesser of (i) 750,000 shares or the equivalent of such number of Shares after the
Administrator, in its sole discretion, has interpreted the effect of any stock split, stock dividend, combination, recapitalization or similar
transaction in accordance with Paragraph 24 of the Plan; (ii) 5% of the number of outstanding shares of Common Stock on such date; and
(iii) an amount determined by the Board.
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(c) If an Option ceases to be “outstanding”, in whole or in part (other than by exercise), or if the Company shall reacquire (at not more
than its original issuance price) any Shares issued pursuant to a Stock Grant or Stock-Based Award, or if any Stock Right expires or is
forfeited, cancelled, or otherwise terminated or results in any Shares not being issued, the unissued Shares which were subject to such Stock
Right shall again be available for issuance from time to time pursuant to this Plan. Notwithstanding the foregoing, if a Stock Right is
exercised, in whole or in part, by tender of Shares or if the Company’s tax withholding obligation is satisfied by withholding Shares, the
number of Shares deemed to have been issued under the Plan for purposes of the limitation set forth in Paragraph 3(a) above shall be the
number of Shares that were subject to the Stock Right or portion thereof, and not the net number of Shares actually issued.

4. ADMINISTRATION OF THE PLAN.
The Administrator of the Plan will be the Board of Directors, except to the extent the Board of Directors delegates its authority to the

Committee, in which case the Committee shall be the Administrator. Subject to the provisions of the Plan, the Administrator is authorized
to:
 

 
a. Interpret the provisions of the Plan and all Stock Rights and to make all rules and determinations which it deems necessary or

advisable for the administration of the Plan;
 

 b. Determine which Employees, directors and consultants shall be granted Stock Rights;
 

 
c. Determine the number of Shares for which a Stock Right or Stock Rights shall be granted, provided, however, that in no event

shall Stock Rights with respect to more than 300,000 Shares be granted to any Participant in any fiscal year;
 

 d. Specify the terms and conditions upon which a Stock Right or Stock Rights may be granted;
 

 
e. Make changes to any outstanding Stock Right, including, without limitation, to reduce or increase the exercise price or purchase

price, accelerate the vesting schedule or extend the expiration date, provided that no such change shall impair the rights of a
Participant under any grant previously made without such Participant’s consent;

 

 

f. Buy out for a payment in cash or Shares, a Stock Right previously granted and/or cancel any such Stock Right and grant in
substitution therefor other Stock Rights, covering the same or a different number of Shares and having an exercise price or
purchase price per share which may be lower or higher than the exercise price or purchase price of the cancelled Stock Right,
based on such terms and conditions as the Administrator shall establish and the Participant shall accept; and
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g. Adopt any sub-plans applicable to residents of any specified jurisdiction as it deems necessary or appropriate in order to comply
with or take advantage of any tax or other laws applicable to the Company or to Plan Participants or to otherwise facilitate the
administration of the Plan, which sub-plans may include additional restrictions or conditions applicable to Stock Rights or
Shares issuable pursuant to a Stock Right.

provided, however, that all such interpretations, rules, determinations, terms and conditions shall be made and prescribed in the context of
not causing any adverse tax consequences under Section 409A of the Code and preserving the tax status under Section 422 of the Code of
those Options which are designated as ISOs. Subject to the foregoing, the interpretation and construction by the Administrator of any
provisions of the Plan or of any Stock Right granted under it shall be final, unless otherwise determined by the Board of Directors, if the
Administrator is the Committee. In addition, if the Administrator is the Committee, the Board of Directors may take any action under the
Plan that would otherwise be the responsibility of the Committee.

To the extent permitted under applicable law, the Board of Directors or the Committee may allocate all or any portion of its
responsibilities and powers to any one or more of its members and may delegate all or any portion of its responsibilities and powers to any
other person selected by it. The Board of Directors or the Committee may revoke any such allocation or delegation at any time.

5. ELIGIBILITY FOR PARTICIPATION.
The Administrator will, in its sole discretion, name the Participants in the Plan, provided, however, that each Participant must be an

Employee, director or consultant of the Company or of an Affiliate at the time a Stock Right is granted. Notwithstanding the foregoing, the
Administrator may authorize the grant of a Stock Right to a person not then an Employee, director or consultant of the Company or of an
Affiliate; provided, however, that the actual grant of such Stock Right shall be conditioned upon such person becoming eligible to become
a Participant at or prior to the time of the execution of the Agreement evidencing such Stock Right. ISOs may be granted only to
Employees. Non-Qualified Options, Stock Grants and Stock-Based Awards may be granted to any Employee, director or consultant of the
Company or an Affiliate. The granting of any Stock Right to any individual shall neither entitle that individual to, nor disqualify him or her
from, participation in any other grant of Stock Rights.

6. TERMS AND CONDITIONS OF OPTIONS.
Each Option shall be set forth in writing in an Option Agreement, duly executed by the Company and, to the extent required by law or

requested by the Company, by the Participant. The Administrator may provide that Options be granted subject to such terms and
conditions, consistent with the terms and conditions specifically required under this Plan, as the Administrator may deem appropriate
including, without limitation, subsequent approval by the
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shareholders of the Company of this Plan or any amendments thereto. The Option Agreements shall be subject to at least the following
terms and conditions:
 

 
a. Non-Qualified Options: Each Option intended to be a Non-Qualified Option shall be subject to the terms and conditions which

the Administrator determines to be appropriate and in the best interest of the Company, subject to the following minimum
standards for any such Non-Qualified Option:

 

 
i. Option Price: Each Option Agreement shall state the option price (per share) of the Shares covered by each Option, which

option price shall be determined by the Administrator but shall not be less than the Fair Market Value per share of
Common Stock.

 

 ii. Number of Shares: Each Option Agreement shall state the number of Shares to which it pertains.
 

 
iii. Option Periods: Each Option Agreement shall state the date or dates on which it first is exercisable and the date after which

it may no longer be exercised, and may provide that the Option rights accrue or become exercisable in installments over a
period of months or years, or upon the occurrence of certain conditions or the attainment of stated goals or events.

 

 
iv. Option Conditions: Exercise of any Option may be conditioned upon the Participant’s execution of a Share purchase

agreement in form satisfactory to the Administrator providing for certain protections for the Company and its other
shareholders, including requirements that:

 

 A. The Participant’s or the Participant’s Survivors’ right to sell or transfer the Shares may be restricted; and
 

 
B. The Participant or the Participant’s Survivors may be required to execute letters of investment intent and must also

acknowledge that the Shares will bear legends noting any applicable restrictions.
 

 
b. ISOs: Each Option intended to be an ISO shall be issued only to an Employee and be subject to the following terms and

conditions, with such additional restrictions or changes as the Administrator determines are appropriate but not in conflict with
Section 422 of the Code and relevant regulations and rulings of the Internal Revenue Service:

 

 
i. Minimum standards: The ISO shall meet the minimum standards required of Non-Qualified Options, as described in

Paragraph 6(a) above; except clause (i) thereunder.
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ii. Option Price: Immediately before the ISO is granted, if the Participant owns, directly or by reason of the applicable

attribution rules in Section 424(d) of the Code:
 

 
A. 10% or less of the total combined voting power of all classes of stock of the Company or an Affiliate, the Option

price per share of the Shares covered by each ISO shall not be less than 100% of the Fair Market Value per share of
the Shares on the date of the grant of the Option; or

 

 
B. More than 10% of the total combined voting power of all classes of stock of the Company or an Affiliate, the Option

price per share of the Shares covered by each ISO shall not be less than 110% of the Fair Market Value on the date
of grant.

 

 iii. Term of Option: For Participants who own:
 

 
A. 10% or less of the total combined voting power of all classes of stock of the Company or an Affiliate, each ISO shall

terminate not more than ten years from the date of the grant or at such earlier time as the Option Agreement may
provide; or

 

 
B. More than 10% of the total combined voting power of all classes of stock of the Company or an Affiliate, each ISO

shall terminate not more than five years from the date of the grant or at such earlier time as the Option Agreement
may provide.

 

 

iv. Limitation on Yearly Exercise: The Option Agreements shall restrict the amount of ISOs which may become exercisable in
any calendar year (under this or any other ISO plan of the Company or an Affiliate) so that the aggregate Fair Market
Value (determined at the time each ISO is granted) of the stock with respect to which ISOs are exercisable for the first time
by the Participant in any calendar year does not exceed $100,000.

7. TERMS AND CONDITIONS OF STOCK GRANTS.
Each offer of a Stock Grant to a Participant shall state the date prior to which the Stock Grant must be accepted by the Participant, and

the principal terms of each Stock Grant shall be set forth in an Agreement, duly executed by the Company and, to the extent required by law
or requested by the Company, by the Participant. The Agreement shall be in a form approved by the Administrator and shall contain terms
and conditions which the Administrator determines to be appropriate and in the best interest of the Company, subject to the following
minimum standards:
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(a) Each Agreement shall state the purchase price (per share), if any, of the Shares covered by each Stock Grant, which purchase

price shall be determined by the Administrator but shall not be less than the minimum consideration required by the Delaware
General Corporation Law on the date of the grant of the Stock Grant;

 

 (b) Each Agreement shall state the number of Shares to which the Stock Grant pertains; and
 

 
(c) Each Agreement shall include the terms of any right of the Company to restrict or reacquire the Shares subject to the Stock

Grant, including the time and events upon which such rights shall accrue and the purchase price therefor, if any.

8. TERMS AND CONDITIONS OF OTHER STOCK-BASED AWARDS.
The Administrator shall have the right to grant other Stock-Based Awards based upon the Common Stock having such terms and

conditions as the Administrator may determine, including, without limitation, the grant of Shares based upon certain conditions, the grant
of securities convertible into Shares and the grant of stock appreciation rights, phantom stock awards or stock units. The principal terms of
each Stock-Based Award shall be set forth in an Agreement, duly executed by the Company and, to the extent required by law or requested
by the Company, by the Participant. The Agreement shall be in a form approved by the Administrator and shall contain terms and
conditions which the Administrator determines to be appropriate and in the best interest of the Company.

The Company intends that the Plan and any Stock-Based Awards granted hereunder be exempt from the application of Section 409A
of the Code or meet the requirements of paragraphs (2), (3) and (4) of subsection (a) of Section 409A of the Code (and any successor
provisions of the Code) and the regulations and other guidance issued thereunder (the “Requirements”), to the extent applicable, and be
operated in accordance with such Requirements so that any compensation deferred under any Stock-Based Award (and applicable
investment earnings) shall not be included in income under Section 409A of the Code. Any ambiguities in the Plan shall be construed to
affect the intent as described in this Paragraph 8.

