EDGAROnline

NEUROMETRIX, INC.

FORM 10-K

(Annual Report)

Filed 03/07/11 for the Period Ending 12/31/10

Address

Telephone
CIK

SIC Code
Industry
Sector
Fiscal Year

62 FOURTH AVENUE

WALTHAM, MA 02451

(781) 890-9989

0001289850

3841 - Surgical and Medical Instruments and Apparatus
Medical Equipment & Supplies

Healthcare

12/31

Powere d By ED‘GA;Rbn]ine

http://www.edgar-online.com
© Copyright 2013, EDGAR Online, Inc. All Rights Reserved.

Distribution and use of this document restricted under EDGAR Online, Inc. Terms of Use.


http://www.edgar-online.com

Table of Contents

UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
WASHINGTON, D.C. 20549

FORM 10-K
(Mark One)
ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934
For the fiscal year ended December 31, 2010
OR
(| TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT
OF 1934
For the transition period from to
Commission File Number 001-33351
NEUROMETRIX, INC.
(Exact name of registrant as specified in its @rart
Delaware 04-330818C
(State or Other Jurisdiction of Incorporation og@&mization (I.LR.S. Employer Identification No
62 Fourth Avenue, Waltham, Massachusetts 02451
(Address of Principal Executive Office (Zip Code)
(781) 890-9989
(Registrant's Telephone Number, Including Area G
Securities registered pursuant to Section 12(b) dfie Act:
Title of each class Name of exchange on which registered
Common Stock, $0.0001 par value per sha The NASDAQ Stock Market LLC

The NASDAQ Stock Market LLC
Preferred Stock Purchase Rights

Securities registered pursuant to Section 12(g) ¢ie Act
None

Indicate by check mark if the registranaiwell-known seasoned issuer, as defined in Rbeof the Securities Act. YeEl No X
Indicate by check mark if the registramnot required to file reports pursuant to SectiBror 15(d) of the Act. Yes YeE] No X

Indicate by check mark whether the registtr(1) has filed all reports required to be fimdSection 13 or 15(d) of the Securities
Exchange Act of 1934 during the preceding 12 mofah$or such shorter period that the registrans wemjuired to file such reports); and
(2) has been subject to such filing requirementsHe past 90 days. Y& No O

Indicate by check mark whether the registhas submitted electronically and posted oodtporate Web site, if any, every Interactive
Data File required to be submitted and posted puntsio Rule 405 of Regulation S-T during the préwgd2 months (or for such shorter
period that the registrant was required to submit @ost such files



Yes O No O

Indicate by check mark if disclosure ofimiguent filers pursuant to Item 405 of RegulatiiK is not contained herein, and will not be
contained, to the best of registrant's knowledgeleffinitive proxy or information statements incorated by reference in Part Ill of this
Form 10-K or any amendment to this Form 104K.

Indicate by check mark whether the registis a large accelerated filer, an accelerated & nonaccelerated filer or a smaller report
company. See the definitions of "large acceleréited" "accelerated filer" and "smaller reportiogmpany” in Rule 12b-2 of the Exchange
Act (check one):

Large accelerated fileE®l Accelerated filerd Non-accelerated fileE1 Smaller reporting companigl
(Do not check if a
smaller reporting compan'

Indicate by check mark whether the regitttis a shell company (as defined in Rule 12b-thefExchange Act). Yefl No

As of June 30, 2010, the last businessodldiye registrant's most recently completed sedsiedl quarter, the aggregate market value of
the voting stock held by non-affiliates of the stgant was approximately $25,506,449 based onltising sale price of the common stock as
reported on the NASDAQ Global Market on June 30,20

As of March 1, 2011, there were 23,197 ,818dres of Common Stock outstanding.

DOCUMENTS INCORPORATED BY REFERENCE
None




Table of Contents

PART |
Iltem 1.
Iltem 1A.
Item 1B.
Item 2.
Iltem 3.
Iltem 4.

PART Il
Item 5.

Iltem 6.
Iltem 7.

Iltem 7A.
Item 8.
Item 9.

Iltem 9A.
Iltem 9B.

PART Il
Item 10.
Iltem 11.
Iltem 12.

Iltem 13.
Item 14.
PART IV

Item 15.
Signatures

NEUROMETRIX, INC.
ANNUAL REPORT ON FORM 10-K
FOR THE YEAR ENDED DECEMBER 31, 2010

TABLE OF CONTENTS

Business

Risk Factors

Unresolved Staff Commen
Properties

Legal Proceeding
[Removed and Reserve

Market for Registrant's Common Equity, Related Bhtotder Matters
and Issuer Purchases of Equity Secur

Selected Financial Da

Management's Discussion and Analysis of Financtaddtion and
Results of Operatior

Quantitative and Qualitative Disclosures About MzrRisk

Financial Statements and Supplementary |

Changes in and Disagreements with Accountants @oyding and
Financial Disclosur:

Controls and Procedur

Other Informatior

Directors, Executive Officers and Corporate Goveos
Executive Compensatic

Security Ownership of Certain Beneficial Owners dahagement and

Related Stockholder Matte

Certain Relationships and Related Transactiondarettor
Independenc

Principal Accounting Fees and Servi

Exhibits and Financial Statement Schec

17
35
35
35
36

37
38

40
52
53

54

54
54

55
60
68
72
73

74
78




Table of Contents

PART |

The statements contained in this AnnualdRegn Form 10-K, including under the section titldanagement's Discussion and Analysis
of Financial Condition and Results of Operations ather sections of this Annual Report, includeviird-looking statements within the
meaning of Section 27A of the Securities Act of 398 amended, and Section 21E of the SecuritieldEge Act of 1934, as amended, or
the Exchange Act, including, without limitationatgments regarding our or our management's exfgtahopes, beliefs, intentions or
strategies regarding the future, such as our estBagarding anticipated operating losses, fuewenues and projected expenses for 2011
and beyond; our expectations that a rapid low posit-of-care test for peripheral nerve diseass ahlled diabetic peripheral neuropathy, or
DPN represents a U.S. and international market ppity, and our expectations surrounding the timeeby which this product could be
developed and commercially launched; our beliejaurding the outcome of discussions with the UnSeates Food and Drug Administration,
or FDA, concerning its notice to us that certaiparting functions of the onCall Information Systane not substantially equivalent to the
cleared NC-stat System; our liquidity and our exatons regarding our needs for and ability togadditional capital; and other factors
discussed elsewhere in this Annual Report on Fdi+K dr any document incorporated by reference hesetherein. The words "believe,"
"may," "will," "estimate," "continue," "anticipat&'intend," "expect,” "plan" and similar expresssomay identify forward-looking statements,
but the absence of these words does not mean #tatesment is not forward-looking. The forward-loakstatements contained in this annual
report are based on our current expectations alefdeoncerning future developments and their pitdé effects on us. There can be no
assurance that future developments affecting uswithose that we have anticipated. These forh@kling statements involve a number of
risks, uncertainties (some of which are beyondoomtrol) or other assumptions that may cause aotsalts or performance to be materially
different from those expressed or implied by thfeseard-looking statements. These risks and unicgiga include, but are not limited to,
those factors described in the section titled "Hiaktors." Should one or more of these risks oertamties materialize, or should any of our
assumptions prove incorrect, actual results may fram those projected in these forward-lookingesteents. We undertake no obligation to
update or revise any forward-looking statementstiver as a result of new information, future eventstherwise, except as may be required
under applicable securities laws. Unless the caratverwise requires, all references to "we", "tisg& "Company", or "NeuroMetrix" in this
Annual Report on Form 10-K refers to NeuroMetrixg.|

ITEM 1. BUSINESS
Our Business-An Overview

We are a science-based health care contpamgforming patient care through neurotechnolddg.develop and market innovative
products for the detection, diagnosis, and momitpdf peripheral nerve and spinal cord disordersh &s those associated with diabetes,
carpal tunnel syndrome, lumbosacral disc diseadespimal stenosis. Historically, our general fobas been primarily on the assessment of
neuropathies. Neuropathies affect the periphemaleseand parts of the spine and are frequentlyethbg or associated with carpal tunnel
syndrome, diabetes, sciatica, and other clinicsdrdiers. We market systems for the performancemfenconduction studies and needle
electromyography procedures.

We recently shifted our primary focus talzktes, specifically the detection and monitorifidiabetic neuropathy, which is a common
complication of the disease. We view diabetes pesenting the largest and fastest growing oppitytfior our proprietary technology as
countries around the world struggle to cope witlepidemic of Type Il diabetes. Neuropathy is a camrand serious complication of the
disease that may lead to foot ulcers and limb aatjmut. We have over a decade of experience in patig detection and believe we are
uniquely positioned to address the unmet
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need for a rapid, cost-effective, objective testdiabetic neuropathy. We anticipate a mid-201héwof NC-stat SL, which is a modified
version of our NC-stat device designed specificldlyassessment of diabetic neuropathy at the jdinare. In support of our efforts, we
have assembled a scientific advisory board of iatéonal experts.

We currently market a medical device clddrg the FDA which is used for the assessment ofapathies. Our ADVANCE™
NCS/EMG System, or the ADVANCE System, is a comprsive platform for the performance of traditionatve conduction studies a
invasive electromyography procedures. We focussales efforts for the ADVANCE System on physicidfices and clinics. Our
ADVANCE System is comprised of: (1) various typdé®lectrodes and needles, (2) our ADVANCE device atated modules, and (3) a
communication hub that enables the physician's@tid network their device to our servers for @atdiving, report generation, and other
network services. We sold a predecessor devicd\@hstat System, to a broad group of physiciansfits initial market launch in May 1999
through September 2010. Our NC-stat System ismt{pdicare device for the performance of nerve cmtion studies. We do not intend to
support the NC-stat System beyond 2011 and arsiti@ring our NC-stat customers to the ADVANCE Syst Our neurodiagnostic
equipment is used in over 3,800 physicians' officésics, and hospitals. Over 1.5 million patishidies have been performed with our
neurodiagnostic devices since 1999.

Business Developments

In January 2011, we announced a shiftabeties care as our primary business focus but valse continue to support our
neurodiagnostic products. Within neurodiagnostdsey objective is maintaining our high standargmiduct support for the accounts in our
active installed base. Our general purpose NCdstate, which has been on the market since 199Bnetibe supported beyond 2011. We
intend to transition all of these accounts to tiBVANCE System, which currently represents over 4iftests performed using our
technology. We believe that a variable cost satesel is preferable during this transition periag.a result, we restructured our
organization in January 2011 by eliminating ouedirsales force and intend to manage new accoqgutsition through third party
distribution. Our international business, which éogp the ADVANCE System and corresponding technplaigd is transacted through a
network of independent distributors, was unaffedtgdhis restructuring.

Although Medicare now provides coveragerferve testing using our proprietary manafigured electrodes under CPT Code 95905,
commercial insurance companies have not yet revfssidcoverage policies to include this procedWe. believe there are many evidence-
based studies documenting the accuracy and clintddy of the procedure, particularly for carpgahnel syndrome. While we are working
towards broader insurance coverage, uncertain ghyseéconomics have made new account acquisitialhectying, and therefore the cost «
direct sales force cannot be justified. For thasmn, we have 1) prioritized our large installesebaf active accounts, 2) restructured our
organization to support active accounts, and 3Jjeshto third-party distribution for new accoungadsition.

In 2011, our goal is to manage neurodiatit®$o achieve a positive net cash contributiothiCompany. The restructuring instituted in
January 2011 involved a 27% reduction in employ&stipns, realignment of responsibilities, and arge of approximately $2.3 million
related to severance and inventory. In accordaritegenerally accepted accounting principles, $8illon of the charge was recorded in the
fourth quarter of 2010, and the remaining $0.3iomillwill be recorded in the first quarter of 2011.

4
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Overall Outlook

We believe that today's health care enwivent is characterized by uncertainty. Health caogigers face a range of challenges incluc
changes in reimbursement, declining patient visitg] uncertainty arising from national health gaferm. These factors have resulted in
downward pressure on our revenues and marginsufaneurodiagnostic products.

In spite of this environment, we have beaoouraged by the potential application of our tebbgy in the field of diabetes care. The
diabetes epidemic, particularly related to Typdidibetes, is a worldwide concern, as highlightedheyfollowing 2007 statistics (from the
Centers for Disease Control and Prevention):

. In the United States, 24 million people have diabeb7 million are prdiabetic, and there are 1.6 million new cases albelie:
each year.

. Worldwide, there are at least 200 million diabetasd that number is projected to reach 300 milligr2025.

. DPN is a common complication of diabetes affec80§6 to 70% of diabetics. Nerve disease can ledalatioulcers and
amputations, increased risk of falling, reductinnriobility, and substantial pain.

We believe that there is currently no otijecand standardized test for DPN widely availadiléhe point-ofeare. The American Diabet
Association, or ADA, and other organizations recanuhat least annual evaluation of all people widlietes for diabetic neuropathy. Due to
cost and availability, this screen is typically fjoemed with a simple (5.07/10g) monofilament. Téibjective method identifies late stage
neuropathy where intervention is generally limitedoot care. Experts in the field assert thateéhera large unmet need for a practical,
objective, and sensitive test for diabetic neuriop#éitat can be widely deployed in the regular cdrall people with diabetes. We believe we
are uniquely positioned to address this unmet need.

Specifically, we are developing "NC-stat'SThis device measures nerve conduction in thalswerve, which is a nerve located in the
lower leg. Nerve conduction studies are now widagsidered the gold standard test for diabeticapathy and have even become primary
endpoints in Phase Il clinical trials for neurdpatherapeutics. Nerve conduction abnormalitiethénsural nerve, in particular, are consid
the earliest and most informative indication ofbdiic neuropathy.

Our NC-stat SL device is easy to learn @perate. A test only takes about 30 seconds toparie have also focused a great deal of
effort on making the test uniquely cost effectivel daave made considerable progress. We do not ettt party reimbursement initially,
but given the low costs and tremendous potentiaéfiis of this test to people with diabetes anghysicians caring for them, we believe that
an out-of-pocket payment model will develop. Comently, we intend to initiate the type of clinicgtldies that will lead to broad third party
coverage. We do not expect this coverage to develogeveral years and cannot be sure of our sadeeasbtaining such coverage.

Our development efforts are being aideaiyadvisory board of international experts in dimbeeuropathy who agree that this device
has the potential to profoundly improve the managrgmf diabetic neuropathy. Several of these tholegluers are authors of widely
followed clinical guidelines, such as those froma &merican Diabetes Association (ADA).

Our development pathway has been relatisghightforward because NC-stat SL is a modifaratf our well established general
purpose NC-stat device and has the same clinidadations with respect to diabetic neuropathy. Ni@stat System has been on the market
since 1999. Over 1.5 million patient studies hagerbperformed with this technology, including 0660,000 sural nerve tests. It has been the
subject of many published studies, including sehatalies specifically addressing the accuracydimital utility of the device in assessment
of diabetic neuropathy.
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Our NC-stat SL product development has lmeewing rapidly. From product concept in the secqudrter of 2010, we have taken the
device through product feasibility and now have kimg prototypes. As product development continwesare shifting our focus to market
strategy and distribution to U.S. endocrinologistwed by primary care physicians. We believesthenarkets represent our largest and best
opportunities. They are also markets in which weeh@levant experience from our neurodiagnostitness.

In December 2010, we strengthened our BofRirectors with the appointment of Nancy Katzgaognized marketing innovator in
diabetes. We also expect to add diabetes relatesl aad marketing expertise to our management te@mthe next several quarters. Our ¢
is to launch NC-stat SL at the June 2011 Americab&tes Association meeting followed by direct oogtr rollout in the third quarter of
2011.

Neuropathies

Disorders of the nerves are broadly deedriy the term neuropathies. There are two bapestpf neuropathies, those that are focal or
localized in nature, and those that are systenticaFneuropathies are typically caused by a corsfme®f one or more specific nerves.
Systemic neuropathies are typically caused by alpodit disturbance that results in widespread damagerves throughout the body. The
most common clinical conditions associated withropathies include:

. Diabetes. Diabetes is a disease in which the body eithes dmt produce sufficient quantities of insulirdoes not properly
use insulin. Insulin is a hormone that is needetbtovert sugar, starches, and other food into grmeegded for daily body
function. Diabetes often results in a high leveghifcose in the blood, called hyperglycemia. Chrdwiperglycemia is
associated with complications of diabetes includirgve, eye, and kidney disease. The most commandbdiabetes-related
nerve disease is DPN. The symptoms of DPN inclog®ired sensation or pain in the feet and hands AIDA estimates that
60% to 70% of people with diabetes are affecte@®@BN, although a majority of these individuals anaware of their nerve
disease because they have no symptoms. DPN, ifridfagnosed and unmanaged, can result in theaf@weht of lower
extremity ulcers and, in severe cases, amputdtiestimated by the ADA that over 75% of all f@mnputations are in
patients with DPN. Other neuropathies may be ptaeeas many as 30% of patients with diabetesyifiolg carpal tunnel
syndrome, or CTS, radiculopathy, and chronic infizaory demyelinating polyneuropathy, or CIDP.

. Low back pain. Low back pain can have many causes. When low paitkhas a neurological source, it is often facalature
and associated with pain that radiates from thesfdvack region into the leg, called sciatica. Imeaases, the patient may ¢
experience loss of sensation and weakness in Wer leg. In advanced cases, these symptoms camieetigsabling. The
symptoms result from pressure on the nerve romgsptecursors of the nerve, as they exit the sfgine.source of the pressure
is usually part of an intervertebral disc thatigpthced from its normal location between the \mdkbodies. These disorders
are often called herniated or ruptured discs.

. Carpal Tunnel SyndromeCTS is caused by swelling of the tendons thaense the wrist alongside the median nerve. The
swollen tendons compress the median nerve, reguitidamage to the nerve that leads to numbnesbifirst three fingers of
the hand, weakness in the thumb, and occasionaitf and hand pain. CTS is the most common focatayathy.

. Other medical conditions associated with neuropeghiCommon chronic disorders such as obesity, rheaithatthritis, and

spinal stenosis, or narrowing of the spinal caaia,commonly associated with neuropathies. In thes®licated cases, it is
particularly important for the physician to confionexclude neuropathies in order to develop effedteatment programs.

6
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. Nerve damage caused by chemotherapynumber of widely used chemotherapeutic agemtdaxic to nerves. Unfortunately,
by the time patients report symptoms, significagitve damage has often already occurred.

NeuroMetrix Marketed Products for the Assessment oNeuropathies
ADVANCE NCS/EMG System

The ADVANCE System is a comprehensive plaitf for the performance of traditional nerve cortébrcstudies and invasive
electromyography procedures. The ADVANCE Systeonoimprised of: (1) various types of electrodes agedfes, (2) the ADVANCE devic
and related modules, and (3) a communication habeahables the physician's office to network tdeirice to their personal computers and
our servers for data archiving, report generatémm other network services. The ADVANCE Systementty represents over 40% of the
nerve tests performed using our technology.

NC-stat System

The NCstat System is no longer marketed and is in thega®of being replaced by the ADVANCE System. Waalantend to suppo
the NC-stat System beyond 2011 and are activelkiwgito transition our NC-stat customers to the AMMNCE System. The NC-stat System
currently represents less than 60% of the nerts pesformed using our technology. The NC-stat@yss comprised of: (1) single use
electrodes that are placed non-invasively on thiemzs body, (2) the NC-stat device and relateadmanents, and (3) the NC-stat docking
station, an optional device that enables the pharsio transmit data to our onCall Information ®yst The NC-stat System assists physicians
in rapidly and accurately examining the patiers imanner that may be cost-effective for the pateitthird-party payer. The onCall
Information System also provides our NC-stat cugi@mvith report creation, device management, data\ang, and other services that are
accessible via the web, e-mail, and facsimile.