9. EXERCISE OF OPTIONS AND ISSUE OF SHARES.
An Option (or any part or installment thereof) shall be exercised by giving written notice to the Company or its designee, together

with provision for payment of the full purchase price in accordance with this Paragraph for the Shares as to which the Option is being
exercised, and upon compliance with any other condition(s) set forth in the Option Agreement. Such notice shall be signed by the person
exercising the Option, shall state the number of Shares with respect to which the Option is being exercised and shall contain any
representation required by the Plan or the Option Agreement. Payment of the purchase price for the Shares as to which such Option is being
exercised shall be made (a) in United States dollars in cash or by check, or (b) at the
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discretion of the Administrator, through delivery of shares of Common Stock having a Fair Market Value equal as of the date of the
exercise to the cash exercise price of the Option and held for at least six months, or (c) at the discretion of the Administrator, by having the
Company retain from the shares otherwise issuable upon exercise of the Option, a number of shares having a Fair Market Value equal as of
the date of exercise to the exercise price of the Option, or (d) at the discretion of the Administrator, in accordance with a cashless exercise
program established with a securities brokerage firm, and approved by the Administrator, or (e) at the discretion of the Administrator, by
any combination of (a), (b), (c) and (d) above or (f) at the discretion of the Administrator, payment of such other lawful consideration as
the Administrator may determine. Notwithstanding the foregoing, the Administrator shall accept only such payment on exercise of an ISO
as is permitted by Section 422 of the Code.

The Company shall then reasonably promptly deliver the Shares as to which such Option was exercised to the Participant (or to the
Participant’s Survivors, as the case may be). In determining what constitutes “reasonably promptly,” it is expressly understood that the
issuance and delivery of the Shares may be delayed by the Company in order to comply with any law or regulation (including, without
limitation, state securities or “blue sky” laws) which requires the Company to take any action with respect to the Shares prior to their
issuance. The Shares shall, upon delivery, be fully paid, non-assessable Shares.

The Administrator shall have the right to accelerate the date of exercise of any installment of any Option; provided that the
Administrator shall not accelerate the exercise date of any installment of any Option granted to an Employee as an ISO (and not previously
converted into a Non-Qualified Option pursuant to Paragraph 27) without the prior approval of the Employee if such acceleration would
violate the annual vesting limitation contained in Section 422(d) of the Code, as described in Paragraph 6(b)(iv).

The Administrator may, in its discretion, amend any term or condition of an outstanding Option provided (i) such term or condition as
amended is permitted by the Plan, (ii) any such amendment shall be made only with the consent of the Participant to whom the Option was
granted, or in the event of the death of the Participant, the Participant’s Survivors, if the amendment is adverse to the Participant, and
(iii) any such amendment of any Option shall be made only after the Administrator determines whether such amendment would constitute a
“modification” of any Option which is an ISO (as that term is defined in Section 424(h) of the Code) or would cause any adverse tax
consequences for the holder of any Option including, but not limited to, pursuant to Section 409A of the Code.

10. ACCEPTANCE OF STOCK GRANTS AND STOCK-BASED AWARDS AND ISSUE OF SHARES.
A Stock Grant or Stock-Based Award (or any part or installment thereof) shall be accepted by executing the applicable Agreement

and delivering it to the Company or its designee, together with provision for payment of the full purchase price, if any, in accordance with
this Paragraph for the Shares as to which such Stock Grant or Stock-Based Award is being accepted, and upon compliance with any other
conditions set forth in the applicable Agreement.
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Payment of the purchase price for the Shares as to which such Stock Grant or Stock-Based Award is being accepted shall be made (a) in
United States dollars in cash or by check, or (b) at the discretion of the Administrator, through delivery of shares of Common Stock held
for at least six months and having a Fair Market Value equal as of the date of acceptance of the Stock Grant or Stock Based-Award to the
purchase price of the Stock Grant or Stock-Based Award, or (c) at the discretion of the Administrator, by any combination of (a) and
(b) above; or (d) at the discretion of the Administrator, payment of such other lawful consideration as the Administrator may determine.

The Company shall then, if required by the applicable Agreement, reasonably promptly deliver the Shares as to which such Stock
Grant or Stock-Based Award was accepted to the Participant (or to the Participant’s Survivors, as the case may be), subject to any escrow
provision set forth in the applicable Agreement. In determining what constitutes “reasonably promptly,” it is expressly understood that the
issuance and delivery of the Shares may be delayed by the Company in order to comply with any law or regulation (including, without
limitation, state securities or “blue sky” laws) which requires the Company to take any action with respect to the Shares prior to their
issuance.

The Administrator may, in its discretion, amend any term or condition of an outstanding Stock Grant, Stock-Based Award or
applicable Agreement provided (i) such term or condition as amended is permitted by the Plan, (ii) any such amendment shall be made only
with the consent of the Participant to whom the Stock Grant or Stock-Based Award was made, if the amendment is adverse to the
Participant, and (iii) any such amendment shall be made only after the Administrator determines whether such amendment would cause any
adverse tax consequences to the Participant, including, but not limited to, pursuant to Section 409A of the Code.

11. RIGHTS AS A SHAREHOLDER.
No Participant to whom a Stock Right has been granted shall have rights as a shareholder with respect to any Shares covered by such

Stock Right, except after due exercise of the Option or acceptance of the Stock Grant or as set forth in any Agreement, and tender of the full
purchase price, if any, for the Shares being purchased pursuant to such exercise or acceptance and registration of the Shares in the
Company’s share register in the name of the Participant.

12. ASSIGNABILITY AND TRANSFERABILITY OF STOCK RIGHTS.
By its terms, a Stock Right granted to a Participant shall not be transferable by the Participant other than (i) by will or by the laws of

descent and distribution, or (ii) as approved by the Administrator in its discretion and set forth in the applicable Agreement.
Notwithstanding the foregoing, an ISO transferred except in compliance with clause (i) above shall no longer qualify as an ISO. The
designation of a beneficiary of a Stock Right by a Participant, with the prior approval of the Administrator and in such form as the
Administrator shall prescribe, shall not be deemed a transfer prohibited by this Paragraph. Except as provided above, a Stock Right shall
only be exercisable or may only be accepted, during the Participant’s lifetime, by such
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Participant (or by his or her legal representative) and shall not be assigned, pledged or hypothecated in any way (whether by operation of
law or otherwise) and shall not be subject to execution, attachment or similar process. Any attempted transfer, assignment, pledge,
hypothecation or other disposition of any Stock Right or of any rights granted thereunder contrary to the provisions of this Plan, or the levy
of any attachment or similar process upon a Stock Right, shall be null and void.

13. EFFECT ON OPTIONS OF TERMINATION OF SERVICE OTHER THAN FOR CAUSE OR DEATH OR DISABILITY.
Except as otherwise provided in a Participant’s Option Agreement, in the event of a termination of service (whether as an employee,

director or consultant) with the Company or an Affiliate before the Participant has exercised an Option, the following rules apply:
 

 

a. A Participant who ceases to be an employee, director or consultant of the Company or of an Affiliate (for any reason other than
termination for Cause, Disability, or death for which events there are special rules in Paragraphs 14, 15, and 16, respectively),
may exercise any Option granted to him or her to the extent that the Option is exercisable on the date of such termination of
service, but only within such term as the Administrator has designated in a Participant’s Option Agreement.

 

 
b. Except as provided in Subparagraph (c) below, or Paragraph 15 or 16, in no event may an Option intended to be an ISO, be

exercised later than three months after the Participant’s termination of employment.
 

 

c. The provisions of this Paragraph, and not the provisions of Paragraph 15 or 16, shall apply to a Participant who subsequently
becomes Disabled or dies after the termination of employment, director status or consultancy; provided, however, in the case of
a Participant’s Disability or death within three months after the termination of employment, director status or consultancy, the
Participant or the Participant’s Survivors may exercise the Option within one year after the date of the Participant’s termination
of service, but in no event after the date of expiration of the term of the Option.

 

 

d. Notwithstanding anything herein to the contrary, if subsequent to a Participant’s termination of employment, termination of
director status or termination of consultancy, but prior to the exercise of an Option, the Board of Directors determines that, either
prior or subsequent to the Participant’s termination, the Participant engaged in conduct which would constitute Cause, then such
Participant shall forthwith cease to have any right to exercise any Option.

 

 
e. A Participant to whom an Option has been granted under the Plan who is absent from the Company or an Affiliate because of

temporary disability (any disability other than a Disability as defined in Paragraph 1 hereof), or who is on leave of
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absence for any purpose, shall not, during the period of any such absence, be deemed, by virtue of such absence alone, to have
terminated such Participant’s employment, director status or consultancy with the Company or with an Affiliate, except as the
Administrator may otherwise expressly provide; provided however that for ISOs any leave of absence granted by the
Administrator of greater than ninety days unless pursuant to a contract or statute that guarantees the right to reemployment shall
cause such ISO to become a Non-Qualified Option.

 

 
f. Except as required by law or as set forth in a Participant’s Option Agreement, Options granted under the Plan shall not be

affected by any change of a Participant’s status within or among the Company and any Affiliates, so long as the Participant
continues to be an employee, director or consultant of the Company or any Affiliate.

14. EFFECT ON OPTIONS OF TERMINATION OF SERVICE FOR CAUSE.
Except as otherwise provided in a Participant’s Option Agreement, the following rules apply if the Participant’s service (whether as

an employee, director or consultant) with the Company or an Affiliate is terminated for Cause prior to the time that all his or her
outstanding Options have been exercised:
 

 
a. All outstanding and unexercised Options as of the time the Participant is notified his or her service is terminated for Cause will

immediately be forfeited.
 

 

b. Cause is not limited to events which have occurred prior to a Participant’s termination of service, nor is it necessary that the
Administrator’s finding of Cause occur prior to termination. If the Administrator determines, subsequent to a Participant’s
termination of service but prior to the exercise of an Option, that either prior or subsequent to the Participant’s termination the
Participant engaged in conduct which would constitute Cause, then the right to exercise any Option is forfeited.

15. EFFECT ON OPTIONS OF TERMINATION OF SERVICE FOR DISABILITY.
Except as otherwise provided in a Participant’s Option Agreement:

 

 
a. A Participant who ceases to be an employee, director or consultant of the Company or of an Affiliate by reason of Disability

may exercise any Option granted to such Participant:
(i) To the extent that the Option has become exercisable but has not been exercised on the date of Disability; and
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(ii) In the event rights to exercise the Option accrue periodically, to the extent of a pro rata portion through the date of
Disability of any additional vesting rights that would have accrued on the next vesting date had the Participant not become
Disabled. The proration shall be based upon the number of days accrued in the current vesting period prior to the date of
Disability.

 

 

b. A Disabled Participant may exercise such rights only within the period ending one year after the date of the Participant’s
Disability, notwithstanding that the Participant might have been able to exercise the Option as to some or all of the Shares on a
later date if the Participant had not become Disabled and had continued to be an employee, director or consultant or, if earlier,
within the originally prescribed term of the Option.

 

 

c. The Administrator shall make the determination both of whether Disability has occurred and the date of its occurrence (unless a
procedure for such determination is set forth in another agreement between the Company and such Participant, in which case
such procedure shall be used for such determination). If requested, the Participant shall be examined by a physician selected or
approved by the Administrator, the cost of which examination shall be paid for by the Company.

16. EFFECT ON OPTIONS OF DEATH WHILE AN EMPLOYEE, DIRECTOR OR CONSULTANT.
Except as otherwise provided in a Participant’s Option Agreement:

 

 
a. In the event of the death of a Participant while the Participant is an employee, director or consultant of the Company or of an

Affiliate, such Option may be exercised by the Participant’s Survivors:
(i) To the extent that the Option has become exercisable but has not been exercised on the date of death; and
(ii) In the event rights to exercise the Option accrue periodically, to the extent of a pro rata portion through the date of death

of any additional vesting rights that would have accrued on the next vesting date had the Participant not died. The proration shall
be based upon the number of days accrued in the current vesting period prior to the Participant’s date of death.

 

 

b. If the Participant’s Survivors wish to exercise the Option, they must take all necessary steps to exercise the Option within one
year after the date of death of such Participant, notwithstanding that the decedent might have been able to exercise the Option as
to some or all of the Shares on a later date if he or she had not died and had continued to be an employee, director or consultant
or, if earlier, within the originally prescribed term of the Option.
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17. EFFECT OF TERMINATION OF SERVICE ON UNACCEPTED STOCK GRANTS.
In the event of a termination of service (whether as an employee, director or consultant) with the Company or an Affiliate for any

reason before the Participant has accepted a Stock Grant, such offer shall terminate.

For purposes of this Paragraph 17 and Paragraph 18 below, a Participant to whom a Stock Grant has been offered and accepted under
the Plan who is absent from work with the Company or with an Affiliate because of temporary disability (any disability other than a
Disability as defined in Paragraph 1 hereof), or who is on leave of absence for any purpose, shall not, during the period of any such
absence, be deemed, by virtue of such absence alone, to have terminated such Participant’s employment, director status or consultancy with
the Company or with an Affiliate, except as the Administrator may otherwise expressly provide.

In addition, for purposes of this Paragraph 17 and Paragraph 18 below, any change of employment or other service within or among
the Company and any Affiliates shall not be treated as a termination of employment, director status or consultancy so long as the Participant
continues to be an employee, director or consultant of the Company or any Affiliate.

18. EFFECT ON STOCK GRANTS OF TERMINATION OF SERVICE OTHER THAN FOR CAUSE OR DEATH OR DISABILITY.
Except as otherwise provided in a Participant’s Stock Grant Agreement, in the event of a termination of service (whether as an

employee, director or consultant), other than termination for Cause, Disability, or death for which events there are special rules in
Paragraphs 19, 20, and 21, respectively, before all forfeiture provisions or Company rights of repurchase shall have lapsed, then the
Company shall have the right to cancel or repurchase that number of Shares subject to a Stock Grant as to which the Company’s forfeiture
or repurchase rights have not lapsed.

19. EFFECT ON STOCK GRANTS OF TERMINATION OF SERVICE FOR CAUSE.
Except as otherwise provided in a Participant’s Stock Grant Agreement, the following rules apply if the Participant’s service (whether

as an employee, director or consultant) with the Company or an Affiliate is terminated for Cause:
 

 
a. All Shares subject to any Stock Grant that remain subject to forfeiture provisions or as to which the Company shall have a

repurchase right shall be immediately forfeited to the Company as of the time the Participant is notified his or her service is
terminated for Cause.

 

 
b. Cause is not limited to events which have occurred prior to a Participant’s termination of service, nor is it necessary that the

Administrator’s finding of
 

15



 
Cause occur prior to termination. If the Administrator determines, subsequent to a Participant’s termination of service, that either
prior or subsequent to the Participant’s termination the Participant engaged in conduct which would constitute Cause, then the
Company’s right to repurchase all of such Participant’s Shares shall apply.

20. EFFECT ON STOCK GRANTS OF TERMINATION OF SERVICE FOR DISABILITY.
Except as otherwise provided in a Participant’s Stock Grant Agreement, the following rules apply if a Participant ceases to be an

employee, director or consultant of the Company or of an Affiliate by reason of Disability: to the extent the forfeiture provisions or the
Company’s rights of repurchase have not lapsed on the date of Disability, they shall be exercisable; provided, however, that in the event
such forfeiture provisions or rights of repurchase lapse periodically, such provisions or rights shall lapse to the extent of a pro rata portion
of the Shares subject to such Stock Grant through the date of Disability as would have lapsed had the Participant not become Disabled. The
proration shall be based upon the number of days accrued prior to the date of Disability.

The Administrator shall make the determination both of whether Disability has occurred and the date of its occurrence (unless a
procedure for such determination is set forth in another agreement between the Company and such Participant, in which case such
procedure shall be used for such determination). If requested, the Participant shall be examined by a physician selected or approved by the
Administrator, the cost of which examination shall be paid for by the Company.

21. EFFECT ON STOCK GRANTS OF DEATH WHILE AN EMPLOYEE, DIRECTOR OR CONSULTANT.
Except as otherwise provided in a Participant’s Stock Grant Agreement, the following rules apply in the event of the death of a

Participant while the Participant is an employee, director or consultant of the Company or of an Affiliate: to the extent the forfeiture
provisions or the Company’s rights of repurchase have not lapsed on the date of death, they shall be exercisable; provided, however, that in
the event such forfeiture provisions or rights of repurchase lapse periodically, such provisions or rights shall lapse to the extent of a pro rata
portion of the Shares subject to such Stock Grant through the date of death as would have lapsed had the Participant not died. The proration
shall be based upon the number of days accrued prior to the Participant’s death.

22. PURCHASE FOR INVESTMENT.
Unless the offering and sale of the Shares to be issued upon the particular exercise or acceptance of a Stock Right shall have been

effectively registered under the Securities Act of
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1933, as now in force or hereafter amended (the “1933 Act”), the Company shall be under no obligation to issue the Shares covered by
such exercise unless and until the following conditions have been fulfilled:
 

 

a. The person(s) who exercise(s) or accept(s) such Stock Right shall warrant to the Company, prior to the receipt of such Shares,
that such person(s) are acquiring such Shares for their own respective accounts, for investment, and not with a view to, or for
sale in connection with, the distribution of any such Shares, in which event the person(s) acquiring such Shares shall be bound
by the provisions of the following legend which shall be endorsed upon the certificate(s) evidencing their Shares issued pursuant
to such exercise or such grant:

“The shares represented by this certificate have been taken for investment and they may not be sold or otherwise
transferred by any person, including a pledgee, unless (1) either (a) a Registration Statement with respect to such shares
shall be effective under the Securities Act of 1933, as amended, or (b) the Company shall have received an opinion of
counsel satisfactory to it that an exemption from registration under such Act is then available, and (2) there shall have been
compliance with all applicable state securities laws.”

 

 
b. At the discretion of the Administrator, the Company shall have received an opinion of its counsel that the Shares may be issued

upon such particular exercise or acceptance in compliance with the 1933 Act without registration thereunder.

23. DISSOLUTION OR LIQUIDATION OF THE COMPANY.
Upon the dissolution or liquidation of the Company, all Options granted under this Plan which as of such date shall not have been

exercised and all Stock Grants and Stock-Based Awards which have not been accepted will terminate and become null and void; provided,
however, that if the rights of a Participant or a Participant’s Survivors have not otherwise terminated and expired, the Participant or the
Participant’s Survivors will have the right immediately prior to such dissolution or liquidation to exercise or accept any Stock Right to the
extent that the Stock Right is exercisable or subject to acceptance as of the date immediately prior to such dissolution or liquidation. Upon
the dissolution or liquidation of the Company, any outstanding Stock-Based Awards shall immediately terminate unless otherwise
determined by the Administrator or specifically provided in the applicable Agreement.

24. ADJUSTMENTS.
Upon the occurrence of any of the following events, a Participant’s rights with respect to any Stock Right granted to him or her

hereunder shall be adjusted as hereinafter provided, unless otherwise specifically provided in a Participant’s Agreement:
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a. Stock Dividends and Stock Splits. If (i) the shares of Common Stock shall be subdivided or combined into a greater or smaller
number of shares or if the Company shall issue any shares of Common Stock as a stock dividend on its outstanding Common Stock, or
(ii) additional shares or new or different shares or other securities of the Company or other non-cash assets are distributed with respect to
such shares of Common Stock, the number of shares of Common Stock deliverable upon the exercise of an Option or acceptance of a Stock
Grant shall be appropriately increased or decreased proportionately, and appropriate adjustments shall be made including, in the purchase
price per share, to reflect such events. The number of Shares subject to the limitations in Paragraph 3(a), 3(b) and 4(c) shall also be
proportionately adjusted upon the occurrence of such events.

b. Corporate Transactions. If the Company is to be consolidated with or acquired by another entity in a merger, consolidation, or sale
of all or substantially all of the Company’s assets other than a transaction to merely change the state of incorporation (a “Corporate
Transaction”), the Administrator or the board of directors of any entity assuming the obligations of the Company hereunder (the “Successor
Board”), shall, as to outstanding Options, either (i) make appropriate provision for the continuation of such Options by substituting on an
equitable basis for the Shares then subject to such Options either the consideration payable with respect to the outstanding shares of
Common Stock in connection with the Corporate Transaction or securities of any successor or acquiring entity; or (ii) upon written notice
to the Participants, provide that such Options must be exercised ((all Options shall for purposes of this clause (ii) be made fully vested and
exercisable immediately prior to their termination), within a specified number of days of the date of such notice, at the end of which period
such Options shall terminate; or (iii) terminate such Options in exchange for a cash payment equal to the excess of the Fair Market Value of
the Shares subject to such Options (all Options shall for purposes of this clause (iii) be made fully vested and exercisable immediately prior
to their termination) over the exercise price thereof.