Consumables

We market a variety of consumables andssmes for use with our neurodiagnostic devicégs€ include our nerve specific
electrodes, which are single use, self-adhesieetrelde arrays that are placed on the body andecteah to the neurodiagnostic device.
Currently, we sell nerve specific electrodes farrgrves. The electrodes are designed to be pasiiaccording to common anatomical
landmarks with a configuration that facilitatesreat placement. We also market electrodes, whiehralividually placed and may be used to
test any nerve at distal and proximal locationsl, BMG needles and various cables and other acéesd$or performing nerve conduction
studies and needle electromyography procedures.

Customers

Through December 2010, we primarily maritetar products through a direct sales force. Irjunmtion with the shift in our business
focus, we intend to market our products primatigotigh third party distributors to physicians, @) and hospitals comprised of primary
care, internal medicine, orthopedic and hand sunggmain medicine physicians, neurologists, physealicine and rehabilitation, or PM&R,
physicians, and neurosurgeons. As of December@®),2ve had over 3,800 active ADVANCE and NC-stettomers. No single customer
accounted for more than 10% of our revenues in 22009, or 2008.
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Substantially all of our assets, revenaes, expenses for the years ended December 31, 2009, and 2008 were located at or derived
from operations in the United States. In additiwa,have had limited but growing sales through ttistors in the United Kingdom, the
Netherlands, and various other countries. For eatie years ended December 31, 2010 and 200%natienal revenues accounted
approximately 2% of our total revenues and forybar ended December 31, 2008, accounted for lassli% of our total revenues.

Sales, Marketing, and Distribution

As discussed above, through December 20&@rimarily marketed our products through a disades force. We intend to market our
neurodiagnostic products within the United Statesugh a combination of independent sales repraees and the telemarketing efforts of
our customer service representatives. Distribusdmandled directly by us. We have limited but girayvsales through distributors in the
United Kingdom, the Netherlands, and various ottmemtries. Our success is dependent on our ahbiligffectively manage the efforts of our
sales organization, independent sales represesgatind international distributors, as well asaustomer service representatives.

As of January 2011, we sell to new custanirethe U.S. physician office and specialty masktough 16 distributors that utilize over
40 sales representatives. After sale support forea¥ and existing customers is provided by oumted field-based clinical educators. We
believe that this team is positively impacting cuser testing by providing high quality technicatatinical support. The customer service
organization at our corporate offices provides supfp customers regarding the operation of our ADMCE and NC-stat systems and for
reordering our consumable products. Internatioakdssare made through a network of distributors. $ailes organization currently has 19
field positions, including 15 clinical educatorsglifectors, a Senior Vice President and Chief QypegadDfficer, Neurodiagnostics, and a Vice
President, Marketing.

We invest significant effort in technicelinical, and business practices training for ales organization and independent sales
representatives. We also require attendance aidiesales and product training programs.

Promotion and sales of medical devicehagkly regulated not only by the FDA, but also bg Federal Trade Commission and, outside
the United States, by other international bodied, ae subject to federal and state fraud and adnfeecement activities.

Manufacturing and Supply

We rely on outside contractors for the nfaotwre and servicing of our products and their gonents, and we do not currently maintain
alternative manufacturing sources for our ADVANQHE &NC-stat devices, docking station/communicatiobsh electrodes, or any other
finished goods products. In outsourcing, we tacgetpanies that meet FDA, International OrganizafiwrStandardization, or ISO, and other
quality standards supported by internal policied procedures. Supplier performance is maintaineidnaanaged through a corrective action
program ensuring all product requirements are mekoeeded. We believe these manufacturing relstips minimize our capital investme
provide us with manufacturing expertise, and helptiol| costs.

Following the receipt of products or prodaemponents from our third-party manufacturers caeduct the necessary inspection,
packaging, and labeling at our corporate headogusafideility. We may consider manufacturing cerfainoducts or product components
internally, if and when demand or quality requirensemake it appropriate to do so. We currently havglans to manufacture any products
or product components internally.
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We seek to obtain products from our martufaes in order to maintain sufficient inventorysatisfy our customer obligations and we
did not experience any inventory shortages on atgbéished products in 2010. Additionally, durir@lD, we experienced a continued low
rate of defects in electrodes manufactured by Raalewe rejected less than 1% of electrodes stiifipas by Parlex in each of 2010 and
2009, compared to 3% to 5% in 2008. This was dtreSour efforts to focus Parlex on reducing tledatt rate. We are continuing to work
closely with Parlex to maintain and further redtits low rate of rejection. If our third-party meraaturers are unable to manufacture
sufficient quantities of our products that meet specifications, we will not meet expectationsdar business.

Parlex has been manufacturing our nerveipelectrodes since early 1999. In August 2006 entered into a mutually exclusive
manufacturing and supply agreement with Parlexyamsto which Parlex will manufacture and supplyso and we will purchase from
Parlex, at agreed upon prices per unit, all ofrequirements of electrodes for resale in the Urftades. Under the agreement, Parlex has
agreed not to manufacture electrodes to be use@asure nerve conduction for any other companyduhe term of the agreement and, in
some cases, for a period of one year thereaftdreiEparty may terminate the agreement at any tipom not less than 18 months prior writ
notice. Parlex manufactures our electrodes atiitfaa Massachusetts and also has the abilitpgdform certain manufacturing steps for our
electrodes at a second site located in the Unitagdom.

Sunburst EMS, Inc., or Sunburst, has beanufacturing our NC-stat devices and docking stat&ince November 2005. We signed a
formal supply agreement with Sunburst during 26@@te continued manufacturing and supply of owradiagnostic devices. Sunburst
manufactures the current generation of our ADVANd&ice at a facility in Massachusetts.

We and our third-party manufacturers agestered with the FDA and subject to compliancéniADA quality system regulations. We
are also I1SO registered and undergo frequent gualgtem audits by European agencies. Our ADVANg&edn is cleared for marketing
within the United States, Canada, and the Europlaon. Our facility and the facility of our conttadevice manufacturer are subject to
periodic inspections by regulatory authorities, amly undergo compliance inspections conducted &y DA and corresponding state
agencies. As a registered device manufacturerngear manufacturer will undergo regularly sched#®A quality system inspections.
However, additional FDA inspections may occur iéded necessary by the FDA.

Research and Development

We are currently focusing our researchdenmklopment efforts on our new diabetes products¥ESL, as well as further enhancements
to the ADVANCE System, including new electrodes attter accessories.

Our research and development group consfistg people, including six who hold Ph.D. or Mdzgrees. In addition, our Chief
Executive Officer, who holds both M.D. and Ph.Dges, spends significant efforts related to refeand development. The research and
development group has extensive experience in paysiology, biomedical instrumentation, signal @ssing, biomedical sensors, and
information systems. Our research and developnmentpgworks closely with our marketing group, ounidal support group (led by a board-
certified neurologist), and our customers to degigiducts that are focused on improving clinicatomes.

Research and development expenses werexampitely $5.9 million, $5.6 million, and $5.6 nidlh for the years ended December 31,
2010, 2009, and 2008.

NC-stat SL for monitoring diabetic peripheral neurdipga

Our NC-stat SL development efforts are eaiided by an advisory board of international etgier diabetic neuropathy. The
development pathway has been relatively straigiviiod because NC-stat

9
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SL is a modification of our established generappge NC-stat device and has the same clinicalatidics with respect to diabetic
neuropathy. The NC-stat has been on the markes 4i889. Over 1.5 million patient studies have hgemiormed with this technology,
including over 600,000 sural nerve tests. It haanlibe subject of many published studies, includingeral studies specifically addressing the
accuracy and clinical utility of the device in assment of diabetic neuropathy.

Our NC-stat SL product development has lmeewing rapidly. From product concept in the secqudrter of 2010, we have taken this
through product feasibility and now have workingtptypes.

NM101

Within our pipeline of pharmacologic compds for neural conduction enhancement, we are dpwej our lead compound, NM101, -
use in chronic spinal cord injury. We plan to acsathe compound through a Phase 1 clinical tridltaen evaluate strategic options. We are
presently performing the pre-clinical work requitedile an investigational new drug applicatiorttwihe FDA.

Andara OFS Devic

Our Andara Oscillating Frequency Stimulatior OFS, device for spinal cord injury is an istigational device designed as a single use
implant to enhance neurological recovery in pasemith devastating loss of movement and sensatanm ficute spinal cord injuries. We
believe, based on the results of pre-clinical dgwelent and clinical trials to date, that targetiedteical stimulation promotes the growth of
nerve fibers across the damaged portion of theabpord. We believe that the Andara OFS devicedenhance the natural process of
neuroplasticity to make new connections in theaiord that lead to partial restoration of neugadal functions such as sensation below the
injury. The FDA has recently provided us with gezatlarity on the clinical requirements for apprioebthe Andara OFS device under a
Humanitarian Device Exemption, or HDE. Our nexpst®uld be to design and conduct a clinical t@ageting the same safety and efficacy
endpoints as the original study but with a largamgle size. This project is currently on hold asfeaus our resources on NC-stat SL for
monitoring diabetic peripheral neuropathy.

Competition

We believe that there is currently no oftj@cand standardized test for diabetic neuropatiagely available at the point-of-care. The
ADA and other organizations recommend at least ahewaluation of all people with diabetes for di@beeuropathy. Due to cost and
availability, this screen is typically performedtiva simple (5.07/10g) monofilament. This subjeztinethod identifies late stage neuropathy
where intervention is generally limited to foot eaExperts in the field have indicated that thera large unmet need for a practical, objec
and sensitive test for diabetic neuropathy thatawidely deployed in the regular care of all geogith diabetes. Monofilament (5.07/10g)
is a commodity sold by a number of medical supplimnpanies.

There are a number of companies that seitadiagnostic devices. These companies includeRtaion Corporation, Cadwell
Laboratories, Inc., and Natus Medical Incorpora@areFusion Corporation has substantially greatantial resources than we do.
CareFusion Corporation and Cadwell Laboratories, thiave established a reputation as having efieetiorldwide distribution channels for
medical instruments to neurologists and PM&R phgsis.
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Intellectual Property

We rely on a combination of patents, tradeks, copyrights, trade secrets, and other intei#¢@roperty laws, nondisclosure agreements
and other measures to protect our proprietary toly, intellectual property rights, and know-hdiWe hold issued utility patents covering a
number of important aspects of our NC-stat and ADNMA Systems. We believe that in order to have apetitive advantage, we must
develop and maintain the proprietary aspects otexhnologies. We also require our employees, dtarga and advisors, whom we expec
work on our products, to agree to disclose andyadsi us all inventions conceived, developed usimgproperty, or which relate to our
business. Despite any measures taken to proteitellectual property, unauthorized parties magrapt to copy aspects of our products or
to obtain and use information that we regard apnpetary.

Patents

As of December 31, 2010, we had 31 issu& phatents, 26 issued foreign patents, and 40ipgpatent applications, including 25 U.S.
applications, 2 international PCT applications, &8doreign national applications. We have file@tprovisional patent applications relate
NC-stat SL.

Our issued design patents begin to expidil5, and our issued utility patents begin tarexip 2017. In particular, seven of our issued
U.S. utility patents covering important aspectswif current products will expire on the same dat2d17. Although the patent protection for
material aspects of our products covered by thenslaf the patents will be lost at that time, wedadditional patents and patent applicat
directed to other novel inventions that will haxaegnt terms extending beyond 2017.

In connection with the acquisition of cérteechnological and intellectual property assét€yberkinetics Neurotechnology
Systems, Inc., or Cyberkinetics, in January 2009 aigo license technology relating to the AndaaS[technology from the Purdue
Research Foundation.

The medical device industry is charactetilag the existence of a large number of patentsfraagient litigation based on allegations of
patent infringement. Patent litigation can invobamplex factual and legal questions, and its oute@uncertain. Any claim relating to
infringement of patents that is successfully asseaainst us may require us to pay substantiahdas Even if we were to prevail, any
litigation could be costly and time-consuming anald divert the attention of our management andpexgonnel from our business
operations. Our success will also depend in paduwmot infringing patents issued to others, idelg our competitors and potential
competitors. If our products are found to infrinhe patents of others, our development, manufactune sale of these potential products
could be severely restricted or prohibited. In &ddj our competitors may independently developilaintechnologies. Because of the
importance of our patent portfolio to our business,may lose market share to our competitors ifaileo protect our intellectual property
rights.

As the number of entrants into our marketéases, the possibility of third-parties allegiagent infringement claims against us grows.
Although we have not received notice of any claiarg] are not aware that our products infringe gblagties' patents and proprietary rights,
our products and methods may be covered by U.8nfsaheld by our competitors. In addition, our cetitiprs may assert that future products
we may market infringe their patents.

A patent infringement suit brought agaimsimay force us or any strategic partners or lieesso stop or delay developing,
manufacturing, or selling potential products that @aimed to infringe a third-party's intellectyabperty, unless that party grants us rights to
use its intellectual property. In such cases, wg bearequired to obtain licenses to patents or netay rights of others in order to continus
commercialize our products. However, we may nadlile to obtain any licenses required
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under any patents or proprietary rights of thirdipa on acceptable terms, or at all. Even if weenable to obtain rights to the third-party's
intellectual property, these rights may be mxetusive, thereby giving our competitors accegbéosame intellectual property. Ultimately,
may be unable to commercialize some of our poteptaducts or may have to cease some of our busimgsrations as a result of patent
infringement claims, which could severely harm business.

Trademarks

We hold domestic registrations for the sadEUROMETRIX, NC-STAT and onCall. We use a traddafar ADVANCE, ASCEND,
UNIVERSAL, ANDARA, and OFS. We hold certain foreigrademark registrations for the marks NEUROMETRRY NC-STAT.

Third-Party Reimbursement

We plan to launch NC-stat SL in mid-201itially, we do not expect third-party reimbursernfar health care providers using the
system to detect and monitor diabetic neuropatlopvéver, given the anticipated low costs involvethbaed with clinical upside of this test
to people with diabetes and to physicians carimghfem, we believe that an out-of-pocket paymentiehanay develop. Concurrently, we
intend to initiate the type of clinical studiestall lead to broad third party coverage. We da expect this coverage to develop for several
years and cannot be sure of our eventual succedgdming such coverag

Procedures performed with our neurodiagoosedical devices will often be paid for by thipdsty payers, including government health
programs, such as Medicare, and private insuramdere@naged care organizations. The 2011 PhysiBie@schedule published by CMS
includes a Category | CPT code or CPT 95905 foveneonduction studies performed with pre-configusksttrode arrays such as are used
with our ADVANCE and NCstat systems. We believe that physicians are giyegaeiving reimbursement under CPT 95905 frondiMare
for medically necessary nerve conduction studie®peaed using pre-configured electrode arrays. We believe that physicians are
receiving reimbursement for CPT 95905 from a smathber of commercial insurers. We continue to weitk reimbursement experts to
expand coverage for CPT 95905 and with physicianghieir adoption of patient advance beneficiarjiaes where they believe that nerve
conduction testing may not be covered by commenegirers. Reimbursement by third-party payersisrgortant element of success for
medical device companies. We do not foresee afgignt near-term improvement in reimbursement fammercial insurers for procedures
performed with our neurodiagnostic devices.

In the United States, some insured indigigare receiving their medical care through madagee programs, which monitor and often
require pre-approval of the services that a memililereceive. Some managed care programs are pak&igproviders on a per capita basis,
which puts the providers at financial risk for #@vices provided to their patients by paying theseiders a predetermined payment per
member per month, and consequently, may limit thiéngness of these providers to use our products.

We believe that the overall escalating odshedical products and services has led to, aldentinue to lead to, increased pressures on
the healthcare industry to reduce the costs ofymtsdand services. We cannot assure you that plairty-coverage will be available, that the
amounts paid for procedures performed with our ca@dievices will be adequate, or that future legish, regulation, or reimbursement
policies of third-party payers will not adversefjeat the demand for our products or our abilitysédl these products on a profitable basis.
The unavailability or inadequacy of third-party pagoverage or reimbursement could have a matatiadrse effect on our business,
operating results, and financial condition.

Our success in selling the ADVANCE Systeiih be dependent upon, among other things, ourarosts' receiving, and our potential
customers' expectation that they will receive sigfit
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reimbursement from third-party payers or directyni patients for performing procedures using the/ADICE System.
FDA and Other Governmental Regulation
FDA Regulatior

Our products are medical devices subjeektensive regulation by the FDA under the Fedéoald, Drug, and Cosmetic Act, or FDCA,
and the regulations promulgated thereunder, asasdlly other regulatory bodies in the United Statesabroad. The FDA classifies medical
devices into one of three classes on the baskeddinount of risk associated with the medical degitd the controls deemed necessary to
reasonably ensure their safety and effectiveness:

. Class I, requiring general controls, including latmg device listing, reporting and, for some proti) adherence to good
manufacturing practices through the FDA's qualitsteam regulations and pre-market notification;

. Class Il, requiring general controls and speciatticds, which may include performance standardsposd-market
surveillance; and

. Class I, requiring general controls and pre-maggproval, or PMA, which may include post-approsahditions and post-
market surveillance.

Before being introduced into the market, poducts must obtain market clearance or apprtbwvaligh the 510(k) pre-market
notification process, thée novareview process or the PMA process.

510(k) Pre-Market Natification Process

To obtain 510(k) clearance, we must sulanuitemarket notification demonstrating that the propodedce is substantially equivalent
a legally marketed Class | or Il medical deviceaa Class Il device marketed prior to May 28, 893r which the FDA has not required the
submission of a PMA application. In some casesmag be required to perform clinical trials to sugoclaim of substantial equivalence. If
clinical trials are required, we must submit anlegagpion for an investigational device exemption]J®E, which must be cleared by the FDA
prior to the start of a clinical investigation, as$ the device and clinical investigation are aereid non-significant risk by the FDA or are
exempt from the IDE requirements. It generally sateee months from the date of the pre-markefioation submission to obtain a final 510
(k) decision, but it can be significantly longer.

After a medical device receives 510(k) deae, any modification that could significantlyeat its safety or effectiveness, or that would
constitute a major change in its intended use,iregjthe submission of a new 510(k) clearance oldcequirede novaclassification or
PMA. The FDA allows each company to make this aebeation, but the FDA can review the decisionhé FDA disagrees with a compar
decision not to seek FDA authorization, the FDA mequire the company to seek 510(k) clearance oh PlWie FDA also can require the
company to cease marketing and/or recall the med@ace in question until its regulatory statusdsolved.

De Novo Review Proce

If a previously unclassified new medicabide does not qualify for the 510(k) pre-marketificdtion process because there is no
predicate device to which it is substantially eglewnt, and if the device may be adequately reguidteugh general controls or special
controls, the device may be eligible fite novecclassification through what is called te novareview process. In order to use tieenovo
review process, a company must receive a letten free FDA stating that, because the device has feegnl not substantially equivalent to a
legally marketed Class | or Il medical device oato
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Class Il device marketed prior to May 28, 1976\drich the FDA has not required the submission BM&A application, it has been placed
into Class lll. After receiving this letter, therapany, within 30 days, must submit to the FDA aueq for a risk based downclassification of
the device from Class Ill to Class | or Il basedtlo& device's moderate or low risk profile whichetsethe definition of a Class | or Class I
medical device. The FDA then has 60 days in whictiecide whether to downclassify the device. IfRRE agrees that a lower classificati

is warranted, it will issue a new regulation ddsicig the device type and, for a Class |l devicdyligh a Special Controls guidance document.
The Special Controls guidance document specifiestiope of the device type and the recommenddiorssibmission of subsequent devices
for the same intended use. If a product is classifis Class Il through tliee novareview process, then that device may serve asdicpite
device for subsequent 510(k) pre-market notifigztio

PMA Proces:

If a medical device does not qualify foe t10(k) pre-market notification process and isaligiible for clearance through tide novo
review process, a company must submit a PMA apjdicaThe PMA requires more extensive pre-filingtieg than is required in the 510(k)
and is more costly, lengthy and uncertain. The RiblRdecide within 45 days of receiving a PMA whettit is sufficiently complete to pern
a substantive review and if the PMA is complete, FIDA will notify the applicant that the PMA hasanefiled. The PMA process can take
one to three years or longer, from the time the Papalication is filed with the FDA. The PMA processgjuires the company to prove that
the medical device is safe and effective for iterided purpose. A PMA typically includes extengive-clinical and clinical trial data, and
information about the device, its design, manufagtlabeling and components. Before approving a P& FDA generally also performs an
on-site inspection of manufacturing facilities fbe product to ensure compliance with the FDA'dityugystem regulation, or QSR.