With respect to outstanding Stock Grants, the Administrator or the Successor Board, shall either (i) make appropriate provisions for
the continuation of such Stock Grants on the same terms and conditions by substituting on an equitable basis for the Shares then subject to
such Stock Grants either the consideration payable with respect to the outstanding Shares of Common Stock in connection with the
Corporate Transaction or securities of any successor or acquiring entity; or (ii) terminate such Stock Grants in exchange for a cash payment
equal to the excess of the Fair Market Value of the Shares subject to such Stock Grants over the purchase price thereof, if any. In addition,
in the event of a Corporate Transaction, the Administrator may waive any or all Company forfeiture or repurchase rights with respect to
outstanding Stock Grants.

c. Recapitalization or Reorganization. In the event of a recapitalization or reorganization of the Company other than a Corporate
Transaction pursuant to which securities of the Company or of another corporation are issued with respect to the outstanding shares of
Common Stock, a Participant upon exercising an Option or accepting a Stock Grant after the recapitalization or reorganization shall be
entitled to receive for the purchase price paid upon such exercise or acceptance of the number of replacement securities which would have
been received if such Option had been exercised or Stock Grant accepted prior to such recapitalization or reorganization.
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d. Adjustments to Stock-Based Awards . Upon the happening of any of the events described in Subparagraphs a, b or c above, any
outstanding Stock-Based Award shall be appropriately adjusted to reflect the events described in such Subparagraphs. The Administrator or
the Successor Board shall determine the specific adjustments to be made under this Paragraph 24, including, but not limited to the effect if
any, of a Change of Control and, subject to Paragraph 4, its determination shall be conclusive.

e. Modification of Options. Notwithstanding the foregoing, any adjustments made pursuant to Subparagraph a, b or c above with
respect to Options shall be made only after the Administrator determines whether such adjustments would constitute a “modification” of
any ISO (as that term is defined in Section 424(h) of the Code) or would cause any adverse tax consequences for the holders of such
Options, including, but not limited to, pursuant to Section 409A of the Code. If the Administrator determines that such adjustments made
with respect to Options would constitute a modification or other adverse tax consequence, it may refrain from making such adjustments,
unless the holder of an Option specifically agrees in writing that such adjustment be made and such writing indicates that the holder has
full knowledge of the consequences of such “modification” on his or her income tax treatment with respect to the Option. This paragraph
shall not apply to the acceleration of the vesting of any ISO that would cause any portion of the ISO to violate the annual vesting limitation
contained in Section 422(d) of the Code, as described in Paragraph 6b(iv).

f. Change of Control. In the event of a Change of Control, 100% of the Shares which would have vested in each vesting installment
remaining under any outstanding Option will become fully vested and immediately exercisable immediately prior to such Change of
Control and any forfeiture or repurchase rights of the Company with respect to outstanding Stock Grants that have not lapsed or expired
prior to such Change of Control shall terminate immediately prior to such Change of Control.

25. ISSUANCES OF SECURITIES.
Except as expressly provided herein, no issuance by the Company of shares of stock of any class, or securities convertible into shares

of stock of any class, shall affect, and no adjustment by reason thereof shall be made with respect to, the number or price of shares subject
to Stock Rights. Except as expressly provided herein, no adjustments shall be made for dividends paid in cash or in property (including
without limitation, securities) of the Company prior to any issuance of Shares pursuant to a Stock Right.
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26. FRACTIONAL SHARES.
No fractional shares shall be issued under the Plan and the person exercising a Stock Right shall receive from the Company cash in

lieu of such fractional shares equal to the Fair Market Value thereof.

27. CONVERSION OF ISOs INTO NON-QUALIFIED OPTIONS; TERMINATION OF ISOs.
The Administrator, at the written request of any Participant, may in its discretion take such actions as may be necessary to convert

such Participant’s ISOs (or any portions thereof) that have not been exercised on the date of conversion into Non-Qualified Options at any
time prior to the expiration of such ISOs, regardless of whether the Participant is an employee of the Company or an Affiliate at the time of
such conversion. At the time of such conversion, the Administrator (with the consent of the Participant) may impose such conditions on the
exercise of the resulting Non-Qualified Options as the Administrator in its discretion may determine, provided that such conditions shall
not be inconsistent with this Plan. Nothing in the Plan shall be deemed to give any Participant the right to have such Participant’s ISOs
converted into Non-Qualified Options, and no such conversion shall occur until and unless the Administrator takes appropriate action. The
Administrator, with the consent of the Participant, may also terminate any portion of any ISO that has not been exercised at the time of such
conversion.

28. WITHHOLDING.
In the event that any federal, state, or local income taxes, employment taxes, Federal Insurance Contributions Act (“F.I.C.A.”)

withholdings or other amounts are required by applicable law or governmental regulation to be withheld from the Participant’s salary,
wages or other remuneration in connection with the exercise or acceptance of a Stock Right or in connection with a Disqualifying
Disposition (as defined in Paragraph 29) or upon the lapsing of any forfeiture provision or right of repurchase or for any other reason
required by law, the Company may withhold from the Participant’s compensation, if any, or may require that the Participant advance in
cash to the Company, or to any Affiliate of the Company which employs or employed the Participant, the statutory minimum amount of
such withholdings unless a different withholding arrangement, including the use of shares of the Company’s Common Stock or a
promissory note, is authorized by the Administrator (and permitted by law). For purposes hereof, the fair market value of the shares
withheld for purposes of payroll withholding shall be determined in the manner set forth under the definition of Fair Market Value
provided in Paragraph 1 above, as of the most recent practicable date prior to the date of exercise. If the fair market value of the shares
withheld is less than the amount of payroll withholdings required, the Participant may be required to advance the difference in cash to the
Company or the Affiliate employer. The Administrator in its discretion may condition the exercise of an Option for less than the then Fair
Market Value on the Participant’s payment of such additional withholding.
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29. NOTICE TO COMPANY OF DISQUALIFYING DISPOSITION.
Each Employee who receives an ISO must agree to notify the Company in writing immediately after the Employee makes a

Disqualifying Disposition of any shares acquired pursuant to the exercise of an ISO. A Disqualifying Disposition is defined in
Section 424(c) of the Code and includes any disposition (including any sale or gift) of such shares before the later of (a) two years after the
date the Employee was granted the ISO, or (b) one year after the date the Employee acquired Shares by exercising the ISO, except as
otherwise provided in Section 424(c) of the Code. If the Employee has died before such stock is sold, these holding period requirements do
not apply and no Disqualifying Disposition can occur thereafter.

30. TERMINATION OF THE PLAN.
The Plan will terminate on July         , 2017, the date which is ten years from the earlier of the date of its adoption by the Board of

Directors and the date of its approval by the shareholders of the Company. The Plan may be terminated at an earlier date by vote of the
shareholders or the Board of Directors of the Company; provided, however, that any such earlier termination shall not affect any
Agreements executed prior to the effective date of such termination.

31. AMENDMENT OF THE PLAN AND AGREEMENTS.
The Plan may be amended by the shareholders of the Company. The Plan may also be amended by the Administrator, including,

without limitation, to the extent necessary to qualify any or all outstanding Stock Rights granted under the Plan or Stock Rights to be
granted under the Plan for favorable federal income tax treatment as may be afforded incentive stock options under Section 422 of the Code
(including deferral of taxation upon exercise), and to the extent necessary to qualify the shares issuable upon exercise or acceptance of any
outstanding Stock Rights granted, or Stock Rights to be granted, under the Plan for listing on any national securities exchange or quotation
in any national automated quotation system of securities dealers. Any amendment approved by the Administrator which the Administrator
determines is of a scope that requires shareholder approval shall be subject to obtaining such shareholder approval. Any modification or
amendment of the Plan shall not, without the consent of a Participant, adversely affect his or her rights under a Stock Right previously
granted to him or her. With the consent of the Participant affected, the Administrator may amend outstanding Agreements in a manner
which may be adverse to the Participant but which is not inconsistent with the Plan. In the discretion of the Administrator, outstanding
Agreements may be amended by the Administrator in a manner which is not adverse to the Participant.

32. EMPLOYMENT OR OTHER RELATIONSHIP.
Nothing in this Plan or any Agreement shall be deemed to prevent the Company or an Affiliate from terminating the employment,

consultancy or director status of a Participant, nor to
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prevent a Participant from terminating his or her own employment, consultancy or director status or to give any Participant a right to be
retained in employment or other service by the Company or any Affiliate for any period of time.

33. GOVERNING LAW.
This Plan shall be construed and enforced in accordance with the law of the State of Delaware.
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Exhibit 10.51
Option No.             

AMEDICA CORPORATION
Stock Option Grant Notice

Stock Option Grant under the Company’s
2007 Employee, Director and Consultant Equity Incentive Plan

 

1.

  

Name and Address of Participant:

  

 
 

 
 

 

2.   Date of Option Grant:    

3.   Type of Grant:    

4.   Maximum Number of Shares for which this Option is exercisable:    

5.   Exercise (purchase) price per share:    

6.   Option Expiration Date:    

7.   Vesting Start Date:    

8.   Vesting Schedule: This Option shall become exercisable (and the Shares issued upon exercise shall be vested) as follows:

[Insert Vesting Schedule]

Notwithstanding the foregoing in the event of a Change of Control as defined in the Plan, the Option shall become vested in accordance
with the terms and conditions set forth in Section 24(f) of the Plan.

The Company and the Participant acknowledge receipt of this Stock Option Grant Notice and agree to the terms of the Stock Option
Agreement attached hereto and incorporated by reference herein, the Company’s 2007 Employee, Director and Consultant Equity Incentive
Plan and the terms of this Option Grant as set forth above.
 

AMEDICA CORPORATION

By:   
Name:   
Title:   

 
Participant



AMEDICA CORPORATION

STOCK OPTION AGREEMENT- INCORPORATED TERMS AND CONDITIONS

AGREEMENT made as of the date of grant set forth in the Stock Option Grant Notice between Amedica Corporation (the
“Company”), a Delaware corporation, and                      (the “Participant”).

WHEREAS, the Company desires to grant to the Participant an Option to purchase shares of its common stock, $0.01 par value per
share (the “Shares”), under and for the purposes set forth in the Company’s 2007 Employee, Director and Consultant Equity Incentive Plan
(the “Plan”);

WHEREAS, the Company and the Participant understand and agree that any terms used and not defined herein have the same
meanings as in the Plan; and

WHEREAS, the Company and the Participant each intend that the Option granted herein shall be of the type set forth in the Stock
Option Grant Notice.

NOW, THEREFORE, in consideration of the mutual covenants hereinafter set forth and for other good and valuable consideration,
the parties hereto agree as follows:

1. GRANT OF OPTION.
The Company hereby grants to the Participant the right and option to purchase all or any part of an aggregate of the number of

shares set forth in the Stock Option Grant Notice, on the terms and conditions and subject to all the limitations set forth herein, under United
States securities and tax laws, and in the Plan, which is incorporated herein by reference. The Participant acknowledges receipt of a copy of
the Plan.

2. EXERCISE PRICE.
The exercise price of the Shares covered by the Option shall be the amount per Share set forth in the Stock Option Grant Notice,

subject to adjustment, as provided in the Plan, in the event of a stock split, reverse stock split or other events affecting the holders of Shares
after the date hereof (the “Exercise Price”). Payment shall be made in accordance with Paragraph 9 of the Plan.

3. EXERCISABILITY OF OPTION.
Subject to the terms and conditions set forth in this Agreement and the Plan, the Option granted hereby shall become exercisable

as set forth in the Stock Option Grant Notice which rights are cumulative and are subject to the other terms and conditions of this
Agreement and the Plan.



4. TERM OF OPTION.
This Option shall terminate ten years from the date of this Agreement or, if this Option is designated in the Stock Option Grant

Notice as an ISO and the Participant owns as of the date hereof more than 10% of the total combined voting power of all classes of capital
stock of the Company or an Affiliate, five years from the date of this Agreement, but shall be subject to earlier termination as provided
herein or in the Plan.

If the Participant ceases to be an employee, director or consultant of the Company or of an Affiliate for any reason other than
the death or Disability of the Participant, or termination of the Participant for Cause, the Option may be exercised, if it has not previously
terminated, within three months after the date the Participant ceases to provide service to the Company or an Affiliate, or within the
originally prescribed term of the Option, whichever is earlier, but may not be exercised thereafter except as set forth below. In such event,
the Option shall be exercisable only to the extent that the Option has become exercisable and is in effect at the date of such cessation of
service.

If this Option is designated in the Stock Option Grant Notice as an ISO and the Participant ceases to be an employee of the
Company or of an Affiliate but continues after termination of employment to provide service to the Company or an Affiliate as a
consultant, this Option shall continue to vest in accordance with Section 3 above as if this Option had not terminated until the Participant is
no longer providing services to the Company. In such case, this Option shall automatically convert and be deemed a Non-Qualified Option
as of the date that is three months from termination of the Participant’s employment and this Option shall continue on the same terms and
conditions set forth herein until such Participant is no longer providing service to the Company or an Affiliate.

Notwithstanding the foregoing, in the event of the Participant’s Disability or death within three months after the termination of
service, the Participant or the Participant’s Survivors may exercise the Option within one year after the date of the Participant’s termination
of service, but in no event after the date of expiration of the term of the Option.

In the event the Participant’s service is terminated by the Company or an Affiliate for Cause, the Participant’s right to exercise
any unexercised portion of this Option shall cease immediately as of the time the Participant is notified his or her service is terminated for
Cause, and this Option shall thereupon terminate. Notwithstanding anything herein to the contrary, if subsequent to the Participant’s
termination, but prior to the exercise of the Option, the Board of Directors of the Company determines that, either prior or subsequent to the
Participant’s termination, the Participant engaged in conduct which would constitute Cause, then the Participant shall immediately cease to
have any right to exercise the Option and this Option shall thereupon terminate.

In the event of the Disability of the Participant, as determined in accordance with the Plan, the Option shall be exercisable
within one year after the Participant’s termination of service or, if earlier, within the term originally prescribed by the Option. In such
event, the Option shall be exercisable:
 

 (a) to the extent that the Option has become exercisable but has not been exercised as of the date of Disability; and
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(b) in the event rights to exercise the Option accrue periodically, to the extent of a pro rata portion through the date of
Disability of any additional vesting rights that would have accrued on the next vesting date had the Participant not become
Disabled. The proration shall be based upon the number of days accrued in the current vesting period prior to the date of
Disability.

In the event of the death of the Participant while an employee, director or consultant of the Company or of an Affiliate, the
Option shall be exercisable by the Participant’s Survivors within one year after the date of death of the Participant or, if earlier, within the
originally prescribed term of the Option. In such event, the Option shall be exercisable:
 

 (x) to the extent that the Option has become exercisable but has not been exercised as of the date of death; and
 

 
(y) in the event rights to exercise the Option accrue periodically, to the extent of a pro rata portion through the date of death of

any additional vesting rights that would have accrued on the next vesting date had the Participant not died. The proration
shall be based upon the number of days accrued in the current vesting period prior to the Participant’s date of death.

5. METHOD OF EXERCISING OPTION.
Subject to the terms and conditions of this Agreement, the Option may be exercised by written notice to the Company or its

designee, in substantially the form of Exhibit A attached hereto. Such notice shall state the number of Shares with respect to which the
Option is being exercised and shall be signed by the person exercising the Option. Payment of the Exercise Price for such Shares shall be
made in accordance with Paragraph 9 of the Plan. The Company shall deliver such Shares as soon as practicable after the notice shall be
received, provided, however, that the Company may delay issuance of such Shares until completion of any action or obtaining of any
consent, which the Company deems necessary under any applicable law (including, without limitation, state securities or “blue sky” laws).
The Shares as to which the Option shall have been so exercised shall be registered in the Company’s share register in the name of the
person so exercising the Option (or, if the Option shall be exercised by the Participant and if the Participant shall so request in the notice
exercising the Option, shall be registered in the Company’s share register in the name of the Participant and another person jointly, with
right of survivorship) and shall be delivered as provided above to or upon the written order of the person exercising the Option. In the event
the Option shall be exercised, pursuant to Section 4 hereof, by any person other than the Participant, such notice shall be accompanied by
appropriate proof of the right of such person to exercise the Option. All Shares that shall be purchased upon the exercise of the Option as
provided herein shall be fully paid and nonassessable.
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6. PARTIAL EXERCISE.
Exercise of this Option to the extent above stated may be made in part at any time and from time to time within the above limits,

except that no fractional share shall be issued pursuant to this Option.

7. NON-ASSIGNABILITY.
The Option shall not be transferable by the Participant otherwise than by will or by the laws of descent and distribution. If this

Option is a Non-Qualified Option then it may also be transferred pursuant to a qualified domestic relations order as defined by the Code or
Title I of the Employee Retirement Income Security Act or the rules thereunder and the Participant, with the approval of the Administrator,
may transfer the Option for no consideration to or for the benefit of the Participant’s Immediate Family (including, without limitation, to a
trust for the benefit of the Participant’s Immediate Family or to a partnership or limited liability company for one or more members of the
Participant’s Immediate Family), subject to such limits as the Administrator may establish, and the transferee shall remain subject to all the
terms and conditions applicable to the Option prior to such transfer and each such transferee shall so acknowledge in writing as a condition
precedent to the effectiveness of such transfer. The term “Immediate Family” shall mean the Participant’s spouse, former spouse, parents,
children, stepchildren, adoptive relationships, sisters, brothers, nieces, nephews and grandchildren (and, for this purpose, shall also include
the Participant.). Except as provided above in this paragraph, the Option shall be exercisable, during the Participant’s lifetime, only by the
Participant (or, in the event of legal incapacity or incompetency, by the Participant’s guardian or representative) and shall not be assigned,
pledged or hypothecated in any way (whether by operation of law or otherwise) and shall not be subject to execution, attachment or similar
process. Any attempted transfer, assignment, pledge, hypothecation or other disposition of the Option or of any rights granted hereunder
contrary to the provisions of this Section 7, or the levy of any attachment or similar process upon the Option shall be null and void.

8. NO RIGHTS AS STOCKHOLDER UNTIL EXERCISE.
The Participant shall have no rights as a stockholder with respect to Shares subject to this Agreement until registration of the

Shares in the Company’s share register in the name of the Participant. Except as is expressly provided in the Plan with respect to certain
changes in the capitalization of the Company, no adjustment shall be made for dividends or similar rights for which the record date is prior
to the date of such registration.

9. ADJUSTMENTS.
The Plan contains provisions covering the treatment of Options in a number of contingencies such as stock splits and mergers.

Provisions in the Plan for adjustment with respect to stock subject to Options and the related provisions with respect to successors to the
business of the Company are hereby made applicable hereunder and are incorporated herein by reference.
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10. TAXES.
The Participant acknowledges that any income or other taxes due from him or her with respect to this Option or the Shares

issuable pursuant to this Option shall be the Participant’s responsibility. The Participant acknowledges and agrees that (i) the Participant
was free to use professional advisors of his or her choice in connection with this Agreement, has received advice from his or her
professional advisors in connection with this Agreement, understands its meaning and import, and is entering into this Agreement freely and
without coercion or duress; (ii) the Participant has not received and is not relying upon any advice, representations or assurances made by or
on behalf of the Company or any Affiliate or any employee of or counsel to the Company or any Affiliate regarding any tax or other effects
or implications of the Option, the Shares or other matters contemplated by this Agreement and (iii) neither the Company its Affiliates, nor
any of its officers or directors, shall be held liable for any applicable costs, taxes, or penalties associated with the Option if, in fact, the
Internal Revenue Service were to determine that the Option constitutes deferred compensation under Section 409A of the Code.

If this Option is designated in the Stock Option Grant Notice as an ISO and there is a Disqualifying Disposition (as defined in
Section 15 below) or if the Option is converted into a Non-Qualified Option and such Non-Qualified Option is exercised, the Participant
agrees that the Company may withhold from the Participant’s remuneration, if any, the minimum statutory amount of federal, state and
local withholding taxes attributable to such amount that is considered compensation includable in such person’s gross income. At the
Company’s discretion, the amount required to be withheld may be withheld in cash from such remuneration, or in kind from the Shares
otherwise deliverable to the Participant on exercise of the Option. The Participant further agrees that, if the Company does not withhold an
amount from the Participant’s remuneration sufficient to satisfy the Company’s income tax withholding obligation, the Participant will
reimburse the Company on demand, in cash, for the amount under-withheld.

11. PURCHASE FOR INVESTMENT.
Unless the offering and sale of the Shares to be issued upon the particular exercise of the Option shall have been effectively

registered under the Securities Act of 1933, as now in force or hereafter amended (the “1933 Act”), the Company shall be under no
obligation to issue the Shares covered by such exercise unless and until the following conditions have been fulfilled:
 

 

(a) The person(s) who exercise the Option shall warrant to the Company, at the time of such exercise, that such person(s) are
acquiring such Shares for their own respective accounts, for investment, and not with a view to, or for sale in connection
with, the distribution of any such Shares, in which event the person(s) acquiring such Shares shall be bound by the
provisions of the following legend which shall be endorsed upon any certificate(s) evidencing the Shares issued pursuant
to such exercise:
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“The shares represented by this certificate have been taken for investment and they may not be sold or otherwise
transferred by any person, including a pledgee, unless (1) either (a) a Registration Statement with respect to such shares
shall be effective under the Securities Act of 1933, as amended, or (b) the Company shall have received an opinion of
counsel satisfactory to it that an exemption from registration under such Act is then available, and (2) there shall have been
compliance with all applicable state securities laws;” and
(b) If the Company so requires, the Company shall have received an opinion of its counsel that the Shares may be issued
upon such particular exercise in compliance with the 1933 Act without registration thereunder. Without limiting the
generality of the foregoing, the Company may delay issuance of the Shares until completion of any action or obtaining of
any consent, which the Company deems necessary under any applicable law (including without limitation state securities
or “blue sky” laws).