If FDA approves the PMA, the approved imdicns may be more limited than those originallygitt. In addition, FDA's approval order
may include post-approval conditions that the FI@ldves necessary to ensure the safety and eféeetds of the device, including, among
other things, restrictions on labeling, promotisale and distribution and post-market study requirgs. Failure to comply with the post-
approval conditions can result in adverse enforegrmeadministrative actions, including the withded of the approval. Approval of a new
PMA application or a PMA supplement may be requirethe event of modifications to the device, imlthg to its labeling, intended use or
indication, or its manufacturing process that affafety and effectiveness.

Pos-Approval Obligations

After a device is placed on the market, atous regulatory requirements continue to applyséhinclude:

. the FDA's QSR, which requires manufacturers, indgdhird-party manufacturers, to follow stringe®sign, testing, control,
documentation and other good manufacturing praeticequality assurance procedures during all aspdédhe manufacturing
process;

. labeling regulations and FDA prohibitions agait& promotion of products for uncleared or unappdav&es (known as off-

label uses), as well as requirements to providegwate information on both risks and benefits;
. medical device reporting regulations, which reqtira@ manufacturers report to FDA any device thay fmave caused or

contributed to a death or serious injury or malfiored in a way that would likely cause or conttéto a death or serious
injury if the malfunction were to recur;
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. correction and removal reporting regulations, whigtiuire that manufacturers report to the FDA figddrections and device
recalls or removals if undertaken to reduce atodkealth posed by the device or to remedy a vaiatf the FDCA caused by
the device which may present a risk to health;

. post-market surveillance regulations, which applgZtass Il or Il devices if the FDA has issuedmstpmarket surveillance
order and the failure of the device would be reabbnlikely to have serious adverse health consecps the device is
expected to have significant use in the pediajytation, the device is intended to be implantethe human body for more
than one year, or the device is intended to be tesedpport or sustain life and to be used outaidser facility;

. regular and for cause inspections by FDA to revéenvanufacturer's facilities and their compliancthwipplicable FDA
requirements; and

. the FDA's recall authority, whereby it can askpaier, device manufacturers to recall from the ratekproduct that is in
violation of applicable laws and regulations.

Humanitarian Device Exemption Proce

The Humanitarian Device Exemption, or HPEyvisions of the FDCA were enacted by Congreggdoide an incentive for
development of devices to be used in the treatiersire diseases or conditions affecting small nemslof patients. Under the FDCA and
FDA's Humanitarian Use Device, or HUD, regulatiomgdical devices that are intended to treat anghdise rare diseases or conditions that
affect fewer than 4,000 individuals in the Unitadt8s per year may be approved without the denatiwstrof a reasonable assurance of
effectiveness required for a PMA; however, a reabtnassurance of safety must still be demonstratedmpany must first obtain HUD
designation by, among other things, identifying ithiee disease or condition targeted and the praboskcations for use and demonstrating
occurrence in fewer than 4,000 individuals per ydadUD designation is obtained, marketing appideaan HUD may be sought by
submission of an HDE application, and demonstraticine following: that there is no comparable deyiother than another HUD approved
under the HDE regulation, or a device being studieder an approved Investigational Device Exemptmailable to treat or diagnose the
disease or condition; that the device does notspatients to an unreasonable or significantaiskness or injury; and that the probable
benefit to health from the use of the device ouglwsithe risk of injury or iliness from its use, itakinto account the probable risks and
benefits of currently available devices or alteerfarms of treatment. The FDA must issue an orgpraving or disapproving an HDE within
75 days of receipt of an application that is aceéor filing; however, the agency may also askafdditional information that would
constitute a major amendment to the applicationrasthrt the review clock for another 75 days. Afiigproval or clearance of an HDE,
certain regulatory requirements apply to HUD marigeind use, including a requirement for use iilifees with Institutional Review Board,
or IRB, oversight and IRB approval prior to used éimat, with the exception of certain pediatricides, the HUD not be sold for an amount
that exceeds the costs of research and developfabritation, and distribution of the device. Irdégn, HUDs are subject to other FDA
requirements for devices including establishmegisteation and device listing, requirements relgtio labeling, and corrections and remo
and adverse event reporting.

Regulatory Approvals and Clearanc

The ADVANCE System received 510(k) cleamns a Class Il medical device in April 2008 feriittended use by physicians to
perform nerve conduction studies and needle elegtography procedures.
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The NC-stat System has been the subjesstvadral 510(k) clearances, the most recent in2ZQM. The NC-stat System is cleared for use
to stimulate and measure neuromuscular signalsateaiseful in diagnosing and evaluating systemitentrapment neuropathies.

During the fourth quarter of 2006, at tequest of the FDA, we submitted a 510(k) relatmgdrtions of the onCall Information System
that are currently in use in the NC-stat Systendume 2010 we received a not substantially equitdlSE) determination from the FDA
regarding this 510(k) submission. We appealed #uistbn to the FDA's next level supervisor who ughiee NSE determination. In Februs
2011 we notified the FDA that we have implementguagram to transition users of NC-stat devicesuin510(k) cleared ADVANCE
System that does not use the portions of the or&yatlem referenced in the NSE decision. This ttamsprogram is expected to be
accomplished during 2011. Further, we indicatet Weaplan to take advantage of the next appeal levéer FDA regulations and intend to
submit a formal appeal request. We continue to tagira dialogue with the FDA's Center for Devicad &adiological Health regarding the
FDA's concerns.

We believe our NC-stat SL device is a técddrmodification to the 510(k) cleared NC-stat ideK041320), has the same intended use,
and does not use those portions of the onCall Bystéerenced in the NSE decision. Under the FDAldiphed guidance on 510(k)
requirements for modified devices, we do not belithat a new 510(k) submission is required for NaZ-SL at this time.

Manufacturing Facilities

Our facility, and the facility utilized yunburst, our contract device manufacturer, haek baen inspected by FDA in the past, and
observations were noted. There were no findingsitivalved a significant violation of regulatoryq@rements. The responses to these
observations have been accepted by the FDA andelievb that we and our contract manufacturer aseibstantial compliance with the
QSR. We expect that our facility and the facilitiized by our contract manufacturer will be insfEstagain as required by the FDA. If the
FDA finds significant violations, we or our conttatevice manufacturer could be subject to finesalis, requirements to halt manufacturing,
or other administrative or judicial sanctions.

U.S. Anti-Kickback and False Claims Laws

In the United States, the federal Anti-Kiekk Statute, as well as numerous state anti-kakklzavs, prohibit the offer, payment,
solicitation or receipt of kickbacks, bribes or@tlemuneration, whether direct or indirect, owgrtovert, in cash or in kind, intended, am:
other things, to induce the purchase or recomm@ndat healthcare products and services. Whilgékeral law applies only to products and
services for which payment may be made by a federalthcare program, the state laws may apply déggss of whether any public healthc
funds are involved. Violations of these laws cadléo severe civil and criminal penalties, includexclusion from participation in federal
healthcare programs. These laws are potentialllicaiye to manufacturers of medical devices, sichsg and to hospitals, physicians and
other potential purchasers of our products.

Also, the federal False Claims Act, as wslimany state false claims statutes, providekarid criminal penalties for presenting, or
causing to be presented, to thpdrty payers for reimbursement, claims that agefal fraudulent, or which are for items or sersiteat wert
not provided as claimed. Under the federal Falsén@ Act, in addition to actions initiated by fedldiaw enforcement authorities, the statute
authorizes "qui tam" actions to be brought on tetfahe federal government by a private partyentain circumstances and, if successful,
that private party can share in any monetary regoviny challenge by federal or state enforceméfitials or others under these laws, could
have a material adverse effect on our businesadial condition, and results of operations.
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Employees

As of December 31, 2010, we had a tot@%&mployees. Of these employees, 17 were in refsead development, 35 in sales and
marketing, 3 in distribution and 14 in general addhinistrative services. One employee holds both.Mnd Ph.D. degrees, five additional
employees hold a Ph.D. degree, and one additionplogee holds an M.D. degree.

Our employees are not represented by a laion and are not subject to a collective bariggimgreement. We have never experienc
work stoppage. We believe that we have good relatwith our employees.

Available Information

Access to our Annual Report on Form 10-Kiaferly Reports on Form 10-Q, Current Reports @mF8-K, and amendments to these
reports filed with or furnished to the Securitiegld&xchange Commission, or SEC, may be obtainedi¢hr the Investor Relations section of
our website at www.neurometrix.com/investor as sa®neasonably practical after we electronically dr furnish these reports. We do not
charge for access to and viewing of these replofistmation on our Investor Relations page and wnveebsite is not part of this Annual
Report on Form 1@ or any of our other securities filings unlessdfieally incorporated herein by reference. In ditdi, the public may ree
and copy any materials that we file with the SEGatSEC's Public Reference Room at 100 F StrdgtVMashington, D.C. 20549. The
public may obtain information on the operationtod Public Reference Room by calling the SEC at@-8BC-0330. Also, our filings with
the SEC may be accessed through the SEC's websitevasec.gov. All statements made in any of owusiies filings, including all
forward-looking statements or information, are madef the date of the document in which the statgns included, and we do not assume
or undertake any obligation to update any of treiatements or documents unless we are requireal $o 8y law.

Corporate Information

NeuroMetrix was founded in June 1996 by President and Chief Executive Officer, Shai N. &0zM.D., Ph.D. We originally were
incorporated in Massachusetts in 1996, and we ogncated in Delaware in 2001. Our principal offi@e located at 62 Fourth Avenue,
Waltham, Massachusetts 02451.

ITEM 1A. RISK FACTORS

You should carefully consider the following riskelall other information contained in this Annuadgrt on Form 10-K and our other
public filings before making any investment dedisiwith respect to our common stock. If any offéfiewing risks occurs, our busines
prospects, reputation, results of operations, paficial condition could be harmed. In that case, titading price of our common stock co
decline, and our stockholders could lose all ortprtheir investment. This Annual Report also aors forward-looking statements that
involve risks and uncertainties. Our actual resaltsild differ materially from those anticipatedtire forward-looking statements as a result
of specific factors, including the risks descrilimdow and elsewhere in this Annual Report on Fo@aK1

We have incurred significant operating losses sindaception and cannot assure you that we will agaiachieve profitability.

The extent of our future operating incoméogses is highly uncertain, and we may not be &bleach and sustain profitability. We hi
incurred significant cumulative net losses sinceinception. Our net losses for the years endeceBeer 31, 2010, 2009, and 2008, were
approximately $16.9 million, $11.9 million, and $2illion, respectively, reflecting a decline Bvenues. At
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December 31, 2010, we had an accumulated defieippfoximately $118.6 million. We cannot assure @i we will be able to reach or
sustain profitability.

We have shifted our business focus to diabetes caspecifically detection and monitoring of diabetimeuropathy. We cannot assure
you that we will be successful in developing and namercializing NC-stat SL for screening and monitorng diabetic neuropathy.

We are developing a rapid, cost-effectolgective test for diabetic neuropathy. We are waykoward a mid-2011 launch of NC-stat
SL, which is a modified version of our existing M@t device designed specifically for assessmediadifetic neuropathy at the point of care.
Our future prospects are closely tied to our suxeeth NC-stat SL which, in turn, depends upon ssstul and timely completion of the
development process, market acceptance, and gmvdkure revenues. We cannot assure you thattoategy for NC-stat SL will be
successful or that we will achieve this successchvbould materially affect our revenues and resoftoperations.

We have launched the ADVANCE System into the phydin office market where we previously sold the NCtat System. If our
physician office customers do not adopt the ADVANCESystem in sufficient numbers, it could have a matil adverse effect on our
business and results of operations.

With the evolution of our product line aladinch of the ADVANCE System into the physicianicéfmarket in October 2010, we are no
longer promoting the NC-stat System in that markbe NC-stat System has been sold into the physififce market since its initial launch
in May 1999. The ADVANCE System has been sold sgecialty markets such as neurology, orthopedigesyr and pain management since
2008.

We may be unable to convince physiciansttte@ADVANCE System provides an effective diagimsblution. In addition, physicians
may be reluctant to make the investment requirexttire and transition to the ADVANCE System. # are unable to encourage sufficient
adoption and utilization of the ADVANCE System hetphysician office market, our revenues will deeland our business will suffer.

If physicians or other health care providers are uable to obtain sufficient reimbursement from third-party health care payers for
procedures performed using our products, the adoptin of our products and our future product sales wil continue to be materially
adversely affected.

Widespread adoption of our products bynieelical community is unlikely to occur if physicg&do not receive sufficient reimbursement
from third-party payers for performing procedursgg our products. If physicians are unable to iokadequate reimbursement for
procedures performed using our products, we maynbéle to sell our products at levels that arddefit to allow us to achieve and maint
profitability, and our business would suffer sigeaintly. Additionally, even if these procedures srienbursed by third-party payers, adverse
changes in payers' policies toward reimbursemerthiBprocedures would harm our ability to market aell our products. Thirgarty payer
include those governmental programs such as Mexlerad Medicaid, workers' compensation programsat@ihealth insurers and other
organizations. These organizations may deny coeedfabgey determine that a procedure was not restsleror necessary, for example, if its
use was not considered medically appropriate, arexperimental, or was performed for an unapprdanéidation.

In addition, some health care systems areimg towards managed care arrangements in whaghdbantract to provide comprehensive
health care for a fixed cost per person, irrespeaif the amount of care actually provided. Thaswiders, in an effort to control health care
costs, are increasingly challenging the pricesgdthfor medical products and services and, in sostances, have pressured medical
suppliers to lower their prices. Guidelines of th&. Centers for Medicare and Medicaid Service§ M, set the reimbursement rates for
procedures covered by Medicare.
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Future regulatory action by CMS or other governrakagencies or negative clinical results may disfineimbursement payments to
physicians for performing procedures using our potsl Medicaid reimbursement differs from statettde, and some state Medicaid
programs may not cover the procedures performeu aut products or pay physicians an adequate anfouperforming those procedures, if
at all. Additionally, some private payers do ndide the Medicare guidelines and may reimburseofdly a portion of these procedures or not
at all. We are unable to predict what changesheimade in the reimbursement methods used by eroragovernmental third-party payers.

On October 30, 2009, the Physician Fee @dhdor 2010 was published by CMS and include@w pategory | CPT code, CPT code
95905, for nerve conduction studies performed wittconfigured electrode arrays, such as thoseedilivith our ADVANCE System. Durit
the course of 2010, the new code was adopted thouighe Medicare system. Although Medicare now/jg®s coverage for nerve testing
using our proprietary pre-configured electrodesanr@PT 95905, most commercial insurance compaies hot yet revised their coverage
policies despite the abundance of evidence basdiestdocumenting the accuracy and clinical utdtyhe procedure, particularly for carpal
tunnel syndrome and diabetic neuropathy. While meensorking towards broader coverage, uncertain iplayseconomics have made new
account acquisition challenging.

We are subject to extensive regulation by the FDAyhich could restrict the sales and marketing of thDVANCE System and could
cause us to incur significant costs.

We sell medical devices that are subjeeixtensive regulation in the United States by tBé kvith regard to manufacturing, labeling,
sale, promotion, distribution and shipping. Befaneew medical device, or a new use of or claimafoexisting product, can be marketed in
the United States, it must first be cleared or appd by the FDA. Medical devices may be marketdy far the indications for which they &
approved or cleared. The regulatory review procassbe expensive and lengthy. The FDA's procesgréotting 510(k) clearance typically
takes approximately three months, but it can beifsigintly longer. The process for obtaining a prarket approval, or PMA, is much more
costly and onerous. By law, the time period dedigghéor the FDA's review of a PMA is 180 days; hoese this time is often extended and it
is not uncommon for the PMA review process to tiikee years or longer from the time the applicatsoiiled with the FDA.

The FDA may remove our devices from thekegor enjoin them from commercial distributiors#fety or effectiveness problems
develop. Further, we may not be able to obtaintamdil 510(k) clearances or pre-market approvalsiév products or for modifications to,
or additional indications for, our existing prodsiat a timely fashion, or at all. Delays in obtampifuture clearances or approvals would
adversely affect our ability to introduce new ohanced products in a timely manner, which in tuould harm our revenue and future
profitability. We have made modifications to ounvaes in the past and may make additional modificetin the future that we believe do
or will not require additional clearances or apg@isvIf the FDA disagrees, and requires new cleasuor approvals for the modifications, we
may be required to recall and to stop marketingrlbdified devices. If any of these events occuri$ thre FDA takes other enforcement
actions, we may not be able to provide our custeméth the products they require on a timely basis,reputation could be harmed, and we
could lose customers and suffer reduced revenuwksareased costs.

In the second quarter of 2010, we weréfiedtby the FDA that certain reporting functionstioé onCall Information System ("onCall")
that operates with the company's cleared NC-stateand for which we submitted a 510(k) premariatfication in 2006 were deemed by
the FDA to be not substantially equivalent (NSE)hte cleared NC-stat System or other existing pegdidevices. In its letter, the FDA
indicated that we could submit another 510(k) wiplecific additional information identified in thetier. onCall has been in use since 1999,
and continued in use with FDA's agreement aftevalentarily submitted a 510(k) in 2006 for thespading functions, in order to resolve
our
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differences of opinion with FDA as to whether sueporting functions had been covered by previoX§Ipremarket notifications. We
submitted an administrative appeal of FDA's NSEedeination in July 2010. The appeal was made td-ih&’'s next level supervisor under
Title 210f the Code of Federal Regulations Par730lnternal Agency Review of Decisions. In Decen®@10, FDA's next level supervisor
upheld the NSE decision and stated that onCallldhwat be marketed nor should users of NC-statagsvcontinue to have access to certain
components of onCall. The FDA response suggestaadwh submit a new 510 (k) for certain componeftn€all. In our February 2011
reply to FDA we reported that we have implement@dagram to transition users of Nstat devices to our 510(k) cleared ADVANCE Sys
which does not use those components of onCall wdrietaddressed in the NSE letter. This transitrogiam is expected to be accomplished
within 2011. Further, we indicated that we planake advantage of the next appeal level under F&lations and intend to submit a formal
appeal request. We continue to maintain a dialogtiethe FDA's Center for Devices and Radiologidahlth regarding their concerns. We
cannot currently predict the outcome of further adstrative appeal or FDA's evaluation of our titina plan.

With the evolution of our product line aladinch of the ADVANCE System into the physicianicéfmarket in October 2010, the NsEa!
device with onCall is no longer being sold to nayvstomers. Our installed base of NC-stat accouritsupuover the past decade continues to
perform nerve conduction testing using the NC-Siatem including onCall. If the FDA does not ultielg clear these reporting functions or
find our ADVANCE transition plan acceptable and are unable to offer onCall in its present configiora we may be required to modify or
remove these reporting functions. We believe tratauld manage the modifications in an orderly neaamd in a way that the NC-stat
System might retain its current utility for physins. However, we are not able to predict the impach modifications might have on our
ability to generate revenues from the NC-stat Sgsfarticularly during a transition period, or tt@sts involved in transitioning these
customers to the ADVANCE System. Either resolutieven if successful, could have a material advienpact on our business.

Our NC-stat SL device, for monitoring ditibgeripheral neuropathy at the point of care ischnical modification to the NC-stat
device, has the same intended use, and does nttasseportions of the onCall System referencetlérNSE decision. Under the FDA's
published guidance on 510(k) requirements for niediflevices, we do not believe that a new 510(kjrsssion is required for NC-stat SL at
this time.

We also are subject to numerous post-miaikeegulatory requirements, including FDA's quadiystem regulations, which relate to the
design, manufacture, packaging, labeling, storaxggallation and servicing of our products, labglregulations, medical device reporting
regulations and correction and removal reportingiaions. Our failure or the failure by any maratfaer of our products to comply with
applicable regulatory requirements could resu#triforcement action by the FDA. FDA enforcementaadirelating to post-marketing
regulatory requirements or other issues, including issues arising from the not substantially egjeint letter described above, may include
any of the following:

. warning letters, untitled letters, fines, injunctsy product seizures, consent decrees and civéllfest

. requiring repair, replacement, refunds, customéifications or recall of our products;

. imposing operating restrictions, suspension ordshwih of production;

. refusing our requests for 510(k) clearance or Ppraval of new products, new intended uses, or fivadions to existing
products;

. requesting voluntary rescission of 510(k) clearararewithdrawing PMA approvals that have alreadgrbgranted; and

. criminal prosecution.
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If any of these events were to occur, thayld harm our reputation, our ability to generaesnues and our profitability.

Also, from time to time, legislation isintluced into Congress that could significantly dethe statutory provisions governing the
approval, manufacturing and marketing of medicaiaks. In addition, FDA regulations and guidance@lten revised or reinterpreted by the
agency in ways that may significantly affect ousibess and our products. It is impossible to ptediether legislative changes will be
enacted, or FDA regulations, guidance or interpiaia changed, and what the impact of such chaiifgasy, may be. The FDA has publicly
stated that it is reevaluating its longstanding(k)lL€eview program. It is not clear when the prograill be modified and what effect the
modified review process will have on our abilitytong our product candidates to market.

We may be required to raise additional funds to fimnce our operations and remain a going concern; waay not be able to do so when
necessary, and/or the terms of any financings mayohbe advantageous to us.

Although we believe that our current castl eash equivalents and the cash to be generat@defkpected product sales will be suffici
to meet our projected operating requirements i6tt?22 our capital requirements are uncertain anddepend on many factors, including:

. the revenues generated by sales of our products;

. the costs associated with our sales and markefiogse

. the expenses we incur in manufacturing and sedlimgproducts;

. the costs of developing new products or technokgied enhancements to existing products;

. the cost of obtaining and maintaining FDA appravatiearance of our products and products in devetnt;
. the costs associated with any expansion; and

. the number and timing of any acquisitions or oftemitegic transactions.

As a result of these factors, we may needise additional funds, and these funds may e@Mailable on favorable terms, or at all.
Furthermore, if we issue equity or debt securitiesaise additional funds, our existing stockhoddmay experience dilution, and the new
equity or debt securities may have rights, prefezsrand privileges senior to those of our exissiagkholders. In addition, if we raise
additional funds through collaboration, licensirigother similar arrangements, it may be necessarglinquish valuable rights to our
potential products or proprietary technologiesgi@nt licenses on terms that are not favorablestdfuve cannot raise funds on acceptable
terms, we may not be able to develop or enhanceraglucts, execute our business plan, take advauatiafiture opportunities, or respond to
competitive pressures or unanticipated customarimeaents. If any of these events occurs, ourtgidi achieve our development and
commercialization goals would be adversely affected

If we fail to continue to meet all applicable NASDA) Global Market requirements and The NASDAQ Stock Market determines to
delist our common stock, the delisting could advegsy affect the market liquidity of our common stock impair the value of your
investment, and harm our business.

Our common stock is currently listed on H&SDAQ Global Market. In order to maintain thadting, we must satisfy minimum
financial and other requirements. On SeptembeR@40, we received notice from the Listing Qualificas Department of the NASDAQ
Stock Market, or NASDAQ, that our common stock hatimet the $1.00 per share minimum bid price meguoént for the last 30 consecut
business days pursuant to NASDAQ Listing Rule 54KQ) and that, if we were unable to
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demonstrate compliance with this requirement dutiiregapplicable grace periods, our common stocKavoe delisted after that time. The
notification letter stated that pursuant to NASDAISting Rule 5810(c)(3)(A) we would be afforded 1&flendar days, or until March 23,
2011, to regain compliance with the minimum bictpriequirement. In order to regain compliance,eshaf our common stock must maint
a minimum closing bid price of at least $1.00 geare for a minimum of ten consecutive business.dayge do not regain compliance by
March 23, 2011, NASDAQ will provide written notifition to us that our common stock will be delistétthat time, we may appeal
NASDAQ's delisting determination to a NASDAQ LigiiQualifications Panel. Alternatively, we may bigible for an additional 180 dz
grace period if we satisfy all of the requirementber than the minimum bid price requirement listing on the NASDAQ Capital Market ¢
forth in NASDAQ Listing Rule 5505. The closing bpdice of our common stock on the NASDAQ Global Marwas $0.51 on March 1,
2011.

While we intend to engage in efforts toaiegcompliance, and thus maintain our listing, ¢hesin be no assurance that we will be able to
regain compliance during the applicable time peviset forth above. If we fail to continue to mdeapplicable NASDAQ Global Market
requirements in the future and NASDAQ determineddiist our common stock, the delisting could sabsally decrease trading in our
common stock and adversely affect the market liginf our common stock; adversely affect our apitd obtain financing on acceptable
terms, if at all, for the continuation of our op@was; and harm our business. Additionally, the kmaprice of our common stock may decline
further and stockholders may lose some or all eir imvestment.

We may be unable to expand the market for the ADVAICE System, which would limit our ability to increas our revenues.

For our future growth, we are relying, &rfp on increased use of nerve conduction studigghpsicians. A number of factors could limit
the increased use of nerve conduction studies amskcjuently, the need for the ADVANCE System tdgrer the studies, including:

. third-party payers challenging, or the threat aftiparty payers challenging, the necessity oféased levels of nerve
conduction studies;

. third-party payers reducing or eliminating reimtameent for procedures performed by physicians usiagADVANCE

System;
. decreased rates of patient visits to physicians;
. unfavorable experiences by physicians using the ANZE System;
. physicians' lack of awareness of, or reluctanaelpon, the new CPT code for reimbursement of @eanduction studies

performed with preconfigured electrode arrays;

. physicians' reluctance to alter their existing pcas; and
. the failure of other companies' existing drug depeient programs to produce an effective treatriafge fiber diabetic

peripheral neuropathy, or DPN, which may limit gexceived need and the actual use of the ADVANC&ey in connection
with this disease, and thereby limit or delay ouavgh in the DPN market, which we have estimatebdeamur largest potential
market for our ADVANCE System.

If we are unable to expand the marketlierADVANCE System, our ability to increase our newes will be limited and our business
prospects will be adversely affected.
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We depend on several single source manufacturers ppoduce the ADVANCE System, and any materially aderse changes in our
relationships with these manufacturers could prevenus from delivering products to our customers in aimely manner and may
adversely impact our future revenues or costs.

We rely on thirgsarty manufacturers to manufacture all of the comemts of the ADVANCE System. In the event that manufacturer
cease to manufacture sufficient quantities of aadpcts in a timely manner and on terms acceptahlis, we would be forced to locate
alternate manufacturers. Additionally, if our maamtfirers experience a failure in their productiorcpss, are unable to obtain sufficient
guantities of the components necessary to manuw&otur products or otherwise fail to meet our qyakquirements, we may be forced to
delay the manufacture and sale of our producteaaté an alternative manufacturer. We may be urtableeate suitable alternative
manufacturers for our products, particularly owcélodes, for which the manufacturing processlaively specialized, on terms acceptable
to us, or at all. We have entered into exclusivaunacturing and supply agreements with ParlexHerrhanufacture of the electrodes, and
Sunburst for the manufacture of our ADVANCE morstatocking stations, and communication hubs.

We have experienced transient inventorytalges on new products during the initial produttiampup phase. If any materially advel
changes in our relationships with these manufacturecur, our ability to supply our customers Wil severely limited until we are able to
engage an alternate manufacturer or, if applicabknlve any quality issues with our existing mawctidrer. This situation could prevent us
from delivering products to our customers in a tymmeanner, lead to decreased sales or increasés, codiarm our reputation with our
customers.

If our manufacturers are unable to supply us with @ adequate supply of products as we expand our maeks, we could lose customers,
our potential future growth could be limited and ou business could be harmed.

In order for us to successfully expand lmusiness within the United States and internatlgnalr contract manufacturers must be ab
provide us with substantial quantities of our pradun compliance with regulatory requirementsadeordance with agreed upon
specifications, at acceptable cost and on a tifbasys. Our potential future growth could strain abdity of our manufacturers to deliver
products and obtain materials and components ficgift quantities. Manufacturers often experiediféculties in scaling up production,
including problems with production yields and gtyationtrol and assurance. If we are unable to plstafficient quantities of high quality
products to meet customer demand on a timely basigould lose customers, our growth may be liméed our business could be harmed.

We currently rely entirely on sales of the productghat comprise the ADVANCE System to generate substially all of our revenues,
and any factors that negatively impact our sales dhese products could significantly reduce our ahiy to generate revenues.

We introduced the ADVANCE System to the kedin June 2008. We sold the NC-stat System ftsrinitial market launch in May
1999 through September 2010. We have derived, amtihce to derive, substantially all of our revesifrom sales of the products that
comprise these two systems, and we expect that shtbe ADVANCE System will continue to constitdke majority of our sales for the
foreseeable future. Accordingly, our ability to gesite revenues is reliant on our ability to maded sell the products that comprise the
ADVANCE System, particularly electrodes, sales tfah (including the predecessor NC-stat systemduated for approximately 881% of
our total revenues in each of the past three y€arssales of these products may be negatively ¢tepaby many factors, including:

. changes in reimbursement rates or policies relatraur products by third-party payers;
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. rate of adoption of the new Medicare Category | @Bde for nerve conduction studies performed withgnfigured
electrode arrays, such as are utilized with the ADCE System;

. the failure of the market to accept our products;

. manufacturing problems;

. claims that our products infringe on patent right®ther intellectual property rights owned by otparties;
. adverse regulatory or legal actions relating toppoducts;

. competitive pricing and related factors; and

. results of clinical trials relating to our productsour competitors' products.

If any of these events occurs, our abtlitgienerate revenues could be significantly reduced
The success of our business depends upon our alyilib advance our pipeline products to commercializigon.

Currently, our revenues entirely dependrupales of our neurodiagnostic systems and thdasg lsave been declining in recent quarters.
At the present time, we are focused on supportiegiDVANCE NCS/EMG platform and we are modifyingetNC-stat device into a rapid,
low cost, point-of-care test for DPN. If we are satcessful advancing our pipeline products thradmelopment, the regulatory process and
commercial launch, our business, financial condijtend results of operations will be adverselyaéfd. We expect that advancing our
pipeline products to commercialization, if possjblél require significant time and resources. Waynmot be successful in our
commercialization efforts of any of the productdialates currently in our pipeline and we may nostiecessful developing, acquiring, or in-
licensing additional product candidates, to theetve decide to do so.

The patent rights we rely upon to protect the intdectual property underlying our products may not beadequate, which could enable
third parties to use our technology and would harmour ability to compete in the market.

Our success will depend in part on ouritghtib develop or acquire commercially valuableguatrights and to protect these rights
adequately. The risks and uncertainties that we féth respect to our patents and other relatddgimclude the following:

. the pending patent applications we have filed awhach we have exclusive rights may not resulissuied patents or may take
longer than we expect to result in issued patents;

. the claims of any patents that are issued may mvigie meaningful protection;

. we may not be able to develop additional proprietachnologies that are patentable;

. other parties may challenge patents, patent clampsitent applications licensed or issued to ud; an
. other companies may design around technologiesawe patented, licensed or developed.

We also may not be able to protect ourngaights effectively in some foreign countriesr ovariety of reasons, we may decide not to
file for patent protection. Our patent rights urgieg our products may not be adequate, and oumpetitors or customers may design around
our proprietary technologies or independently deweiimilar or alternative technologies or produbt are equal or superior to our
technology and products without infringing on arfiyuor patent rights. In addition, the
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patents licensed or issued to us may not provitngetitive advantage. If any of these events weoecur, our ability to compete in the
market would be harmed.

Other rights and measures we have taken to protectur intellectual property may not be adequate, whib would harm our ability to
compete in the market.

In addition to patents, we rely on a comaklion of trade secrets, copyright and trademarls Jaonfidentiality, nondisclosure and
assignment of invention agreements and other attoibprovisions and technical measures to pratectntellectual property rights. In
particular, we have sought no patent protectiontfertechnology and algorithms we use in our onR&tirmation System. We rely on trade
secrets to protect this information. While we caotherequire employees, consultants and other théndies to enter into confidentiality, non-
disclosure or assignment of invention agreemengsammbination thereof where appropriate, any efftlowing could still occur:

. the agreements may be breached;

. we may have inadequate remedies for any breach;

. trade secrets and other proprietary informatioriccbe disclosed to our competitors; or

. others may independently develop substantiallyvedent proprietary information and techniques dreovise gain access to

our trade secrets or disclose such technologies.

If, for any of the above reasons, our lettlial property is disclosed or misappropriatediduld harm our ability to protect our rights
and our competitive position.

We may need to initiate lawsuits to protect or enfice our patents and other intellectual property rights, which could be expensive ant
if we lose, could cause us to lose some of our ilgetual property rights, which would harm our ability to compete in the market.

We rely on patents to protect a portiowf intellectual property and our competitive piosit Patent law relating to the scope of claims
in the technology fields in which we operate id strolving and, consequently, patent positionghien medical device industry are generally
uncertain. In order to protect or enforce our patigits, we may initiate patent litigation agaittstd parties, such as infringement suits or
interference proceedings. Litigation may be neggsea

. assert claims of infringement;

. enforce our patents;

. protect our trade secrets or know-how; or

. determine the enforceability, scope and validityhef proprietary rights of others.

Any lawsuits that we initiate could be empiwe, take significant time and divert managemseattention from other business concerns.
Litigation also puts our patents at risk of beingalidated or interpreted narrowly and our patgmligations at risk of not issuing.
Additionally, we may provoke third parties to assgaims against us. We may not prevail in any latgsthat we initiate and the damages or
other remedies awarded, if any, may not be commiéraialuable. The occurrence of any of these esreatild harm our business, our ability
to compete in the market or our reputation.

Claims that our products infringe on the proprietary rights of others could adversely affect our abity to sell our products and
increase our costs.

Substantial litigation over intellectuabperty rights exists in the medical device induste expect that our products could be
increasingly subject to third-party infringemendiohs as the number of competitors grows and thetifumality of products and technology in
different industry segments
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overlap. Third parties may currently have, or megrgually be issued, patents on which our prodactechnologies may infringe. Any of
these third parties might make a claim of infringgmagainst us. Any litigation regardless of itpant would likely result in the expenditure
of significant financial resources and the divemsid management's time and resources. In addittagggtion in which we are accused of
infringement may cause negative publicity, adversapact prospective customers, cause product grpuaelays or require us to develop
non-infringing technology, make substantial payredatthird parties, or enter into royalty or liceregreements, which may not be available
on acceptable terms, or at all. If a successfucti# infringement were made against us and wedtaat develop non-infringing technology
or license the infringed or similar technology otinaely and cost-effective basis, our revenues degrease substantially and we could be
exposed to significant liability.

Because our lead therapeutic product candidate imia very early stage of development, there is a Higisk of failure, and we may
never succeed in developing marketable pharmacolagcompounds or generating product revenue from them

We do not have any therapeutic productsttage received regulatory approval for commersédé and do not expect to have any
commercial therapeutic products on the market féeast the next several years, if at all. We ameently performing the pre-clinical work
required to file an investigational new drug apgtion with the FDA for our lead compound, NM101y, ée in chronic spinal cord injury.
Trial and error is inherent in science, and we ffiadlyat numerous stages along the way. Succes®ulipical studies of a therapeutic product
may not be predictive of similar results in humdasing clinical trials, and successful results frearly clinical trials of a therapeutic product
may not be replicated in later clinical trials. W#l only receive regulatory approval to commerizala product candidate if we can
demonstrate to the satisfaction of the FDA or fygliaable foreign regulatory authority, in welesigned and conducted clinical trials, that
therapeutic product is safe and effective and eatiser meets the appropriate standards requiredpfmogal for gparticular indication. Clinic:
trials are lengthy, complex, and extremely expangirocesses with uncertain results. A failure & onmore of our clinical trials may occur
at any stage of testing. We have limited experiéna®nducting and managing the clinical trialsessary to obtain regulatory approvals,
including approval by the FDA. Additionally, if owtinical trials are unsuccessful or if we decidaliscontinue our clinical trials, it could
cause adverse publicity, and thus could harm osiness, financial condition, and results of opersti

If we or the manufacturers of our products fail tocomply with the FDA's quality system regulation, tle manufacturing and
distribution of our products could be interrupted, and our product sales and operating results couldufer.

We and our contract manufacturers are redubd comply with the FDA's quality system regigiat or QSR, which is a complex
regulation that governs the procedures and docuatientof the design, testing, production, contgoiality assurance, labeling, packaging,
sterilization, storage and shipping of our devidds FDA enforces the QSR through periodic insp@sti We cannot assure you that our
facilities or the facilities of the manufactureirfsooir products would pass any future inspectioulf or any of the facilities of the
manufacturers of our products fail an inspectibe, manufacturing or distribution of our productsilddbe interrupted and our operations
disrupted. Failure to take adequate and timelyembitre action in response to an adverse inspectaid result in a suspension or shutdow
our packaging and labeling operations and the dipesaof the manufacturers of our products or altexf our products, or other
administrative or judicial sanctions. If any of sieeevents occurs, we may not be able to providewstomers with the quantity of products
they require on a timely basis, our reputation ddd harmed, and we could lose customers and sefleced revenues and increased costs.
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Our products may be subject to recalls even afteraceiving FDA clearance or approval, which would han our reputation, business
and financial results.

We are subject to the medical device répgmegulations, which require us to report to BIA if our products may have caused or
contributed to a death or serious injury, or haadfamctioned in a way that would likely cause ontibute to a death or serious injury if the
malfunction were to occur. We are also subjech&dorrection and removal reporting regulationsictvinequire us to report to the FDA any
field corrections and device recalls or removaig the undertake to reduce a risk to health posatidogevice or to remedy a violation of the
FDCA caused by the device which may present atoigiealth. In addition, the FDA and similar goveemtal agencies in other countries
the authority to require the recall of our produttsere is a reasonable probability that the pieis would cause serious adverse health
consequences or death. A government-mandated wntaoy recall by us could occur as a result of nfacturing defects, labeling
deficiencies, packaging defects or other failucesamply with applicable regulations. Any recallwia divert management attention and
financial resources and harm our reputation witst@mers. A recall involving the ADVANCE System wdude particularly harmful to our
business and financial results because the prothattsomprise the ADVANCE System currently prodsabstantially all of our revenues.

We are subject to federal and state laws prohibitig "kickbacks" and false or fraudulent claims, which, if violated, could subject us to
substantial penalties. Additionally, any challengéo or investigation into our practices under thesdaws could cause adverse publicity
and be costly to respond to, and thus could harm awbusiness.