12. RESTRICTIONS ON TRANSFER OF SHARES.
12.1 The Participant agrees that in the event the Company proposes to offer for sale to the public any of its equity securities and

such Participant is requested by the Company and any underwriter engaged by the Company in connection with such offering to sign an
agreement restricting the sale or other transfer of Shares, then it will promptly sign such agreement and will not transfer, whether in
privately negotiated transactions or to the public in open market transactions or otherwise, any Shares or other securities of the Company
held by him or her during such period as is determined by the Company and the underwriters, not to exceed 180 days following the closing
of the offering, plus such additional period of time as may be required to comply with Marketplace Rule 2711 of the National Association
of Securities Dealers, Inc. or similar rules thereto (such period, the “Lock-Up Period”). Such agreement shall be in writing and in form and
substance reasonably satisfactory to the Company and such underwriter and pursuant to customary and prevailing terms and conditions.
Notwithstanding whether the Participant has signed such an agreement, the Company may impose stop-transfer instructions with respect to
the Shares or other securities of the Company subject to the foregoing restrictions until the end of the Lock-Up Period.

12.2 The Participant acknowledges and agrees that neither the Company, its shareholders nor its directors and officers, has any
duty or obligation to disclose to the Participant any material information regarding the business of the Company or affecting the value of
the Shares before, at the time of, or following a termination of the employment of the Participant by the Company, including, without
limitation, any information concerning plans for the Company to make a public offering of its securities or to be acquired by or merged with
or into another firm or entity.
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13. NO OBLIGATION TO MAINTAIN RELATIONSHIP.
The Company is not by the Plan or this Option obligated to continue the Participant as an employee, director or consultant of the

Company or an Affiliate. The Participant acknowledges: (i) that the Plan is discretionary in nature and may be suspended or terminated by
the Company at any time; (ii) that the grant of the Option is a one-time benefit which does not create any contractual or other right to
receive future grants of options, or benefits in lieu of options; (iii) that all determinations with respect to any such future grants, including,
but not limited to, the times when options shall be granted, the number of shares subject to each option, the option price, and the time or
times when each option shall be exercisable, will be at the sole discretion of the Company; (iv) that the Participant’s participation in the
Plan is voluntary; (v) that the value of the Option is an extraordinary item of compensation which is outside the scope of the Participant’s
employment or consulting contract, if any; and (vi) that the Option is not part of normal or expected compensation for purposes of
calculating any severance, resignation, redundancy, end of service payments, bonuses, long-service awards, pension or retirement benefits
or similar payments.

14. IF OPTION IS INTENDED TO BE AN ISO.
If this Option is designated in the Stock Option Grant Notice as an ISO so that the Participant (or the Participant’s Survivors)

may qualify for the favorable tax treatment provided to holders of Options that meet the standards of Section 422 of the Code then any
provision of this Agreement or the Plan which conflicts with the Code so that this Option would not be deemed an ISO is null and void and
any ambiguities shall be resolved so that the Option qualifies as an ISO. Nonetheless, if the Option is determined not to be an ISO, the
Participant understands that neither the Company nor any Affiliate is responsible to compensate him or her or otherwise make up for the
treatment of the Option as a Non-Qualified Option and not as an ISO. The Participant should consult with the Participant’s own tax
advisors regarding the tax effects of the Option and the requirements necessary to obtain favorable tax treatment under Section 422 of the
Code, including, but not limited to, holding period requirements.

Notwithstanding the foregoing, to the extent that the Option is designated in the Stock Option Grant Notice as an ISO and is not
deemed to be an ISO pursuant to Section 422(d) of the Code because the aggregate fair market value (determined as of the date hereof) of
any of the Shares with respect to which this ISO is granted becomes exercisable for the first time during any calendar year in excess of
$100,000, the portion of the Option representing such excess value shall be treated as a Non-Qualified Option and the Participant shall be
deemed to have taxable income measured by the difference between the then fair market value of the Shares received upon exercise and the
price paid for such Shares pursuant to this Agreement.

15. NOTICE TO COMPANY OF DISQUALIFYING DISPOSITION OF AN ISO.
If this Option is designated in the Stock Option Grant Notice as an ISO then the Participant agrees to notify the Company in

writing immediately after the Participant makes a Disqualifying Disposition of any of the Shares acquired pursuant to the exercise of the
ISO. A Disqualifying Disposition is defined in Section 424(c) of the Code and includes any disposition
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(including any sale) of such Shares before the later of (a) two years after the date the Participant was granted the ISO or (b) one year after
the date the Participant acquired Shares by exercising the ISO, except as otherwise provided in Section 424(c) of the Code. If the
Participant has died before the Shares are sold, these holding period requirements do not apply and no Disqualifying Disposition can occur
thereafter.

16. NOTICES.
Any notices required or permitted by the terms of this Agreement or the Plan shall be given by recognized courier service,

facsimile, registered or certified mail, return receipt requested, addressed as follows:
If to the Company:

Amedica Corporation
615 Arapeen Drive, Suite 302
Salt Lake City, Utah 84108
Attention: Chief Financial Officer

If to the Participant at the address set forth on the Stock Option Grant Notice
or to such other address or addresses of which notice in the same manner has previously been given. Any such notice shall be deemed to
have been given upon the earlier of receipt, one business day following delivery to a recognized courier service or three business days
following mailing by registered or certified mail.

17. GOVERNING LAW.
This Agreement shall be construed and enforced in accordance with the law of the State of Delaware, without giving effect to

the conflict of law principles thereof. For the purpose of litigating any dispute that arises under this Agreement, the parties hereby consent
to exclusive jurisdiction in Utah and agree that such litigation shall be conducted in the state courts of Salt Lake City, Utah or the federal
courts of the United States for the District of Utah.

18. BENEFIT OF AGREEMENT.
Subject to the provisions of the Plan and the other provisions hereof, this Agreement shall be for the benefit of and shall be

binding upon the heirs, executors, administrators, successors and assigns of the parties hereto.

19. ENTIRE AGREEMENT.
This Agreement, together with the Plan, embodies the entire agreement and understanding between the parties hereto with

respect to the subject matter hereof and supersedes all prior oral or written agreements and understandings relating to the subject matter
hereof. No statement, representation, warranty, covenant or agreement not expressly set forth in this Agreement shall affect or be used to
interpret, change or restrict, the express terms and provisions of this Agreement, provided, however, in any event, this Agreement shall be
subject to and governed by the Plan.
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20. MODIFICATIONS AND AMENDMENTS.
The terms and provisions of this Agreement may be modified or amended as provided in the Plan.

21. WAIVERS AND CONSENTS.
Except as provided in the Plan, the terms and provisions of this Agreement may be waived, or consent for the departure

therefrom granted, only by written document executed by the party entitled to the benefits of such terms or provisions. No such waiver or
consent shall be deemed to be or shall constitute a waiver or consent with respect to any other terms or provisions of this Agreement,
whether or not similar. Each such waiver or consent shall be effective only in the specific instance and for the purpose for which it was
given, and shall not constitute a continuing waiver or consent.

22. DATA PRIVACY.
By entering into this Agreement, the Participant: (i) authorizes the Company and each Affiliate, and any agent of the Company

or any Affiliate administering the Plan or providing Plan recordkeeping services, to disclose to the Company or any of its Affiliates such
information and data as the Company or any such Affiliate shall request in order to facilitate the grant of options and the administration of
the Plan; (ii) waives any data privacy rights he or she may have with respect to such information; and (iii) authorizes the Company and each
Affiliate to store and transmit such information in electronic form.

[REMAINDER OF PAGE INTENTIONALLY LEFT BLANK]
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Exhibit A

NOTICE OF EXERCISE OF STOCK OPTION
To: Amedica Corporation

Ladies and Gentlemen:
I hereby exercise my Stock Option to purchase                      shares (the “Shares”) of the common stock, $0.01 par value, of Amedica

Corporation. (the “Company”), at the exercise price of $                     per share, pursuant to and subject to the terms of that Stock Option
Grant Notice dated                     , 200    .

I understand the nature of the investment I am making and the financial risks thereof. I am aware that it is my responsibility to have
consulted with competent tax and legal advisors about the relevant national, state and local income tax and securities laws affecting the
exercise of the Option and the purchase and subsequent sale of the Shares.

I am paying the option exercise price for the Shares as follows:
 

      

Please issue the Shares (check one):
¨ to me; or
¨ to me and                                                  , as joint tenants with right of survivorship,

at the following address:
 

      

      

      
 

My mailing address for shareholder communications, if different from the address listed above, is:
 

      

      

      
 

Exhibit A-1



Very truly yours,

 
            Participant (signature)

 
            Print Name

 
            Date

 
            Social Security Number
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Exhibit 10.52
RESTRICTED STOCK AGREEMENT

AMEDICA CORPORATION

AGREEMENT made as of the      day of             , 200     (the “Grant Date”), between Amedica Corporation (the “Company”), a
Delaware corporation, and                      (the “Participant”).

WHEREAS, the Company has adopted the Amedica Corporation 2007 Employee, Director and Consultant Equity Incentive Plan (the
“Plan”) to promote the interests of the Company by providing an incentive for employees, directors and consultants of the Company or its
Affiliates;

WHEREAS, pursuant to the provisions of the Plan, the Company desires to offer to the Participant shares of the Company’s common
stock, $0.01 par value per share (“Common Stock”), in accordance with the provisions of the Plan, all on the terms and conditions
hereinafter set forth;

WHEREAS, Participant wishes to accept said offer; and

WHEREAS, the parties hereto understand and agree that any terms used and not defined herein have the meanings ascribed to such
terms in the Plan.

NOW, THEREFORE, in consideration of the premises and the mutual covenants contained herein and for other good and valuable
consideration, the receipt and sufficiency of which are hereby acknowledged, the parties hereto hereby agree as follows:

1. Terms of Grant . The Participant hereby accepts the offer of the Company to issue to the Participant, in accordance with the terms
of the Plan and this Agreement,                      (                    ) Shares of the Company’s Common Stock (such shares, subject to adjustment
pursuant to Section 24 of the Plan and Subsection 2.1(h) hereof, the “Granted Shares”) at a purchase price of $0.01 per share (the “Purchase
Price”), receipt of which is hereby acknowledged by the Participant’s prior service to the Company and which amount will be reported as
income on the Participant’s W-2 for this calendar year.