A federal law commonly known as the federati-kickback law, and several similar state lagrshibit the payment of any remuneration
that is intended to induce physicians or othetseeito refer patients or to acquire or arrangefaecommend the acquisition of health care
products or services. These laws constrain a miediiséce company's sales, marketing and other ptiomal activities by limiting the kinds
of business relationships and financial arrangesmyémtiuding sales programs we may have with hakpiphysicians or other potential
purchasers of medical devices. Other federal aaté taws generally prohibit individuals or entitfesm knowingly presenting, or causing to
be presented, claims for payment to Medicare, Medior other third-party payers that are falserandiulent, or for items or services that
were not provided as claimed. From time to time may provide coding and billing information as pwotlsupport to purchasers of our
products. Anti-kickback and false claims laws priggecivil and criminal penalties for noncomplianeéich can be quite substantial
including exclusion from participation in federadith care programs. A number of states have eh#otes that require pharmaceutical and
medical device companies to monitor and report gays) gifts and other remuneration made to physicéand other health care professionals
and health care organizations. Some state statutels,as the one in Massachusetts, impose an luubag on gifts to physicians. These laws
are often referred to as "gift ban" or "aggregatensl" laws and carry substantial fines if they\aoéated. Similar legislation, known as the
Physician Payments Sunshine Act, has been intradac8ongress each year for the past several yesifsas not yet been enacted. In the
event that we are found to have violated these tavdetermine to settle a claim that we have dan@sr business may be materially
adversely affected as a result of any paymentsnedjto be made, restrictions on our future operatior actions required to be taken, dan
to our business reputation or adverse publicityannection with such a finding or settlement oreotadverse effects relating thereto.
Additionally, even an unsuccessful challenge oesiigation into our practices could cause adveubdiqity, and be costly to respond to, and
thus could harm our business and results of opaisti
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In February 2009, we announced that werbadhed a resolution with the United States Depantraf Justice, or DOJ, and the Office of
Inspector General, or OIG, of the United Statesddtepent of Health and Human Services regardingptbeiously-disclosed investigation
into certain of our past sales and marketing prastrelating to our NC-stat System. As part ofrésslution with the DOJ and OIG, we
entered into a three-year Deferred Prosecution égent with the DOJ and a fiweear Corporate Integrity Agreement with the OlGillra to
comply with the terms of the Deferred Prosecutigme®ment and the Corporate Integrity Agreementccegult in substantial civil or
criminal penalties and being excluded from goveminfealth care programs, which could materiallyumsdour sales and adversely affect our
financial condition and results of operations.

If we are found to have violated laws protecting th confidentiality of patient health information, wecould be subject to civil or
criminal penalties, which could increase our liabities and harm our reputation or our business.

There are a number of federal and state [@atecting the confidentiality of individuallyadtifiable patient health information, includi
patient records, and restricting the use and disciof that protected information. In particuthe U.S. Department of Health and Human
Services promulgated patient privacy rules undettbalth Insurance Portability and Accountabilitgt Af 1996, or HIPAA. These privacy
rules protect medical records and other persoratthaformation by limiting their use and disclosugiving individuals the right to access,
amend and seek accounting of their own health mmébion and limiting most use and disclosures oftheaformation to the minimum
amount reasonably necessary to accomplish thedaetepurpose. Although we do not believe that wesalgect to the HIPAA rules, the ex
scope of these rules has not been clearly establishwe are found to be in violation of the payaules under HIPAA, we could be subject
to civil or criminal penalties, which could increagur liabilities and harm our reputation or ousibess.

The use of our products could result in product lidility claims that could be expensive, damage oureputation and harm our business

Our business exposes us to an inherenbfipktential product liability claims related teet manufacturing, marketing and sale of
medical devices. The medical device industry histdlly has been litigious, and we face financigb@sure to product liability claims if the
use of our products were to cause or contributejtmy or death. In particular, the ADVANCE Systenay be susceptible to claims of injury
because it involves the electric stimulation ofdignt's nerves. Although we maintain product ligbinsurance for our products and other
commercial insurance, the coverage limits of thesieies may not be adequate to cover future clafsssales and use of our products
increase, we may be unable to maintain sufficieatlpct liability or other commercial insurance arceptable terms or at reasonable costs,
and this insurance may not provide us with adeqe@aterage against potential liabilities. A succelssliaim brought against us in excess of,
or outside of, our insurance coverage could havaterial adverse effect on our financial conditar results of operations. A product
liability claim, regardless of its merit or eventoatcome, could result in substantial costs toausibstantial diversion of management
attention and adverse publicity. A product liagillaim could also harm our reputation and result decline in revenues and an increase in
expenses.

Our products are complex in design, and defects mayot be discovered prior to shipment to customersyhich could result in warranty
obligations or product liability or other claims, reducing our revenues and increasing our costs aniabilities.

We depend upon third parties for the mactuf@ of our products. Our products, particulanly electrodes, require a significant degre
technical expertise to produce. If these manufacsufiail to produce our products to specificationif the manufacturers use defective
materials or workmanship in the manufacturing psscéhe reliability and performance of our prodwatsbe compromised.
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If our products contain defects that carbtepaired quickly, easily and inexpensively,may experience:

. loss of customer orders and delay in order fuliim

. damage to our brand reputation;

. increased cost of our warranty program due to prbokpair or replacement;

. inability to attract new customers;

. diversion of resources from our manufacturing asskarch and development departments into our setteigartment; and
. legal action.

The occurrence of any one or more of tlmegoing could harm our reputation and materialue our revenues and increase our costs
and liabilities.

If we lose any of our officers or key employees, ounanagement and technical expertise could be weatked significantly.

Our success largely depends on the skiigserience, and efforts of our officers, includBigai N. Gozani, M.D., Ph.D., our founder,
Chairman, President and Chief Executive Officempfhias T. Higgins, our Senior Vice President and {firancial Officer; Krishnamurthy
Balachandran, our Senior Vice President and Chiedr&ting Officer, Neurodiagnostics; Guy Daniellar &enior Vice President of
Information Technology; Michael Williams, Ph.D.,rdsenior Vice President of Engineering; and ouepottey employees. We do not
maintain key person life insurance policies covgiramy of our employees. The loss of any of ourcefs or key employees could weaken our
management and technical expertise significantty/tearm our business.

If we are unable to recruit, hire and retain skilled and experienced personnel, our ability to managand expand our business will be
harmed, which would impair our future revenues andprofitability.

We are a small company with only 69 empésyas of December 31, 2010, and our ability tdnetar skilled labor force and our succ
in attracting and hiring new skilled employees W#l a critical factor in determining our future feemance. We may not be able to meet our
future hiring needs or retain existing personnattipularly given the challenges our business basntly faced. We will face challenges and
risks in hiring, training, managing and retaininggmeering and sales and marketing employees.rEaiuattract and retain personnel,
particularly technical and sales and marketinggarel would materially harm our ability to compeféectively and grow our business.

If we are unable to successfully expand, developn@retain our independent sales representatives andistributors, our revenues may
decline, our future revenue growth may be limited ad our expenses may increase.

We are dependent on independent salesseptedives and distributors to generate revenoes fiew accounts. Our ability to develop
and maintain a strong force of independent salg®sentatives and distributors will be affectedaliyumber of factors, including:

. our ability to attract, integrate, and motivateesgbersonnel;

. our ability to effectively train sales personnel;

. the ability of sales personnel to sell an increasgdber of products;
. the length of time it takes new sales personnbkttbome productive;
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. the competition we face from other companies imbiand retaining sales personnel;
. our ability to effectively manage a multi-locatiandependent sales distribution channel;
. our ability to enter into agreements with prospectndependent sales representatives and distrdbatocommercially

reasonable terms; and

. our ability to get our independent internationdésalistributors who may sell products of multiptenpanies to commit the
necessary resources to effectively market ancselproducts.

If we are unable to successfully build, &lep, and retain a strong group of independenssaleresentatives and distributors, our
revenues may decline.

Failure to develop or enter into relationships to sll products other than our existing products or ehance our existing products could
have an adverse effect on our business prospects.

For the year ended December 31, 2010, Hjerity of our revenues were derived from sellihg ADVANCE System and the NC-stat
system. Our future business and financial succébdepend, in part, on our ability to continueitdroduce or sell new products, including
NC-stat SL, and upgraded products into the marketplB@eveloping new products and upgrades to existimbfuture products imposes
burdens on our research and development deparandriur management. This process is costly, anchweot assure you that we will be
able to successfully develop new products or endéme current systems or any of our other currefitare products. We also may not be
able to enter into relationships with other compartd sell additional products. In addition, asdegelop the market for our products, future
competitors may develop desirable product feateagker than we do which could make our competitarsducts less expensive or more
effective than our products and could render oadpcts obsolete or unmarketable. If our producetment efforts are unsuccessful, we
will have incurred significant costs without recagng the expected benefits and our business potspeay suffer.

We currently compete, and may in the future need teompete, against other medical device companiestivpotentially greater
resources, more established distribution channelsha other competitive advantages, and the successtb&se competitors may harm
our ability to generate revenues.

We currently do, and in the future may negadompete directly and indirectly with a numbépther companies that may have
competitive advantages over us. We compete withpeares that sell traditional NCS/EMG equipmentuiahg CareFusion Corporation,
Cadwell Laboratories, Inc., and Natus Medical Ipaoated. Of these companies, CareFusion Corporatigrarticular, enjoys significant
competitive advantages, including:

. greater resources for product development, salésranketing;

. more established distribution networks;

. greater name recognition;

. more established relationships with health caréegsionals, customers and third-party payers; and

. additional lines of products and the ability toesffebates or bundle products to offer discountacentives.

As we develop the market for point-of-seevherve conduction studies, we may be faced waithpetition from these companies or
others that decide and are able to enter this ha@kene or all of our future competitors in thentedf-service market may enjoy competitive
advantages such as
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those described above. If we are unable to conmgdgetively against existing and future competitansr sales will decline and our business
will be harmed.

We are dependent upon the computer and communicatis infrastructure employed and utilized by our onCdl Information System
and any failures or disruptions in this infrastructure could impact our revenues and profit margins oharm our reputation.

We are dependent upon the computer and emieations infrastructure employed and utilizedolly onCall Information System. Our
computer and communications infrastructure consistéandard hardware, off-the-shelf system softweamponents, database servers,
proprietary application servers, a modem bank as#tp applications. Our future success will depangart, upon the maintenance and
growth of this infrastructure. Any failures or ogéss of this infrastructure as a result of a regujaaiction by the FDA, computer virus,
intentional disruption of our systems by a thirdgpamanufacturing failure, telephone system faiiire, storm, flood, power loss or other
similar events, could prevent or delay the openatibour onCall Information System, which coulduksn increased costs to eliminate these
problems and address related security concernbama our reputation with our customers. In additibour infrastructure fails to
accommodate growth in customer transactions, cuastsatisfaction could be impaired, we could losgt@mers, our ability to add customers
could be impaired or our costs could be increaaed,of which would harm our business.

If future clinical studies or other articles are published, or physician associations or other organa&ions announce positions, that are
unfavorable to our products, our sales efforts andevenues may be negatively affected.

Future clinical studies or other articlegarding our existing products or any competinglpots may be published that either support a
claim, or are perceived to support a claim, thabvrapetitor's product is more accurate or effedtas our products or that our products are
not as accurate or effective as we claim or previnical studies have concluded. Additionallyysgigian associations or other organizations
that may be viewed as authoritative or have an@woaninterest in nerve conduction studies and iateel electrodiagnostic procedures or
other procedures that may be performed using adyats could endorse products or methods that cenwieh our products or otherwise
announce positions that are unfavorable to ourymsd We have experienced this with the professiemzieties representing the neurology
community. Any of these events may negatively dfées sales efforts and result in decreased rexvenue

Our loan and security agreement with Comerica Bankor our Comerica credit facility, contains financid and operating restrictions
that may limit our access to credit. If we fail tocomply with covenants in the Comerica credit facitly, we may be required to repay an\
indebtedness thereunder, which may have an adverséect on our liquidity.

Although we have not borrowed any fundsearrttie Comerica credit facility, provisions in tiemerica credit facility impose
restrictions on our ability to, among other things:

. incur additional indebtedness;

. create liens;

. replace certain of our executive officers;

. enter into transactions with affiliates;

. transfer assets;

. pay dividends or make distributions on, or repuseh&euroMetrix stock; and
. merge or consolidate.
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In addition, we are required to meet cerfaiancial covenants customary with this type m@fdit facility, including maintaining a
minimum specified tangible net worth. The Comenrpadit facility also contains other customary ccwais. We may not be able to comply
with these covenants in the future. Our failureamply with these covenants may result in the datitan of an event of default and could
cause us to be unable to borrow under the Comerggiit facility. In addition to preventing additianborrowings under the Comerica credit
facility, an event of default, if not cured or wad; may result in the acceleration of the matwitindebtedness outstanding under the
Comerica credit facility at the time of the defawhich would require us to pay all amounts outdiag. If an event of default occurs, we n
not be able to cure it within any applicable cueeiqd, if at all. If the maturity of our indebtedsseis accelerated, we may not have sufficient
funds available for repayment or we may not haeedthility to borrow or obtain sufficient funds teplace the accelerated indebtedness on
terms acceptable to us, or at all.

If we choose to acquire or invest in new businessgsoducts or technologies, instead of developingpém ourselves, these acquisitions
or investments could disrupt our business and coulcesult in the use of significant amounts of equitycash or a combination of both.

From time to time we may seek to acquiraeest in businesses, products or technologisseau of developing them ourselves.
Acquisitions and investments involve humerous rigksuding:

. the inability to complete the acquisition or invasnt;

. disruption of our ongoing businesses and diversfamanagement attention;

. difficulties in integrating the acquired entitiggpducts or technologies;

. difficulties in operating the acquired businessfiaibly;

. the inability to achieve anticipated synergiest savings or growth;

. potential loss of key employees, particularly thoSthe acquired business;

. difficulties in transitioning and maintaining keystomer, distributor and supplier relationships;
. risks associated with entering markets in whichhaee no or limited prior experience; and

. unanticipated costs.

In addition, any future acquisitions or@stments may result in one or more of the following

. issuances of dilutive equity securities, which rbaysold at a discount to market price;

. the use of significant amounts of cash;

. the incurrence of debt;

. the assumption of significant liabilities;

. increased operating costs or reduced earnings;

. financing obtained on unfavorable terms;

. large one-time expenses; and

. the c_reation of certain intangible assets, inclgdjoodwill, the write-down of which may result iigsificant charges to
earnings.

Any of these factors could materially havar stock price, our business, or our operatingltes
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As we continue to expand into foreign markets, we W be affected by new business risks that may advgely impact our financial
condition or results of operations.

Foreign markets represented approximat&y?®our revenues in 2010 and we are working taagpmarket penetration, particularly in
Europe. As we continue to expand into foreign mikee will be subject to new business risks, idiig:

. failure to fulfill foreign regulatory requirements market our products;

. availability of, and changes in, reimbursement imifbrevailing foreign health care payment systems;

. adapting to the differing business practices and lia foreign countries;

. difficulties in managing foreign relationships amgerations, including any relationships that walsth with foreign

distributors or sales or marketing agents;

. limited protection for intellectual property rights some countries;

. difficulty in collecting accounts receivable anadr collection periods;

. costs of enforcing contractual obligations in fgrejurisdictions;

. recessions in economies outside of the United State

. political instability and unexpected changes inatipatic and trade relationships;
. currency exchange rate fluctuations; and

. potentially adverse tax consequences.

If we are successful in introducing ourdurots into foreign markets, we will be affectedtbgse additional business risks, which may
adversely impact our financial condition or resoalt®perations. In addition, expansion into foreigarkets imposes additional burdens on
executive and administrative personnel, researdisales departments, and general managerial reso@ar efforts to introduce our prodt
into foreign markets may not be successful, in Witiase we may have expended significant resouritkewv realizing the expected benefit.
Ultimately, the investment required for expansiotoiforeign markets could exceed the revenues g&tfrom this expansion.

If we are unsuccessful in pending and potential liggation matters, our financial condition may be adersely affected.

We are currently involved in a class actmmsuit against certain of our current and forwiicers and directors relating to allegedly
making false and misleading statements and faiindjsclose material information to the investinglic and engaging in improper business
practices. If we are ultimately unsuccessful iis faiwsuit, we could be required to pay substaatiaunts of cash to the other parties
including any legal fees not covered by our insaeaiThe amount and timing of any of these paymemttd adversely affect our financial
condition.
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Anti-takeover provisions in our organizational docunents and Delaware law, and those anti-takeover puisions that we previously
adopted in 2007, may discourage or prevent a changé control, even if an acquisition would be benefial to our stockholders, which
could affect our stock price adversely and preverattempts by our stockholders to replace or removewr current management.

Our certificate of incorporation and bylagantain provisions that could delay or prevenhange of control of our company or changes
in our board of directors that our stockholdershmigpnsider favorable. Some of these provisions:

. authorize the issuance of preferred stock whichbeaareated and issued by the board of directdrsowi prior stockholder
approval, with rights senior to those of our comrstotk;

. provide for a classified board of directors, witick director serving a staggered three-year term;
. prohibit our stockholders from filling board vacéex; calling special stockholder meetings, or tgkdation by written consent;
. provide for the removal of a director only with sauand by the affirmative vote of the holders dfo/@ more of the shares

then entitled to vote at an election of our direstand

. require advance written notice of stockholder psgit® and director nominations.

We have also adopted a Shareholder RidhtstRat could make it more difficult for a thirdny to acquire, or could discourage a third
party from acquiring, the Company or a large blo€kur common stock. A third party that acquire%l&r more of our common stock could
suffer substantial dilution of its ownership interender the terms of the Shareholder Rights Plaough the issuance of common stock to all
stockholders other than the acquiring person.

In addition, we are subject to the provisiof Section 203 of the Delaware General Corpamdtaw, which may prohibit certain
business combinations with stockholders owning tE%nore of our outstanding voting stock. These athér provisions in our certificate of
incorporation, bylaws and Delaware law could makmadre difficult for stockholders or potential ageus to obtain control of our board of
directors or initiate actions that are opposed lmytben-current board of directors, including a geer tender offer, or proxy contest involving
our company. Any delay or prevention of a changeouitrol transaction or changes in our board afalors could cause the market price of
our common stock to decline.

We do not intend to pay cash dividends.

We have never declared or paid cash diddem our capital stock. We currently intend tairetll available funds and any future
earnings for use in the operation and expansiaupbusiness and do not anticipate paying any dastiends in the foreseeable future. In
addition, the terms of our Comerica credit facifitecludes us from paying any dividends. As a tesapital appreciation, if any, of our
common stock will be our stockholders' sole sowfggotential gain for the foreseeable future.
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ITEM 1B. UNRESOLVED STAFF COMMENTS
None.
ITEM 2. PROPERTIES

Our headquarters is located in an approtdéim®0,000 square foot facility in Waltham, Madsasetts, which we occupy under an office
lease expiring in March 2013. We believe that odstng facilities are adequate for our currentdsee

ITEM 3. LEGAL PROCEEDINGS

As previously disclosed in our filings withe SEC, on March 17, 2008, a putative securifi@ss action complaint was filed in the
United States District Court for the District of B&achusetts against us and certain of our curnehtoaimer officers. On March 27, 2008, a
related putative securities class action complaa filed in the same court, against the same dafgs. These two actions were subsequt
consolidated, and the court appointed a lead jiffai®n November 10, 2008, a consolidated amendi&ssaction complaint was filed, which
alleged, among other things, that between OctobeP@05 and February 12, 2008, the defendantstekhe federal securities laws by
allegedly making false and misleading statemendsfaiting to disclose material information to thevésting public. The plaintiffs sought
unspecified damages. On January 30, 2009, wediladtion to dismiss the consolidated amended canpda the grounds, among others,
that it failed to state a claim on which relief dagranted. On December 8, 2009, the Court enterextder granting defendants' motion to
dismiss and dismissing the consolidated amendegbledmhin its entirety with prejudice. The plairfsiffiled a notice of appeal with the Unit
States Court of Appeals for the First Circuit onulry 6, 2010. Oral arguments on the plaintiffgesg were conducted on September 15,
2010. The appeal is currently pending.

The litigation process is inherently unaert and we cannot guarantee that the outcomesddhbve lawsuit will be favorable for us or
that it will not be material to our business, réswlf operations, or financial position. Howeveg @o not believe that a loss related to this
litigation is probable. Accordingly, no accrualatshg to this matter has been recorded at DeceBhez010.

As previously disclosed in our filings witte SEC, on April 22, 2008, a shareholder denatiction was filed in the United States
District Court for the District of Massachusettaangt a number of our current and former directors officers. On December 10, 2008, a
verified amended shareholder derivative complais filed, alleging, among other things, that, bemvAugust 2004 and the date the action
was filed, the defendants breached various fidydaties to us based on conduct similar to thagaid in the putative securities class actions,
including that the defendants caused us to make taid misleading statements, to fail to discloaterial information to the public and to
engage in improper business practices. The plagdiight various forms of monetary and non-monetaligf. The parties reached an
agreement to resolve the shareholder derivativeractubject to Court approval, and executed a &stipulation of settlement on
December 21, 2009. On February 23, 2010, the Gmtered an order approving the parties' settlemeshientered a judgment dismissing the
case in its entirety, with prejudice. In conjunatiwith the settlement, our insurance carrier paielatly to third parties $350,000 for the
plaintiff's counsel's attorneys fees and reimbuesgmf expenses. No payment was required by us.

As previously disclosed in our filings witle SEC, on February 9, 2009, we announced th&iadeeached a resolution with the United
States Department of Justice, or DOJ, and the ©éffdnspector General, or OIG, of the United St&epartment of Health and Human
Services regarding the previously-disclosed ingasibn into certain of our past sales and markegiagtices relating to our NC-stat System.
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As part of the resolution, we entered mtDeferred Prosecution Agreement, or the Deferreddeution Agreement, dated February 5,
2009, with the DOJ related to our operation of ratirlg referral programs. Pursuant to the Defermeddtution Agreement, we agreed to a
$1.2 million payment, and the DOJ has agreed nptdeecute us in return for compliance with thenteof the three-year Deferred
Prosecution Agreement.

In addition, we entered into a civil Setilent Agreement with the DOJ and OIG, or the Setl@niAgreement, dated February 9, 2009.
The Settlement Agreement involves the referral mog and allegations that, where physicians peddrannerve conduction study using the
NC-stat System and did not obtain an F-wave measurgmndimited circumstances, we caused physictarseek reimbursement using the
slightly higher valued 95903 CPT code payable fwa conduction studies where an F-wave measuremehtained, rather than the 95900
CPT code. While we did not admit to the allegatiasith respect to the F-wave coding issue, we agregay $2.5 million to settle this
dispute and enter into a five-year Corporate Iitgdrgreement with OIG. We remain fully eligible participate in all federal health care
programs.

The settlement payments discussed abotfeitotal amount of $3.7 million were paid in tiwstfquarter of 2009.
ITEM 4. [Removed and Reserved]
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PART Il

ITEM5. MARKET FOR REGISTRANT'S COMMON EQUITY, R ELATED STOCKHOLDER MATTERS AND ISSUER
PURCHASES OF EQUITY SECURITIES

Our common stock is quoted on the NASDA@Kal Market under the symbol "NURO". The price rapgr share reflected in the table
below is the high and low sales prices of our comstock as reported by NASDAQ for the periods iatkd.

Years ended December 31,

2010 2009

High Low High Low
First quartel $ 278 $ 178 $§ 1.9t $ 0.6¢€
Second quarte 1.9C 1.01 2.67 1.4C
Third quartel 1.3¢ 0.52 3.6( 1.7C
Fourth quarte 0.7t 0.47 3.3¢ 2.0C

On March 1, 2011, there were approximat@€i stockholders of record of our common stocks Thimber does not include stockholc
for whom shares were held in a "nominee" or "streate. On March 1, 2011, the last reported sate grer share of our common stock on
the NASDAQ Global Market was $0.51.

We have never declared or paid any castelids on our common stock. We currently intencktain future earnings, if any, to finance
the expansion and growth of our business and dexpect to pay any cash dividends in the foresedablre. Payment of future cash
dividends, if any, will be at the discretion of dasard of directors after taking into account vasidactors, including our financial condition,
operating results, current and anticipated castgiemd plans for expansion.
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ITEM 6. SELECTED FINANCIAL DATA

The data set forth below should be reazbimjunction with Item 7, "Management's Discussiod Analysis of Financial Condition and
Results of Operations,"” Iltem 7A, "Quantitative &whlitative Disclosures About Market Risk" and financial statements and related notes
appearing elsewhere in this Annual Report on FObAK1

Years Ended December 31,
2010 2009 2008 2007 2006
(In thousands, except share and per share data)

Statement of Operations Data

Revenue! $ 13,90 $ 26,137 $ 31,127 $ 43,667 $ 55,25(
Cost of revenue 7,05( 7,53¢ 9,01 11,33¢ 13,55¢
Gross margir 6,85( 18,60: 22,10¢ 32,32¢ 41,69:
Operating expense

Research and developm 5,85¢ 5,611 5,58¢ 4,892 5,011

Sales and marketir 11,07: 10,84( 14,641 22,83 22,01«

General and administrati\ 7,23z 9,11¢ 12,01¢ 14,83« 11,80¢

Goodwill impairment — — 5,83: — —

Charge for legal settleme — — 3,70¢ — —

Intangible asset impairme — — 1,76¢ — —

Gain from deconsolidation of joint

venture — — (2,100 — —
Total operating expens 24,16( 25,57( 41,45¢ 42,56 38,83(

(Loss) income from operatiol (17,310 (6,969 (19,350 (10,239 2,86:
Loss on availab-for-sale investmer — — (2,500 — —
Interest and other incon 29¢ 227 721 1,751 1,59¢
Warrants fair value adjustme — (5,175 — — —
(Loss) income from continuing

operations (17,019 (11,917 (21,129 (8,487) 4,46(
(Loss) income from discontinued

operations — — (6,607) 104 —
(Loss) income before income ta> (17,019 (11,919 (27,730) (8,379 4,46(
Income tax (provision) benel 121 — — — (193)
Net (loss) incom $ (16,89) $ (11,917 $ (27,730 $ (8,379 $ 4,267

Net (loss) income per common sh
from continuing operation:

Basic $ ©0O79% @O7DS$ (159 % (©67)%$ 03¢

Diluted $ @©079% @©O7)$ @5H)%$ (©67)$ 03¢
Net (loss) income per common sh

from discontinued operation

Basic $ — 3 — $ (048 $ 001 $ —

Diluted $ — $ — $ (04 $ 0.01 % —
Net (loss) income per common she

Basic $ ©079% @©O7Y$ (202 ¢ (0660 $ 0.3

Diluted $ @079 % (@©O77)$ (202 ¢ (0.66) $ 0.3
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Balance Sheet Data
Cash, cash equivalents, and st
term investment
Working capital
Total asset
Total liabilities
Total stockholders' equit

As of December 31,

2010 2009 2008 2007 2006
(in thousands)
$ 16,98 30,43: $ 19,797 $ 29,71¢ 40,32
19,02( 34,37 21,63: 33,30¢ 41,89
23,06¢ 40,567 31,147 56,20¢ 55,54
2,861 4,85 8,31« 9,47¢ 12,13«
20,19¢ 35,71( 22,83: 46,73( 43,40¢
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ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

You should read the following discussion of ouarficial condition and results of operations in cargtion with our selected financial
data, our financial statements, and the accompanmpiotes to those financial statements includedadisee in this Annual Report on
Form 1(-K. This discussion contains forward-looking stageus that involve risks and uncertainties. For aattion of factors that may
cause our actual results to differ materially froinose anticipated in these forward-looking statetseplease refer to the section titled "Risk
Factors", contained in Item 1A of this Annual Repor Form 1+-K.

Overview

We are a science-based health care contpamgforming patient care through neurotechnolddg.develop and market innovative
products for the detection, diagnosis, and momitpdf peripheral nerve and spinal cord disordech 18 those associated with diabetes,
carpal tunnel syndrome, lumbosacral disc diseaskspinal stenosis. Historically, our general fobas been primarily on the assessment of
neuropathies. Neuropathies affect the periphenaleseand parts of the spine and are frequentlyethbyg or associated with carpal tunnel
syndrome, diabetes, sciatica, and other clinicedrdiers. We market systems for the performancemfenconduction studies and needle
electromyography procedures.

We recently shifted our primary focus talzktes, specifically the detection and monitorifidiabetic neuropathy, which is a common
complication of the disease. We view diabetes pesenting the largest and fastest growing oppitytéior our proprietary technology as
countries around the world struggle to cope witlepidemic of Type Il diabetes. Neuropathy is a camrand serious complication of the
disease that may lead to foot ulcers and limb aatjout. We have over a decade of experience in patig detection and believe we are
uniquely positioned to address the unmet need fapil, cost-effective, objective test for diabeteuropathy. We anticipate a mid-2011
launch of NC-stat SL, which is a modified versidroar NC-stat device designed specifically for asseent of diabetic neuropathy at the
point-of-care. In support of our efforts, we hagsambled a scientific advisory board of internatlaxperts.

We currently market a medical device clddrg the FDA which is used for the assessment ofapathies. Our ADVANCE™
NCS/EMG System, or the ADVANCE System, is a compredive platform for the performance of traditionatve conduction studies a
invasive electromyography procedures. We focussales efforts for the ADVANCE System on physicidifices and clinics. Our
ADVANCE System is comprised of: (1) various typdé®lectrodes and needles, (2) our ADVANCE device atated modules, and (3) a
communication hub that enables the physician's@tid network their device to our servers for @atdiving, report generation, and other
network services. We sold a predecessor devicd\@istat System, to a broad group of physiciansfits initial market launch in May 1999
through September 2010. Our NC-stat System ismt{pdicare device for the performance of nerve cmtion studies. We do not intend to
support the NC-stat System beyond 2011 and arsiti@ring our NC-stat customers to the ADVANCE Syst Our neurodiagnostic
equipment is used in over 3,800 physicians' officésics, and hospitals. Over 1.5 million patistidies have been performed with our
neurodiagnostic devices since 1999.

Within our pipeline of pharmacologic compds for neural conduction enhancement, we are dpwegj our lead compound, NM101, -
use in chronic spinal cord injury. We are presep#lyforming the pre-clinical work required to fé@ investigational new drug application
with the FDA and we plan to continue to advancectapound at a low level of funding through preticial testing as we evaluate strategic
options.

Andara is our implantable stimulator foingp nerve repair. The FDA provided us with greatfarity on the clinical requirements for
approval of this product. Our next step is to desigd conduct
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a clinical trial targeting the same safety andceffly endpoints as the original study conductedsblyut with a larger sample size. However,
this project is currently on hold as we focus asaurces on our other pipeline products.

Recent Developments

In January 2011, we announced a shiftabeties care as our primary business focus but valse continue to support our
neurodiagnostic products. Within neurodiagnostdsey objective is maintaining our high standargmiduct support for the accounts in our
active installed base. Our general purpose NCSststem, which has been on the market since 199%atibe supported beyond 2011. We
intend to transition all of these accounts to tiBVANCE System, which currently represents over 4iftests performed using our
technology. We believe that a variable cost satesel is preferable during this transition perias.a result, in January 2011 we restructi
our organization by eliminating our direct salescéoand intend to manage new account acquisitiaug third party distribution. Our
international business, which employs the ADVANGEt®m and corresponding technology and is tranddbteugh a network of
independent distributors, was unaffected by thasroeturing.

Although Medicare now provides coveragerferve testing using our proprietary manafigured electrodes under CPT Code 95905,
commercial insurance companies have not yet revfsgidcoverage policies to include this procedWe. believe there are many evidence-
based studies documenting the accuracy and cliniddy of the procedure, particularly for carpgahnel syndrome. While we are working
towards broader insurance coverage, uncertain glhyseconomics have made new account acquisitialhectying, and therefore the cost «
direct sales force cannot be justified. For thasmn, we have 1) prioritized our large installesebaf active accounts, 2) restructured our
organization to support active accounts, and 3Jjeshto third-party distribution for new accoungadsition.

In 2011, our goal is to manage neurodiatite®$o achieve a positive net cash contributiothiCompany. The restructuring instituted in
January 2011 involved a 27% reduction in headcaeatignment of responsibilities, and a chargepgiraximately $2.3 million related to
severance and inventory. In accordance with gegeaatepted accounting principles, $2.0 milliortleé charge was recorded in the fourth
quarter of 2010, and the remaining $0.3 millionl Wé recorded in the first quarter of 2011.

Results of Operations
Comparison of Years Ended December 31, 2010 and #sber 31, 2009
Revenue

The following table presents a historiciavw of our active customers and studies performed:

Years Ended
December 31,
2010 2009 Change % Change
Installed base (active testing accoul 3,87t 4,49z (61¢) (13.8%
Patient studie 131,27. 161,29. (30,019 (18.€)
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The following table summarizes our revenfues medical equipment and consumables:

Years Ended December 31,
2010 2009 Change % Change
(in thousands)

Revenues

Medical equipmen $ 2,151.¢ % 2,713« $  (562.) (20.79%

Consumable 11,748. 23,423.! (11,675.) (49.9)
Total revenue $ 13,899 $ 26,137. $ (12,237.) (46.9)

Revenues for 2010 reflect the introductiéiMedicare CPT code 95905, which was publishetheyCMS in the fourth quarter of 2009,
as well as continued reimbursement uncertainty watihmercial insurers relating to our products. Made CPT code 95905 addresses nerve
conduction studies performed with pre-configurextebde arrays such as those used with the NGSgsiem. The new code both defines
nerve test procedures and assigns values on aediiffeasis than pre-existing codes. The net résldiver physician reimbursement per nerve
study which has had a negative impact on our rex&nu

Medical equipment revenues, consistingatdéss of the NC-stat and ADVANCE devices, relatedimes, and revenues from extended
service agreements, were $2.2 million and $2.7anillor the years ended December 31, 2010 and 266pectively, a decrease of $562,100,
or 20.7%. This decrease reflects lower averagamggirice, or ASP, on system shipments in 2010 amebto 2009. We shipped 282 NC-stat
and ADVANCE devices, net, to new customers duri@@i®compared with 287 devices, net, shipped toawestomers during 2009. In
addition, during 2010, we sold 19 ADVANCE devicedriternational distributors, compared to 32 ADVAR@evices sold to international
distributors in 2009. Medical equipment revenuded$ a proportional allocation of invoice amoumetween the multiple elements of the
arrangement.

Consumables revenues, consisting of singgenerve specific electrodes, which are used muitiNC-stat System and our ADVANCE
System, and EMG needles, which are used with oW ARCE System, were $11.7 million and $23.4 millimm 2010 and 2009,
respectively, a decrease of $11.7 million, or 49.8¥%ee primary factors contributed to the dechiréwveen 2009 and 2010: our installed base
of customers contracted by 13.8%; patient studiesracted by 18.6%; and our electrode ASP declined0.1% from $34.61 for 2009 to
$27.66 for 2010.

Cost of Revenues and Gross Margin
The following table presents a breakdownwfcost of revenues:

Years Ended December 31,

2010 2009 Change % Change
(in thousands)
Cost of revenues
Medical equipmen $ 2,850t $ 860.¢ $ 1,989. 231.1%
Consumable 4,199.¢ 6,674.% (2,475.) (37.])
Total cost of revenue $ 7,050.0 $ 7,635.¢ $ (485.9 (6.9

Our cost of revenues was $7.1 million, @786 of revenues, for the year ended December@),Zompared to $7.5 million, or 28.8%
of revenues for the year ended December 31, 20@®d&crease of $485,400 in cost of revenues watdawer shipment volume, partially
offset by inventory charges of $1.8 million relateca strategic change in direction for the Compigway was announced on January 4, 2011.
Our gross margin percentage of 49.3% of revenuethéoyear ended
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December 31, 2010 decreased from 71.2% of revepudéise same period in 2009. The lower gross mapgitentage for 2010 resulted
primarily from the inventory charges, as well aséo electrode ASP compared with 2009.

Operating Expenses
The following table presents a breakdowowfoperating expenses:

Years Ended December 31,
2010 2009 Change % Change
(in thousands)

Operating expense

Research and developm:e $ 5855.0 $ 5611.0 $ 2441 4.2%

Sales and marketir 11,072.. 10,840.. 231.¢ 2.1

General and administrati\ 7,231.¢ 9,119.( (1,887.) (20.9)
Total operating expens $ 24,159.. $ 25,570.¢ $ (1,411.) (5.5

Research and Developme

Research and development expenses increa$ed million for the year ended December 31L@2MHom $5.6 million for the year ended
December 31, 2009. The comparative results for 28dl0ded increases of $504,000 in expensed médedkating to the development of n
products and $351,000 for license maintenance feetally offset by a $368,000 decrease in stoakeldl compensation, a $105,000 decrease
in professional fees, a $73,000 decrease in theofakesign work, and a $55,000 decrease in theafaonsulting and outside services.

Sales and Marketing

Sales and marketing expenses increasetltd #illion for the year ended December 31, 2Gdtf$10.8 million for the year ended
December 31, 2009. This increase mainly resulteh fa $421,000 increase in compensation and retaistd reflecting the addition of
international sales staff, which increased cost$687,000, and the addition of a team of fieldichheducators which increased costs by
$1.4 million. These increases were largely offsetdzgluced costs resulting from a reduction in ihe of our direct sales force as we shift to
third party distribution for new account acquisitio

General and Administrative

General and administrative expenses destdetas$7.2 million for the year ended December281,0 from $9.1 million for the year enc
December 31, 2009. This decrease included redwsctibfi415,000 for personnel costs, $356,000 fosaltimg and outside services costs,
$292,000 for stock-based compensation, $273,00i$arance costs, $179,000 for professional fewas$454,000 for credit card fees.
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Other Income and Expenses
The following table presents a breakdowonwfother income and expenses:

Years Ended December 3:
2010 2009 Change % Change
(in thousands)

Other income and expensi

Interest incom $ 53¢ $ 226¢ $ (173.) (76.9%

Federal grant incorr 244t — 244t N/A

Warrants fair value adjustme — (5,175.)  5,175.: (200.0
Total other income and expen: $ 298.5 $ (4,948.) $ 5,246. (106.0)

Interest and other incornr

Interest and other income was $298,000%22,000 for the years ended December 31, 201@@09, respectively. The increase in
2010 resulted from the receipt of a $244,000 U.&alfying Therapeutic Discovery Project grant unslection 48D of the Internal Revenue
Code. Interest income of $54,000 in 2010 was eainoed investments in cash equivalents and stesrty investments. The decrease in intt
income for the year ended December 31, 2010, apaad to the same period a year ago, reflects lawerage invested balances and lower
rates of return.

Warrants fair value adjustment

Warrants fair value adjustment represeatsharges recorded during 2009 to adjust theliiglfor outstanding warrants issued in an
equity financing in September 2009. During Octak@®9, we executed addenda to these warrants sachpbn a change in control, as
defined, the warrant holders will receive the Bl&tholes value of the warrants in the same currandysame proportions as will be recei
by our common stockholders. Following the addetiimwarrant liability in the amount of $19.7 milievas reclassified to additional paid-in
capital.

Comparison of Years Ended December 31, 2009 and #cber 31, 2008
Revenue
The following table presents a historicievw of our active customers and studies performed:

Years Ended December 31,

2009 2008 Change % Change
Installed base (active testing accoul 4,49z 5,18¢ (69€) (13.9%
Studies performe 161,29: 207,66° (46,376 (22.3)

The following table summarizes our revenues) medical equipment and consumables:

Years Ended December 31,
2009 2008 Change % Change
(in thousands)

Revenues

Medical equipmen $ 2,713 $ 2,709.0 $ 4.3 0.2%

Consumable 23,423. 28,411  (4,988.) (17.6)
Total revenue $ 26,137.0 $ 31,120.t $ (4,983.9 (16.0
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Medical equipment revenues consisting efNIC-stat and ADVANCE Systems, related modules,ramdnues from extended service
agreement revenues, were $2.7 million for eachefyears ended December 31, 2009 and 2008. Althiewggr devices were sold in 2009 as
compared with 2008, the average selling price vigisen in 2009.