2.1. Forfeiture Provisions.
(a) Lapsing Forfeiture Right. In the event that for any reason the Participant is no longer an employee, director or consultant of the

Company or an Affiliate prior to                      (the “Termination”), the Participant (or the Participant’s Survivor) shall, on the date of
Termination, immediately forfeit to the Company (or its designee) all of the Granted Shares which have not yet lapsed in accordance with
the schedule set forth below (the “Lapsing Forfeiture Right”).

The Company’s Lapsing Forfeiture Right is as follows:
(i) If the Participant’s Termination is prior to [the first anniversary of the Grant Date], all of the Granted Shares shall be

forfeited to the Company.
(ii) If the Participant’s Termination is on or after [the first anniversary of the Grant Date] but prior to                     ,

            % of the Granted Shares shall be forfeited to the Company (rounded up to the next highest whole number of shares).



(b) Effect of Termination for Disability or upon Death. The following rules apply if the Participant’s Termination is by reason of
Disability or death: to the extent the Company’s Lapsing Forfeiture Right has not lapsed as of the date of Disability or death, as case may
be, the Participant shall forfeit to the Company any or all of the Granted Shares subject to such Lapsing Forfeiture Right; provided,
however, that the Company’s Lapsing Forfeiture Right shall be deemed to have lapsed to the extent of a pro rata portion of the Granted
Shares through the date of Disability or death, as would have lapsed had the Participant not become Disabled or died, as the case may be.
The proration shall be based upon the number of days accrued in such current vesting period prior to the Participant’s date of Disability or
death, as the case may be.

(c) Effect of a For Cause Termination. Notwithstanding anything to the contrary contained in this Agreement, in the event the
Company or an Affiliate terminates the Participant’s employment or service for “cause” (as defined in the Plan) or in the event the
Administrator determines, within one year after the Participant’s termination, that either prior or subsequent to the Participant’s termination
the Participant engaged in conduct that would constitute “cause,” all of the Granted Shares then held by the Participant shall be forfeited to
the Company immediately as of the time the Participant is notified that he or she has been terminated for “cause” or that he or she engaged
in conduct which would constitute “cause”.

(d) Effect of Change of Control. Except as otherwise provided in Subsection 2.1(c) above, the Company’s Lapsing Forfeiture Right
shall terminate, and the Participant’s ownership of all Granted Shares then owned by the Participant shall become vested in accordance
with the terms and conditions set forth in Section 24(f) of the Plan.

(e) Escrow. The certificates representing all Granted Shares acquired by the Participant hereunder which from time to time are subject
to the Lapsing Forfeiture Right shall be delivered to the Company and the Company shall hold such Granted Shares in escrow as provided
in this Subsection 2.1(e). The Company shall promptly release from escrow and deliver to the Participant a certificate for the whole number
of Granted Shares, if any, as to which the Company’s Lapsing Forfeiture Right has lapsed. In the event of forfeiture to the Company of
Granted Shares subject to the Lapsing Forfeiture Right, the Company shall release from escrow and cancel a certificate for the number of
Granted Shares so forfeited. Any securities distributed in respect of the Granted Shares held in escrow, including, without limitation, shares
issued as a result of stock splits, stock dividends or other recapitalizations, shall also be held in escrow in the same manner as the Granted
Shares.

(f) Prohibition on Transfer. The Participant recognizes and agrees that all Granted Shares which are subject to the Lapsing Forfeiture
Right may not be sold, transferred, assigned, hypothecated, pledged, encumbered or otherwise disposed of, whether voluntarily or by
operation of law, other than to the Company (or its designee). However, the Participant, with the approval of the Administrator, may
transfer the Granted Shares for no consideration to or for the benefit of the Participant’s Immediate Family (including, without limitation,
to a trust for the benefit of the Participant’s Immediate Family or to a partnership or limited liability company for one or more members of
the Participant’s Immediate Family), subject to such limits as the Administrator may establish, and the transferee shall remain subject to all
the terms and conditions applicable to this Agreement prior to such transfer and each such transferee shall so acknowledge in writing as a
condition precedent to the effectiveness of such transfer. The term “Immediate Family” shall mean the Participant’s spouse, former spouse,
parents, children, stepchildren, adoptive relationships, sisters, brothers, nieces and nephews and grandchildren (and, for this purpose, shall
also include the Participant. The Company shall not be required to transfer any Granted Shares on its books which shall have been sold,
assigned or otherwise transferred in violation of this Subsection 2.1(f), or to treat as the owner of such Granted Shares, or to accord the
right to vote as such owner or to pay dividends to, any person or organization to which any such Granted Shares shall have been so sold,
assigned or otherwise transferred, in violation of this Subsection 2.1(f).
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(g) Failure to Deliver Granted Shares to be Forfeited. In the event that the Granted Shares to be forfeited to the Company under this
Agreement are not in the Company’s possession pursuant to Subsection 2.1(e) above or otherwise and the Participant or the Participant’s
Survivor fails to deliver such Granted Shares to the Company (or its designee), the Company may immediately take such action as is
appropriate to transfer record title of such Granted Shares from the Participant to the Company (or its designee) and treat the Participant
and such Granted Shares in all respects as if delivery of such Granted Shares had been made as required by this Agreement. The Participant
hereby irrevocably grants the Company a power of attorney which shall be coupled with an interest for the purpose of effectuating the
preceding sentence.

(h) Adjustments. The Plan contains provisions covering the treatment of Shares in a number of contingencies such as stock splits and
mergers. Provisions in the Plan for adjustment with respect to the Granted Shares and the related provisions with respect to successors to
the business of the Company are hereby made applicable hereunder and are incorporated herein by reference.

2.2 General Restrictions on Transfer of Granted Shares.
(a) The Participant agrees that in the event the Company proposes to offer for sale to the public any of its equity securities and such

Participant is requested by the Company and any underwriter engaged by the Company in connection with such offering to sign an
agreement restricting the sale or other transfer of Shares, then it will promptly sign such agreement and will not transfer, whether in
privately negotiated transactions or to the public in open market transactions or otherwise, any Shares or other securities of the Company
held by him or her during such period as is determined by the Company and the underwriters, not to exceed 90 days following the closing
of the offering, plus such additional period of time as may be required to comply with Marketplace Rule 2711 of the National Association
of Securities Dealers, Inc. or similar rules thereto (such period, the “Lock-Up Period”). Such agreement shall be in writing and in form and
substance reasonably satisfactory to the Company and such underwriter and pursuant to customary and prevailing terms and conditions.
Notwithstanding whether the Participant has signed such an agreement, the Company may impose stop-transfer instructions with respect to
the Shares or other securities of the Company subject to the foregoing restrictions until the end of the Lock-Up Period.

(b) The Participant acknowledges and agrees that neither the Company nor, its shareholders nor its directors and officers, has any duty
or obligation to disclose to the Participant any material information regarding the business of the Company or affecting the value of the
Shares before, at the time of, or following a Termination, including, without limitation, any information concerning plans for the Company
to make a public offering of its securities or to be acquired by or merged with or into another firm or entity.

3. Securities Law Compliance. The Participant specifically acknowledges and agrees that any sales of Granted Shares shall be made in
accordance with the requirements of the Securities Act of 1933, as amended.

4. Rights as a Stockholder. The Participant shall have all the rights of a stockholder with respect to the Granted Shares, including
voting and dividend rights, subject to the transfer and other restrictions set forth herein and in the Plan.
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5. Legend. In addition to any legend required pursuant to the Plan, all certificates representing the Granted Shares to be issued to the
Participant pursuant to this Agreement shall have endorsed thereon a legend substantially as follows:

“The shares represented by this certificate are subject to restrictions set forth in a Restricted Stock Agreement dated as of
                     with this Company, a copy of which Agreement is available for inspection at the offices of the Company or will be
made available upon request.”

6. Incorporation of the Plan. The Participant specifically understands and agrees that the Granted Shares issued under the Plan are
being sold to the Participant pursuant to the Plan, a copy of which Plan the Participant acknowledges he or she has read and understands and
by which Plan he or she agrees to be bound. The provisions of the Plan are incorporated herein by reference.

7. Tax Liability of the Participant and Payment of Taxes. The Participant acknowledges and agrees that any income or other taxes due
from the Participant with respect to the Granted Shares issued pursuant to this Agreement, including, without limitation, the Lapsing
Forfeiture Right, shall be the Participant’s responsibility. Without limiting the foregoing, the Participant agrees that, to the extent that the
lapsing of restrictions on disposition of any of the Granted Shares or the declaration of dividends on any such shares before the lapse of
such restrictions on disposition results in the Participant’s being deemed to be in receipt of earned income under the provisions of the Code,
the Company shall be entitled to immediate payment from the Participant of the amount of any tax required to be withheld by the
Company.

Upon execution of this Agreement, the Participant may file an election under Section 83 of the Code in substantially the form
attached as Exhibit B. The Participant acknowledges that if he does not file such an election, as the Granted Shares are released from the
Lapsing Forfeiture Right in accordance with Section 2.1, the Participant will have income for tax purposes equal to the fair market value of
the Granted Shares at such date, less the price paid for the Granted Shares by the Participant. The Participant has been given the
opportunity to obtain the advice of his or her tax advisors with respect to the tax consequences of the purchase of the Granted Shares and
the provisions of this Agreement.

If the Participant has not filed an election under Section 83 of the Code, the Participant shall be required to deposit with the
Company an amount of cash equal to the amount determined by the Company to be required with respect to the statutory minimum of the
Participant’s estimated total federal, state and local tax obligations associated with the termination of the Lapsing Forfeiture Right with
respect to the Granted Shares. In connection with the foregoing, the Participant agrees that the Company shall authorize a registered
broker(s) (the “Broker”) to sell on the date that the Granted Shares shall be released from the Lapsing Forfeiture Right such number of
Granted Shares as the Company instructs the Broker to sell to satisfy the Company’s withholding obligations, after deduction of the
Broker’s commission, and the Broker shall remit to the Company the cash necessary in order for the Company to satisfy its withholding
obligation. The Company shall not deliver any of the Granted Shares until the deposit required herein for withholding has been made. In
connection with such sale of Granted Shares, the Participant shall execute any such documents requested by Broker in order to effectuate
the sale of the Granted Shares and payment of the withholding obligation to the Company. In lieu thereof the Company may withhold such
amount from the Granted Shares to be delivered to the Participant as set forth in Section 28 of the Plan.