Consumables revenues, consisting of sdlsisgle use nerve specific electrodes, EMG needled other accessories, were $23.4 mi
and $28.4 million for the years ended DecembeRB@9 and 2008, respectively, a decrease of $5lmilThis decrease resulted mainly
from decreased volume in 2009, as reflected by.8%22lecline in patient studies performed in conguarito 2008, and a corresponding
decline in electrodes used and sold. Factors ¢uriitnig to the decline include continued uncertagugrounding reimbursement, as well as
overall state of the economy causing an overalicddn in health care purchasing. Also contributioghis decline was our decision to red
our direct sales force by approximately 40% ingbeond quarter of 2008 and a generally higher wamniate in the sales force in 2009.

Cost of Revenues and Gross Margin
The following table presents a breakdownwfcost of revenues:

Years Ended December 31,
2009 2008 Change % Change
(in thousands)

Cost of revenues

Medical equipmen $ 860.¢ $ 1,232.¢ $ (371.9) (30.29)%
Consumable 6,674  7,779..  (1,104.) (14.2)
Total cost of revenue $ 7,535.t $ 9,011.¢ $ (1,476.) (16.9)

Our overall cost of revenues decreased 16 fillion, or 28.8% of revenues, for the yeareth®ecember 31, 2009, compared to
$9.0 million, or 29.0% of revenues for the sameaqukin 2008. Medical equipment cost of revenueseised $372,000 in 2009 to $861,000
from $1.2 million in 2008 reflecting the sale ofWfer devices in 2009. Consumables cost of revenee®dsed $1.1 million in 2009 to
$6.7 million from $7.8 million in 2008, primarilyesulting from decreased sales of consumables if.200

Our overall gross margin percentage of #%ld? revenues for the year ended December 31, 2@d8ased slightly from 71.0% of
revenues for the same period in 2008. Gross margimedical devices improved to 68.3% in 2009 fralrb%o in 2008 reflecting the effects
of higher device average selling prices during 2@®ss margin on consumables declined slightl§1t&% in 2009 from 72.6% in 2008.
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Operating Expenses
The following table presents a breakdowowfoperating expenses:

Years Ended December 31,
2009 2008 Change % Change
(in thousands)

Operating expense

Research and developm:e $ 5611 $ 5589.. % 22.1 0.4%
Sales and marketir 10,840.. 14,647.( (3,806.7) (26.0)
General and administrati\ 9,119.( 12,016.: (2,897.) (24.7)
Goodwill impairment — 5,833.! (5,833.9) (200.0
Legal settlemer — 3,705.¢ (3,705.9 (100.0
Intangible asset impairme — 1,767.t (1,767.9 (200.0
Gain from deconsolidation of joint ventu — (2,100.0 2,100.( (100.0
Total operating expens $ 25,5704 $ 41,459.. $ (15,888.) (38.9)

Research and Developme

Research and development expenses foretns ynded December 31, 2009 and 2008 were $3i6rmilhe comparative results
included a $263,000 decrease in the amortizationtahgible assets and slightly lower employee cemnsation cost offset by a $316,000
increase in costs with respect to our pharmacologmpounds and legal fees related to intellectuabgrty.

Sales and Marketing

Sales and marketing expenses decreasedriBd to $10.8 million for the year ended Decesni31, 2009 from $14.6 million for the
year ended December 31, 2008. The decrease lagflegted savings of $2.6 million in employee comgetion due to the reduction of 1
size of our direct sales force in May 2008. Furtearings included $356,000 in travel and entertaimnexpenses, $232,000 in consulting
costs, $202,000 in advertising and promotion exggn$180,000 in the cost of meetings, $162,00Bipping and freight, and $151,000 in
cost of subscriptions. These decreases were padiédet by an increase of $249,000 in recruitiogts. Although overall sales and marke
costs have decreased, in the second half of 208@xpanded our sales force, including the hiringliofcal educators to provide direct
clinical support to customers.

General and Administrative

General and administrative expenses deetdeb®.9 million to $9.1 million for the year endedcember 31, 2009 from $12.0 million for
the year ended December 31, 2008. The decreasel@itbavings of $1.8 million in reduced legal féagely related to the government
investigations by the DOJ and the OIG, to whichwege subject, which were settled in the first geraof 2009 and further savings of
$310,000 in employee compensation, $297,000 irstdieenses, and fees, and $205,000 in insurarsts.co

Goodwill Impairment

As of March 31, 2008, our publicly tradedniet value was significantly below our net bookueaindicating that an interim goodwill
impairment test was required. We performed stepdfithe impairment test in which we assessed tievédue of all recorded and unrecorc
tangible and intangible assets and liabilitiesluding EyeTel Imaging, Inc., or EyeTel, and PNIR(Bheral Nerve Injury Repair) LLC, or
PNIR, intangibles. We determined that our non-gatidssets were
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unimpaired; however, we also determined that thex® no residual value of goodwill. Accordingly, vezorded a charge of $5.8 million to
write off goodwill during the quarter ended March 2008.

Legal Settlemer

As of December 31, 2008, we accrued $3llfomifor a settlement with the DOJ and OIG whichsaincluded in "Accrued expenses" on
our Balance Sheet at that date and which was subs#y paid in the first quarter of 2009.

Intangible Asset Impairment and Gain from Decomiadlon of Joint Ventur

During the fourth quarter of 2008, we dlssd our joint venture with Cyberkinetics Neurotaotogy Systems, Inc, or Cyberkinetics,
which was focused on development of a producttfertteatment of peripheral nerve injury. We recdrdeharge of approximately
$1.8 million for the remaining balance of intangilalssets representing the value of the technolagickintellectual property of the joint
venture and booked a gain of $2.1 million repreésgmur share in the assets of the joint venturdexonsolidation.

Other Income and Expenses
The following table presents a breakdownwfother income and expenses:

Years Ended December 31,
2009 2008 Change % Change
(in thousands)

Other income and expensi

Loss on availab-for-sale investmeni $ — $ (2,500.0 $ 2,500.( (100.0%

Interest incomi 226.¢ 720.¢ (494.0 (68.5)

Warrants fair value adjustme (5,175.) — (5,175.) N/A
Total other income and expent $ (4,948.) $ (1,779.) $ (3,169.) 178.1

Loss on Availabl-for-Sale Investment

In November 2007, we purchased approximdel million shares of common stock of Cyberkiogtirepresenting approximately 13%
of Cyberkinetics' common stock, for an aggregatelpase price of $2.5 million. On November 3, 2008berkinetics disclosed that existing
cash and cash equivalents were only sufficientdéetrprojected operating requirements for approxiya80 days and that it was in the
process of winding down its operations. Since thleier of our investment in Cyberkinetics was adJgraffected, we then marked this
investment to market as of December 31, 2008 acwrded year-to-date charges of $2.5 million toevdbwn this investment to zero.

Interest Incom

Interest income was $227,000 and $721,60€he years ended December 31, 2009 and 200&atasgly. Interest income was earned
from investments in cash equivalents and short-tewastments. The decrease in interest incoméfoyéar ended December 31, 2009, as
compared to the same period in 2008 reflects l@average invested balances and lower rates of return

Warrants fair value adjustment

Warrants fair value adjustment represeatscharges recorded during 2009 to adjust theliyalior outstanding warrants issued in an
equity financing in September 2009. During Octak@09, we executed addenda to these warrants sachpgbn a change in control, as
defined, the warrant holders
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will receive the Black-Scholes value of the warsaintthe same currency and same proportions ad&vileceived by our common
stockholders. Following the addenda, the warratility in the amount of $19.7 million was recldisi to additional paid-in capital.

Loss from Discontinued Operatio

On September 30, 2008, we approved a plaistontinue sales and support of DigiScopes dgibBope related services, effective
November 1, 2008. On November 7, 2008, we soldtanbally all of the assets related to the DigiSebpisiness to Advanct
Diagnostics, LLC in exchange for assuming certdéntified commitments of approximately $400,000 arwhsh payment of $50,000. Loss
from discontinued operations in 2008 includes ws®perations and sale of assets relating to $wdtinued operations.

Liquidity and Capital Resources

Our principal source of liquidity is ourstaand cash equivalents. As of December 31, 26&8ettotaled $17.0 million. Our ability to
generate cash from operations is dependent upoabdlity to generate revenue from sales of our potgl as well as our ability to manage
operating costs and net assets. Our ability torgéaeevenue will largely depend on the succesmip§hift in our business focus to diabetes,
specifically detection and monitoring of diabet&unopathy which is a common complication of theedie. At the same time, we will
continue to support our neurodiagnostic businebiiwwe intend to manage to optimize cash flowuAHer decrease in demand for our
products or unanticipated increases in our opegatirsts would likely have an adverse effect onliouidity and cash generated from
operations. The following sets forth informatiotateng to our liquidity:

December 31,

2010 2009 Change % Change
(in thousands)
Cash and cash equivalel $ 16,986.0 $ 22,937« $ (5,950. (25.9%
Shor-term investment — 7,495.( (7,495.0 (100.0
Total cash, cash equivalents and short-te
investmentt $ 16,986.{ $ 30,432.: $ (13,445.) (44.2)

We have a one year Loan and Security Ages¢nor the credit facility, with a bank, which pets us to borrow up to $7.5 million on a
revolving basis. The facility expires in March 20BMounts borrowed under the facility bear integtial to the prime rate plus 0.5%.
Borrowings are secured by our cash, accounts raglgyinventory, and equipment. We have not bortbargy funds under this credit facility.

During 2010, our cash, cash equivalentd,smort-term investments decreased by $13.4 mjlpomarily due to net cash used in
operating activities of $13.3 million.

In managing our working capital, two of fireancial measurements we monitor are days saitstamding (DSO), and inventory turno
rate, which are presented in the table below ferymars ended December 31, 2010 and December 32, 20

Years Ended
December 31,

2010 2009
DSO (annual average receivable 51 47
DSO (fourth quarter average receivable 38 49
Inventory turnover rate (times per ye 2.C 1.t

* Accounts with traditional payment tern
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Our payment terms extended to our custogpemgrally require payment within 30 days from iieeocdate. DSO measured on the basis of
annual sales and average receivables balances dlaogdeterioration to 51 days at December 31, 26460 #7 days at December 31, 2009.
Reflecting improved collection efforts, DSO basedgoiarterly sales and average receivables baldoc#®e fourth quarter showed an
improvement to 38 days at December 31, 2010 frorda4@ at December 31, 2009.

Our inventory turnover rate for the yeadetsh December 31, 2010 was 2.0 times, comparedlwbttimes for the year ended
December 31, 2009. The increase in the inventanoiter rate for the year ended December 31, 2(flérted a decreased inventory value
due primarily to inventory charges related to thsibess restructuring.

The following sets forth information relagito sources and uses of our cash:

Years Ended December 31,
2010 2009 2008
(in thousands)

Net cash used i

operating

activities $ (13,307.) $ (6,137.) $ (10,688.Y)
Net cash provide

by (used in)

investing

activities 7,188.! (692.0) 15,750.(
Net cash provide

by financing

activities 168.( 17,464.. 142.¢

In 2010, our net cash used in operatiniyities was $13.3 million. The primary drivers fiie use of cash in our operating activities
during 2010 were our net loss of $16.9 million, @rincluded non-cash expenses of $2.1 millionreentory charges, $1.2 million for stock-
based compensation, and $524,000 for depreciatidramortization. In addition, cash was used in ajireg activities for a $1.6 million
decrease in accounts payable and accrued expers251,000 decrease in net deferred revenue, ddfeosts, and other, and a $199,000
increase in prepaid expenses and other currertsapsetially offset by a $1.7 million decreaseatounts receivable and a $121,000 deci
in inventories.

In 2009, our net cash used in operatiniyities was $6.1 million. The primary drivers fdret use of cash in our operating activities
during 2009 were our net loss of $11.9 million, e¥hincluded certain non-cash expenses. In additiash was used in operating activities for
a $3.7 million settlement with the DOJ and OIG ar25,000 decrease in net deferred revenue, ddfeosts, and other, partially offset t
$1.0 million reduction in inventories, a $766,000rease in accounts payables and accrued expansks,$103,000 decrease in accounts
receivable.

In 2008, our net use of cash in operatictyities was $10.7 million, including a $6.6 mil loss from discontinued operations and an
investment in net operating assets of $3.0 millidme primary drivers for the uses of cash in ouegiment in net operating assets during
2008 were a decrease in accounts payable and daexpense of $3.9 million, a $837,000 decreaseimeferred revenue, deferred costs,
and other, an increase in our inventories of agprately $252,000 primarily related to an increasednsumables inventories, partially offset
by a $2.1 million decrease in accounts receivahbanly due to a decline in revenues and a $171¢@@@ease in prepaid and other assets. Ou
net loss excluding the $6.6 million loss attributedliscontinued operations and excluding non-d@shs was approximately $1.1 million.

Our investing activities provided $7.2 moifl of cash in 2010, used $692,000 in 2009, andigeal $15.8 million in 2008. In 2010, cash
was provided by the maturity of $7.5 million of stments, partially offset by the purchase of fiasdets totaling $306,000. In 2009, cash
was used in investing activities to purchase teldgical and intellectual property for $350,000 aagurchase fixed assets totaling $342,000.
In 2008, the primary sources of cash from investraetivities were $23.7 million in investment maties and a release of $1.1 million of
restricted cash. Primary uses of cash in investmetntities in 2008 were $8.5 million for the puade of investments and $510,000 for
purchases of fixed assets, primarily related tomater equipment and tooling equipment for new potslu
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Our financing activities provided approxielg $168,000, $17.5 million, and $143,000 of cesR010, 2009, and 2008, respectively.
Cash provided by financing activities in 2010 priityarepresented the proceeds from the issuansb@arfes under our employee stock
purchase plan. Cash provided by financing actwiitne2009 primarily resulted from net proceeds bf.2 million from our equity offering in
September 2009. Cash provided by financing acwiith 2008 primarily represented the proceeds ttarissuance of shares under our
employee stock purchase plan and the exercis@ck siptions.

We expect to incur net losses and negatigh flows from operations for the foreseeablertutBased upon our current plans, we bel
that our cash and cash equivalents, and the cdshdenerated from expected product sales willffee®nt to meet our projected operating
requirements into 2012. We are currently facinguigicant challenges and uncertainties and, as\dtresir available capital resources may be
consumed more rapidly than currently expected dya)tchanges in future revenues; (b) changes vike maaour ongoing operating expens
(c) changes in our business strategy; (d) regulatevelopments affecting us and our products; ltehges we make to research and
development spending plans; (f) the outcome ottass action lawsuit against us; and (g) otherstaffecting our forecasted level of
expenditures and use of cash resources. Accordinglynay need to raise additional funds to supmoetrating and capital needs.

As of December 31, 2010, we have federdlsiate net operating loss carryforwards availablafset future taxable income of
$70.7 million and $44.1 million, respectively, afiedleral and state research and development cadp805,000 and $763,000, respectively,
which may be available to reduce future taxablernine and the related taxes thereon. The net opgrats and research and development
credit carryforwards will expire at various dategimning in 2019 for federal taxes and have beguexpire in 2010 for state taxes.
Ownership changes in our company, as defined itrtleenal Revenue Code, are expected to have ashhihation on the amount of net
operating loss and research and development @aditforwards that can be utilized annually to effiuture taxable income and taxes, based
on an analysis of the provisions of Section 38thefinternal Revenue Code. Subsequent changes owaership could further affect the
limitation in future years.

Off-Balance Sheet Arrangements, Contractual Ohiligest, and Contingent Liabilities and Commitments
As of December 31, 2010, we did not havedaffrbalance sheet financing arrangements.

The following table summarizes our printipantractual obligations as of December 31, 20id the effects such obligations are
expected to have on our liquidity and cash flowhitare periods.

Payments due in

Contractual Obligations Total 2011 1-3 years 3-5 years
Operating lease obligatiol $ 1,676,250 $ 727,500 $ 948,75( $ =
Capital lease obligatior 60,87 22,13¢ 38,73: —
Purchase order obligatio 1,293,28 1,263,94. 29,34¢ —
Total contractual obligatior $ 3,030,411 $ 2,013,571 $ 1,016,83 $ —

As of December 31, 2010, we have no cohtedobligations that extend beyond three years.
Critical Accounting Policies and Estimates

Our financial statements are based onelexton and application of generally accepted anting principles, which require us to make
estimates and assumptions about future eventaffeat the amounts reported in our financial staets and the accompanying notes. Future
events and their effects cannot be determined edttainty. Therefore, the determination of estima#guires the exercise of judgment.
Actual results could differ significantly from thegstimates, and any such
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differences may be material to our financial stasts. We believe that the policies set forth betoay involve a higher degree of judgment
and complexity in their application than our othecounting policies and represent the critical anting policies used in the preparation of
our financial statements. If different assumptiongonditions were to prevail, the results couldviaerially different from our reported
results. Our significant accounting policies aregented within Note 2 to our Financial Statements.

Revenue Recognition and Accounts Recei\

Our revenue recognition policy is to recagrrevenues from our ADVANCE System and Ni@t System devices and consumables |
shipment if the fee is fixed or determinable, passve evidence of an arrangement exists, delivasydtcurred and risk of loss has passed,
collection of the resulting receivables is reasdnabsured and product returns are reasonably &slimRevenues from our docking station
and access to the onCall Information System areidered one unit of accounting and are deferred@caynized over the estimated useful
life of the product, currently three years.

When multiple elements are contained imgle arrangement, we allocate revenue betweealéments based on their relative fair
value, provided that each element meets the @iferitreatment as a separate unit of accountimgel@ment is considered a separate unit of
accounting if it has value to the customer on ads@one basis, there is objective, reliable evidenf the fair value of the undelivered
elements and delivery or performance of the undedid elements is considered probable and subdkamiaur control. Fair value is
determined based upon the price charged when ¢ngeet is sold separately.

Revenue recognition involves judgmentsluding assessments of expected returns, allowanwadolubtful accounts, and expected
customer relationship periods. We analyze variagtofs, including a review of specific transactiams historical returns, average customer
relationship periods, customer usage, customenbess and market and economic conditions. Chamgeslgments or estimates on these
factors could materially impact the timing and amioaf revenues and costs recognized. Should marletonomic conditions deteriorate,
actual return or bad debt experience could excee@stimate.

Trade accounts receivable are recorddukeant/oiced amount and do not bear interest. Gepanduct sales are made with ad®#y right
of return. Since we can reasonably estimate furttgns, we recognize revenues associated withuptadles that contain a right of return
upon shipment and at the same time we record a sztiern reserve, which reduces revenue and accoereivable by the amount of
estimated returns under the provisions of the Reedétecognition topic of the Codification.

The allowance for doubtful accounts is best estimate of the amount of probable crediel®as our existing accounts receivable. We
review our allowance for doubtful accounts and eiee the allowance based on an analysis of custpast payment history, product usage
activity, and recent communications between usthedustomer. Based on the current market envirohme could have increased risk with
the collections of our account receivables. Indigidcustomer balances which are past due and @veays outstanding are reviewed
individually for collectibility. Account balanceseawritten-off against the allowance when we féé probable the receivable will not be
recovered. We do not have any off-balance shedit@gposure related to our customers.

Inventories

The realizable value of inventories is lgaspon the types and levels of inventories heldedasted demand, pricing, competition, and
changes in technology. Our consumables have ateeigimonth shelf life. Should current market anshemic conditions deteriorate, our
actual recoveries could be less than our estimates.
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Recently Issued or Adopted Accounting Pronouncemest

In September 2009, the Emerging Issues Faste, or EITF, issued new rules pertaining toabeounting for revenue arrangements
with multiple deliverables. The new rules provideadternative method for establishing fair valueafeliverable when vendor specific
objective evidence cannot be determined. The goilanovides for the determination of the best estinof selling price to separate
deliverables and allows the allocation of arrangeneensideration using this relative selling pnisedel. The guidance supersedes the prior
multiple element revenue arrangement accountiresriliat are currently used by us. The new guideacde prospectively applied by us
beginning January 1, 2011 or can be early or rp&cisvely adopted. We do not believe adoption hédive a material effect on our financial
statements.