8. Equitable Relief. The Participant specifically acknowledges and agrees that in the event of a breach or threatened breach of the
provisions of this Agreement or the Plan, including the attempted transfer of the Granted Shares by the Participant in violation of this
Agreement, monetary damages may
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not be adequate to compensate the Company, and, therefore, in the event of such a breach or threatened breach, in addition to any right to
damages, the Company shall be entitled to equitable relief in any court having competent jurisdiction. Nothing herein shall be construed as
prohibiting the Company from pursuing any other remedies available to it for any such breach or threatened breach.

9. No Obligation to Maintain Relationship. The Company is not by the Plan or this Agreement obligated to continue the Participant as
an employee, director or consultant of the Company or an Affiliate. The Participant acknowledges: (i) that the Plan is discretionary in
nature and may be suspended or terminated by the Company at any time; (ii) that the grant of the Shares is a one-time benefit which does
not create any contractual or other right to receive future grants of shares, or benefits in lieu of shares; (iii) that all determinations with
respect to any such future grants, including, but not limited to, the times when shares shall be granted, the number of shares to be granted,
the purchase price, and the time or times when each share shall be free from a lapsing repurchase or forfeiture right, will be at the sole
discretion of the Company; (iv) that the Participant’s participation in the Plan is voluntary; (v) that the value of the Shares is an
extraordinary item of compensation which is outside the scope of the Participant’s employment contract, if any; and (vi) that the Shares are
not part of normal or expected compensation for purposes of calculating any severance, resignation, redundancy, end of service payments,
bonuses, long-service awards, pension or retirement benefits or similar payments.

10. Notices. Any notices required or permitted by the terms of this Agreement or the Plan shall be given by recognized courier
service, facsimile, registered or certified mail, return receipt requested, addressed as follows:

If to the Company:
Amedica Corporation
615 Arapeen Drive, Suite 302
Salt Lake City, Utah 84108
Attn: Chief Financial Officer

If to the Participant at the address set forth on the Company’s records:

or to such other address or addresses of which notice in the same manner has previously been given. Any such notice shall be deemed to
have been given on the earliest of receipt, one business day following delivery by the sender to a recognized courier service, or three
business days following mailing by registered or certified mail.

11. Benefit of Agreement. Subject to the provisions of the Plan and the other provisions hereof, this Agreement shall be for the benefit
of and shall be binding upon the heirs, executors, administrators, successors and assigns of the parties hereto.

12. Governing Law. This Agreement shall be construed and enforced in accordance with the laws of the State of Delaware, without
giving effect to the conflict of law principles thereof. For the purpose of litigating any dispute that arises under this Agreement, whether at
law or in equity, the parties hereby consent to exclusive jurisdiction in Utah and agree that such litigation shall be conducted in the state
courts of Salt Lake City, Utah or the federal courts of the United States for the District of Utah.

13. Severability. If any provision of this Agreement is held to be invalid or unenforceable by a court of competent jurisdiction, then
such provision or provisions shall be modified to the extent necessary to make such provision valid and enforceable, and to the extent that
this is impossible, then such provision shall be deemed to be excised from this Agreement, and the validity, legality and enforceability of
the rest of this Agreement shall not be affected thereby.
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14. Entire Agreement. This Agreement, together with the Plan, constitutes the entire agreement and understanding between the parties
hereto with respect to the subject matter hereof and supersedes all prior oral or written agreements and understandings relating to the
subject matter hereof. No statement, representation, warranty, covenant or agreement not expressly set forth in this Agreement shall affect
or be used to interpret, change or restrict the express terms and provisions of this Agreement provided, however, in any event, this
Agreement shall be subject to and governed by the Plan.

15. Modifications and Amendments; Waivers and Consents. The terms and provisions of this Agreement may be modified or amended
as provided in the Plan. Except as provided in the Plan, the terms and provisions of this Agreement may be waived, or consent for the
departure therefrom granted, only by written document executed by the party entitled to the benefits of such terms or provisions. No such
waiver or consent shall be deemed to be or shall constitute a waiver or consent with respect to any other terms or provisions of this
Agreement, whether or not similar. Each such waiver or consent shall be effective only in the specific instance and for the purpose for
which it was given, and shall not constitute a continuing waiver or consent.

16. Consent of Spouse/Domestic Partner. If the Participant has a spouse or domestic partner as of the date of this Agreement, the
Participant’s spouse or domestic partner shall execute a Consent of Spouse/Domestic Partner in the form of Exhibit A hereto, effective as
of the date hereof. Such consent shall not be deemed to confer or convey to the spouse or domestic partner any rights in the Granted Shares
that do not otherwise exist by operation of law or the agreement of the parties. If the Participant subsequent to the date hereof, marries,
remarries or applies to the Company for domestic partner benefits, the Participant shall, not later than 60 days thereafter, obtain his or her
new spouse/domestic partner’s acknowledgement of and consent to the existence and binding effect of all restrictions contained in this
Agreement by having such spouse/domestic partner execute and deliver a Consent of Spouse/Domestic Partner in the form of Exhibit A.

1 7 . Counterparts. This Agreement may be executed in one or more counterparts, and by different parties hereto on separate
counterparts, each of which shall be deemed an original, but all of which together shall constitute one and the same instrument.

18. Data Privacy. By entering into this Agreement, the Participant: (i) authorizes the Company and each Affiliate, and any agent of
the Company or any Affiliate administering the Plan or providing Plan record keeping services, to disclose to the Company or any of its
Affiliates such information and data as the Company or any such Affiliate shall request in order to facilitate the grant of Shares and the
administration of the Plan; (ii) waives any data privacy rights he or she may have with respect to such information; and (iii) authorizes the
Company and each Affiliate to store and transmit such information in electronic form.

[THE NEXT PAGE IS THE SIGNATURE PAGE]
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IN WITNESS WHEREOF, the parties hereto have executed this Agreement as of the day and year first above written.
 

AMEDICA CORPORATION

By:   
Name:  
Title:  

Participant:

 
Print Name:
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EXHIBIT A
CONSENT OF SPOUSE/DOMESTIC PARTNER

I,                     , spouse or domestic partner of                     , acknowledge that I have read the RESTRICTED STOCK AGREEMENT
dated as of                      (the “Agreement”) to which this Consent is attached as Exhibit A and that I know its contents. Capitalized terms
used and not defined herein shall have the meanings assigned to such terms in the Agreement. I am aware that by its provisions the Granted
Shares granted to my spouse/domestic partner pursuant to the Agreement are subject to a Lapsing Forfeiture Right in favor of Amedica
Corporation (the “Company”) and that, accordingly, I may be required to forfeit to the Company any or all of the Granted Shares of which I
may become possessed as a result of a gift from my spouse/domestic partner or a court decree and/or any property settlement in any
domestic litigation.

I hereby agree that my interest, if any, in the Granted Shares subject to the Agreement shall be irrevocably bound by the Agreement
and further understand and agree that any community property interest I may have in the Granted Shares shall be similarly bound by the
Agreement.

I agree to the Lapsing Forfeiture Right described in the Agreement and I hereby consent to the forfeiture of the Granted Shares to the
Company by my spouse/domestic partner or my spouse/domestic partner’s legal representative in accordance with the provisions of the
Agreement. Further, as part of the consideration for the Agreement, I agree that at my death, if I have not disposed of any interest of mine
in the Granted Shares by an outright bequest of the Granted Shares to my spouse or domestic partner, then the Company shall have the
same rights against my legal representative to exercise its rights to the Granted Shares with respect to any interest of mine in the Granted
Shares as it would have had pursuant to the Agreement if I had acquired the Granted Shares pursuant to a court decree in domestic
litigation.

I AM AWARE THAT THE LEGAL, FINANCIAL AND RELATED MATTERS CONTAINED IN THE AGREEMENT ARE
COMPLEX AND THAT I AM FREE TO SEEK INDEPENDENT PROFESSIONAL GUIDANCE OR COUNSEL WITH
RESPECT TO THIS CONSENT. I HAVE EITHER SOUGHT SUCH GUIDANCE OR COUNSEL OR DETERMINED AFTER
REVIEWING THE AGREEMENT CAREFULLY THAT I WILL WAIVE SUCH RIGHT.

Dated as of the      day of             , 200    .
 

 
Print name:
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EXHIBIT B

Election to Include Gross Income in Year
of Transfer Pursuant to Section 83(b)

of the Internal Revenue Code of 1986, as amended

In accordance with Section 83(b) of the Internal Revenue Code of 1986, as amended (the “Code”), the undersigned hereby elects to
include in his gross income as compensation for services the excess, if any, of the fair market value of the property (described below) at the
time of transfer over the amount paid for such property.

The following sets for the information required in accordance with the Code and the regulations promulgated hereunder:
 

1. The name, address and social security number of the undersigned are:
Name:
Address:
Social Security No.:

 

2. The description of the property with respect to which the election is being made is as follows:
                     (                    ) shares (the “Shares”) of Common Stock, $0.01 par value per share, of Amedica Corporation, a Delaware
corporation (the “Company”).

 

3. This election is made for the calendar year             , with respect to the transfer of the property to the Taxpayer on                     .
 

4. Description of restrictions: The property is subject to the following restrictions:
In the event taxpayer’s employment with the Company or an Affiliate is terminated, the taxpayer shall forfeit the Shares as set forth
below:

 

 A. If the termination takes place on or prior to                      all of the Shares will be forfeited.
 

 
B. If the termination takes place after             , 200    , the number of Shares forfeited shall be                      (                    ) Shares

less                      (                    ) Shares for each full twelve (12) month period elapsed after                     , 200     if the taxpayer
is employed by the Company or an Affiliate.

 

5. The fair market value at time of transfer (determined without regard to any restrictions other than restrictions which by their terms
will never lapse) of the property with respect to which this election is being made was not more than $             per Share.

 

6. The amount paid by taxpayer for said property was $             per Share.
 

7. A copy of this statement has been furnished to the Company.

Signed this      day of             , 200    .
 

 
Print Name:
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Exhibit 23.1
 

Consent of Independent Registered Public Accounting Firm
 
We consent to the reference to our firm under the caption “Experts” and to the use of our report dated May 18, 2007 (except for Note 12 as
to which the date is August     , 2007) in Amendment No. 2 to the Registration Statement (Form S-1 No. 333-143160) and related
Prospectus of Amedica Corporation for the registration of 4,650,000 shares of its common stock.
 
     Ernst & Young LLP
 
Salt Lake City, Utah
August     , 2007
 
The foregoing consent is in the form that will be signed upon the completion of the reverse stock split described in Note 12 to the financial
statements.
 
/s/ Ernst & Young LLP
 
Salt Lake City, Utah
July 17, 2007
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