In September 2009, the EITF issued newsnideexclude (a) non-software components of taegibbducts and (b) software components
of tangible products that are sold, licensed, aséel with tangible products when the software caorapts and non-software components of
the tangible product function together to deliver tangible product's essential functionally. Tee/rguidance can be prospectively applies
us beginning January 1, 2011 or can be early ovspéctively adopted. We do not believe adoptidhhaive a material effect on our financ
statements.

In January 2010, the Financial Accountingn8ards Board issued Accounting Standards Updat20lL0-06 "Fair Value
Measurements and Disclosures (Topic «—Improving Disclosures about Fair Value Measurers&iaSU 2010-06"). ASU 2010-06
requires new disclosures regarding significantafens in and out of Levels 1 and 2, as well asrinfdion about activity in Level 3 fair value
measurements, including presenting information apatchases, sales, issuances, and settlementgrossaversus a net basis in the Level 3
activity roll forward. In addition, ASU 2010-06 alglarifies existing disclosures regarding inpull @aluation techniques, as well as the level
of disaggregation for each class of assets antlitied. ASU No. 2010-06 is effective for interinmé annual periods beginning after
December 15, 2009, except for the disclosures ipartpto purchases, sales, issuances, and settterimetihe roll forward of Level 3 activity,
which are effective for interim and annual peribeginning after December 15, 2010. The adoptiodSf 2010-06 had no current impact
and is expected to have no subsequent impact ofinaucial statements.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURE S ABOUT MARKET RISK

We do not use derivative financial instrumsan our investment portfolio and have no foreggiechange contracts. Our financial
instruments consist of cash and cash equivalengéscalisider investments that, when purchased, heemmaining maturity of 90 days or less
to be cash equivalents. The primary objectivesuofiavestment strategy are to preserve principaintain proper liquidity to meet operating
needs, and maximize yields. To minimize our expesoran adverse shift in interest rates, we inr@shly in cash equivalents and short-term
investments with a maturity of twelve months oslasad maintain an average maturity of twelve montHess. We do not believe that a
notional or hypothetical 10% change in interest mrcentages would have a material impact onaihedlue of our investment portfolio or
our interest income.
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ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY D ATA

The information required by this item magyfbund on pages F-1 through F-31 of this AnnugddRieon Form 10K with the exception ¢

the unaudited summarized quarterly financial dateckvis presented below:

Year Ended December 31, 2010

First Quarter(1)  Second Quarter  Third Quarter Fourth Quarter Total

Revenue:! $ 3,566,39: $ 3,852,471 $ 3,414,33' $ 3,066,461 $ 13,899,67
Cost of revenue 1,296,01. 1,405,34: 1,347,811 3,001,03(2) 7,050,20!

Gross margir 2,270,37 2,447,12i 2,066,51! 65,43t 6,849,46.
Net loss (4,764,02) (4,519,07) (3,400,18) (4,207,86) (16,891,14)
Per common shar:

basic:

Net loss $ (0.21) $ (0.20) $ (0.15) $ (0.1¢) $ (0.79)
Per common shart

diluted:

Net loss (0.21) (0.20 (0.15) (0.18) (0.73)

Year Ended December 31, 2009
First Second Third Fourth
Quarter Quarter Quarter Quarter Total

Revenue:! $ 6,825,570 $ 6,760,41' $ 6,325,95 $ 6,225,070 $ 26,137,02
Cost of revenue 1,940,38: 1,934,92 1,826,59 1,833,70! 7,535,611

Gross margir 4,885,19! 4,825,49! 4,499,35; 4,391,36! 18,601,41
Net (loss) incomi (1,216,50) (1,800,761 (9,263,461 363,23: (11,917,50)
Per common share

basic:

Net (loss) incomt  $ (0.09) $ (0.19) $ (0.57) $ 0.0z $ (0.77)
Per common share

diluted:

Net (loss) incomi (0.09 (0.13) (0.57) 0.01 (0.7

(1)

()

As reported in the Company's Quarterly Report omF00-Q for the quarterly period ended June 3002€iled with the SEC on
August 10, 2010, during the second quarter of 288 Company identified fraudulent sales transastiavolving two sales
representatives, resulting in a $146,333 oversttemf revenues for the quarter ended March 310 20te Company believes that
these sales transactions, individually and in tigr@gate, are not material to the financial resadtgeported in previously issued
interim financial statements for the quarter enblfiealch 31, 2010. As of and for the quarter endeddd&1, 2010, these sales
transactions affected the financial statementslémAfs: an overstatement of revenues of $146,383v@rstatement of the associated
cost of revenue and sales commissions of $38,00&30,937, respectively; an overstatement of adsaeteivable of $158,239,
which includes an overstatement of sales tax payatt$11,905; an understatement of inventory of &3, net of inventory losses of
$6,405; and an understatement of other currentsag6832,343 related to an insurance receivabléhivassociated loss claim less a
$5,000 deductible. There was no impact to totatash used in operating activities within the steget of cash flows for the quarter
ended March 31, 2010. The summarized quarterlyiiizh data for the quarter ended March 31, 2018eweed above has been revi
to reflect these adjustments.

The Company recorded inventory charges of $1.8anillelated to a strategic change in directiontfier Company that was announ
on January 4, 2011.

Net (loss) income per common share is tafed independently for each of the periods preskrtherefore, the sum of the quarterly net

loss per common share amounts will not necessagjilyal the total for the full fiscal year.
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ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUN TANTS ON ACCOUNTING AND FINANCIAL DISCLOSURE
There have been no changes in or disagmsméth accountants on accounting and financisdldsure matters in the last fiscal year.

ITEM 9A. CONTROLS AND PROCEDURES

() Evaluation of disclosure controls and procedes.

Our principal executive officer and pringifinancial officer, after evaluating the effeethess of our disclosure controls and procedures
(as defined in Exchange Act Rules 13a-15(e) and1Hd)) as of the end of the period covered byFoisn 10-K, have concluded that, based
on such evaluation, our disclosure controls andqutares were effective to ensure that informatémjuired to be disclosed by us in the
reports that we file or submit under the Exchangeig\recorded, processed, summarized and repavitdn the time periods specified in the
SEC's rules and forms, and is accumulated and carcated to our management, including our princgadcutive and principal financial
officers, or persons performing similar functioas,appropriate to allow timely decisions regardemuired disclosure.

(b) Management's Report on Internal Control OverFinancial Reporting.

Our management is responsible for estahlishnd maintaining adequate internal control divemncial reporting, as such term is defined
in Exchange Act Rule 13a-15(f). Because of its rehelimitations, internal control over financigporting may not prevent or detect
misstatements. Also, projections of any evaluatibeffectiveness to future periods are subjecheorisk that controls may become inadeq
because of changes in conditions, or that the degfreompliance with the policies or procedures meteriorate. Under the supervision and
with the participation of our management, including Chief Executive Officer and our Chief Finah¢ficer, we conducted an evaluation
of the effectiveness of our internal control ovieaficial reporting as of December 31, 2010 baseth@writeria innternal Control—
Integrated Frameworissued by the Committee of Sponsoring Organizatidrise Treadway Commission ("COSQ"). Based on our
evaluation under the frameworklimernal Control—Integrated Framewoigsued by the COSO, our management concluded tinanternal
control over financial reporting was effective dDecember 31, 2010.

This Annual Report does not include ansédtigon report of our independent registered puatimounting firm regarding internal control
over financial reporting. Management's report watssaibject to attestation by our independent reggst public accounting firm pursuant to
rules of the SEC that permit us to provide only agement's report in this Annual Report.

(c) Changes in internal control over financial r@orting.

There have been no changes to our inteordtol over financial reporting (as defined in &aBa-15(f) under the Exchange Act) during
the quarter ended December 31, 2010 that have ialbt@ffected, or are reasonably likely to mathyiaffect, our internal control over
financial reporting.

ITEM 9B. OTHER INFORMATION
None.
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PART IlI
ITEM 10. DIRECTORS, EXECUTIVE OFFICERS AND CORPO RATE GOVERNANCE
DIRECTORS AND EXECUTIVE OFFICERS

The following table and biographical degtians set forth certain information with respexcbur directors and executive officers who
not directors, based on information furnished tbygach director and executive officer as of Fabr@8, 2011.

Name Age Position

Shai N. Gozani, M.D., Ph.D 46 Chairman of the Board, Chief Executive Officer, $dent and Secreta
Thomas T. Higgin: 59 Senior Vice President, Chief Financial Officer amdasure
Guy Daniello 66 Senior Vice President of Information Technolc
Krishnamurthy Balachandrz 52 Senior Vice President, Chief Operating Officer, Meliagnostic:
Michael Williams, Ph.D. 54  Senior Vice President of Engineeri

David E. Goodman, M.D.(1)(z 54  Director

Allen J. Hinkle, M.D.(2) 60 Director

Nancy E. Katz 51 Director

Charles R. LaMantia(1)(: 71 Director

Timothy R. Surgenor(1)(z 51 Director

(1) Member of Audit Committee
2 Member of Compensation Committee

3) Member of Nominating and Corporate Governance Cdtami

Allen J. Hinkle, M.D. has served as a member of our Board of Directocg slanuary 2006. From December 2010 throughrieept,
Dr. Hinkle has served as the Chief Medical OffistEMVP Health Care, a not-for-profit health insurBr. Hinkle was the Chief Medical
Officer and Senior Vice President for Tufts HedMan in Massachusetts, a health insurance prowidete he was responsible for medical
management programs and initiatives from 2004 @2@rior to becoming the Chief Medical OfficerTaffts Health Plan, Dr. Hinkle was
Senior Medical Director and Vice President of He&tare Quality, Policy and Innovations at Blue GrB&ue Shield of Massachusetts, a
health insurance provider, from 2001 through Sep@wm004. From 1995 to 2001, Dr. Hinkle was thee€Medical Officer and Senior Vice
President of Quality—Healthcare Management for AniiBlue Cross Blue Shield of New Hampshire and Iatt Thornton Plan, health
insurance provider organizations. Dr. Hinkle hasr®®0 years of experience in the healthcare fl2fdHinkle received a B.S. from the
University of Massachusetts at Amherst and an Nr@mn Albert Einstein College of Medicine in New YoiHe is board certified in pediatr
and anesthesiology and is an Associate Professanedgthesiology and Pediatrics at Dartmouth Medstdiool and Associate Professor of
Medicine at Tufts University School of Medicine. Hiso owns several U.S. patents on medical devidesBoard has concluded that
Dr. Hinkle should serve as a director because hkle's years of experience as a physician andécwive positions in the health insurance
industry provide the Board with valuable insightghie areas of product development and reimbursemen

Timothy R. Surgenor has served as a member of our Board of Directoce April 2009. Since April 2009, Mr. Surgenor Heeen a
partner at Red Sky Partners, LLC., a provider aiegal
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management consulting services to the biotechnadoglymedical device industries. From 2003 to 26809 Surgenor served as President,
Chief Executive Officer and director of CyberkirstiNeurotechnology Systems, a medical device compaom January 1999 to January
2003, Mr. Surgenor was Executive Vice Presidehta@monetics Corporation, which is a medical deemapany. From 1994 to 1999,

Mr. Surgenor was President of Genzyme Tissue Rejpaircell therapy division of Genzyme CorporatiBreviously, Mr. Surgenor was
Executive Vice President and Chief Financial OffioeBioSurface Technology, Inc. and also held masi positions in operations at Integr:
Genetics. Mr. Surgenor received a B.A. in Biocharpiffom Williams College and an M.B.A. from HaneaBusiness School. The Board has
concluded that Mr. Surgenor should serve as atdirbecause Mr. Surgenor's long career in the médivice and biotechnology busines:
both an entrepreneur and in senior executive positin public companies provides the Board withantgnt industry experience as well as
valuable finance, accounting and executive managemeertise.

David E. Goodman, M.D.has served as a member of our Board of Directocg slune 2004. Dr. Goodman currently serves as an
independent consultant and practicing physiciamirigu2010, Dr. Goodman has served as PresidenChaial Executive Officer of
SEDIine, Inc., a research-focused company witmtesion to expand the scope and applications foramonitoring. From 2008 to 2009,
Dr. Goodman served as Executive Vice Presidentusirigss Development for Masimo Corporation, a mactufer of non-invasive patient
monitors. From 2006 to 2008, Dr. Goodman serveshasdependent consultant providing product desiggulatory and analytical consulti
services to medical device and biopharmaceuticalpamies and also served in this capacity from 20@904 and from 2001 to 2002. From
2005 to 2006, Dr. Goodman served as President hied Executive Officer of BaroSense, Inc., a meditmvice company focused on
developing minimally invasive devices for the loegm treatment of obesity. From 2004 to 2005, Dyo@nan served as President and Chief
Executive Officer of Interventional Therapeutic @@ns, Inc., an implantable drug delivery systamspany. From 2002 to 2003,
Dr. Goodman served as Chairman, President and Ekexfutive Officer of Pherin Pharmaceuticals, arpteeutical discovery and
development company. From 1994 to 2001, Dr. Goodnedeh various positions, including Chief Execut®#icer, Chief Medical Officer an
director, for LifeMasters Supported SelfCare, liacdisease management services company that Ddn&oofounded. Dr. Goodman also
serves as a director of Sound Surgical Technolddi€} a private manufacturer of aesthetic surgioals. Dr. Goodman holds a B.A.S. in
applied science and bioengineering and a M.S.&io@ngineering from the University of Pennsylvartia. also received an M.D. from
Harvard Medical School and the Harvard-M.I.T. Dieis of Health Sciences and Technology. The Boasddeacluded that Dr. Goodman
should serve as a director because Dr. Goodmanlgah@nd engineering background and his many y&faggecutive experience in the
medical device industry provide important expereeaad expertise to the Board.

Shai N. Gozani, M.D., Ph.Dfounded our company in 1996 and currently sergeStairman of our Board of Directors and as our
President, Chief Executive Officer and Secretamjc&founding our company in 1996, Dr. Gozani fexsed in a number of positions at our
company including Chairman since 1996, Presidemhft 996 to 1998 and from 2002 to the present, Ghxetutive Officer since 1997 and
Secretary since July 2008. Dr. Gozani holds a B.Somputer science, an M.S. in Biomedical Engimggand a Ph.D. in Neurobiology, frc
the University of California, Berkeley. He also eaed an M.D. from Harvard Medical School and trentérd-M.1.T. Division of Health
Sciences at M.I.T. Prior to forming our company, Gozani completed a neurophysiology researchvisldp in the laboratory of Dr. Gerald
Fischbach at Harvard Medical School. Dr. Gozanihdslished articles in the areas of basic andadimeurophysiology, biomedical
engineering and computational chemistry. The Bbasiconcluded that Dr. Gozani should serve asatdirbecause Dr. Gozani's extensive
knowledge of engineering and neurophysiology, comdiwith the unique understanding of our technolmgy business he has gained as our
founder and as a key executive, provides invaluaisight to our Board and to the entire organizatio
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Nancy E. Katz has served as a member of our Board of Directoce ©ecember 2010. Most recently, Ms. Katz was@érice
President, Bayer Diabetes Care—North America. Bresly, she was President and Chief Executive Qffit&€alypte Biomedical
Corporation, a manufacturer of HIV diagnostics,sitent of Zila Pharmaceutical, Inc, a manufactofesral care products, and held senior
marketing positions with the Lifescan division oh&ison & Johnson (blood glucose diabetes produtéiering-Plough Healthcare Products,
and with American Home Products. She has serveteBoards of Directors of Neoprobe Corporationy@ta Biomedical Corporation,

LXN Corporation and Pepgen Corporation. The Boaxrsl tbncluded that Ms. Katz should serve as a dirbetcause her experience in
diabetes care and marketing into the diabetesrspiaivides valuable insight to the Board and marnag# in our diabetes strategy.

Charles R. LaMantia has served as a member of our Board of Directoce November 2004. In July 1999, Mr. LaMantianestifrom
the position of Chief Executive Officer, Chairmamd President of Arthur D. Little, Inc, a worldwigeofessional service company with
activities in management consulting, technology aratiuct development, and environmental, healthsafety. Mr. LaMantia served as Ct
Executive Officer, and President of Arthur D. Laétfrom July 1988 to July 1999. From October 1986uily 1988, Mr. LaMantia held the
position of President and Chief Operating OfficeAgthur D. Little. From 1981 to 1986, Mr. LaMants&rved as President and Chief
Executive Officer of Koch Process Systems, Inc.inéegrated engineering and manufacturing compawyed by Koch Industries. From
1977 to 1981, Mr. LaMantia served as Vice Presidtenharge of Arthur D. Little's Chemical and Métagical Engineering business.

Mr. LaMantia currently serves on the Board of Diogs of State Street Corporation. Mr. LaMantia reeé a B.A., B.S., M.S., and Sc.D. in
chemical engineering from Columbia University andpleted the Advanced Management Program of HaBasihess School. He was a
Sloan Foundation Fellow, a National Science Fouada&ellow, and is a member of Phi Beta Kappa asd Beta Pi. He served as an officer
in the United States Navy. The Board has conclibdatdMr. LaMantia should serve as a director beedMis LaMantia's extensive corporate
leadership experience and public company boardrexuee provides the Board with valuable financepanting and executive management
experience.

Executive Officers Who Are Not Directc

Thomas T. Higginshas served as our Senior Vice President, Chiefrigiial Officer and Treasurer since September 2Biér to
joining NeuroMetrix, Mr. Higgins was Executive Vié¥esident and Chief Financial Officer at CalipdelSciences, Inc, a provider
technology and services for life sciences resed@efore Caliper, Mr. Higgins was Executive Vice §tdent, Operations and Chief Financial
Officer at V.. Technologies, Inc. ("Vitex"), a iechnology company addressing blood safety. Befitex, Mr. Higgins served at Cabot
Corporation in various senior finance and operatiates. His last position at Cabot was Presidébistrigas of Massachusetts Corporation,
a subsidiary involved in the liquefied natural gasiness, and prior to that he was responsibl€#ot's Asia Pacific carbon black
operations. Before joining Cabot, Mr. Higgins wathwPricewaterhouseCoopers where he started hiecavir. Higgins holds a BBA with
honors from Boston University.

Krishnamurthy Balachandran has served as our Senior Vice President and Adévlareger, International since April 2010. In Jam
2011 he assumed additional responsibilities asf@perating Officer, Neurodiagnostics. Prior tonjoig NeuroMetrix, Mr. Balachandran w
Vice President and General Manager of Cardinal tHsaNeuroCare Division, a provider of technology aervices to the neurophysiology
industry. Before joining Cardinal Health in 2007¢.M8alachandran was with Hewlett Packard as Sdbii@ctor, Global Alliances. Prior to
joining Hewlett Packard, Mr. Balachandran was \izesident, International Sales and Marketing faolit Biomedical, the leading busini
in EMG and nerve conduction testing which was sgbeatly acquired by Cardinal Health and becamiédtsroCare division.

Mr. Balachandran started his career in sales witle B
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Star, Ltd of India. Mr. Balachandran, an electrigagjineer from the National Institute of Technolagyndia, holds an MBA in Marketing
from the Indian Institute of Management in Ahmedjbadia.

Guy Daniello has served as our Senior Vice President of Infaema echnology since July 2003 and, prior to tivae, as our Vice
President of Information Technology and Directotrdbrmation Technology since 1998. Prior to jogpiNeuroMetrix, Mr. Daniello was an
independent software consultant, the Senior ViesiBlent of Engineering at Shiva Corporation frorA@lf 1997, and the Chief Technology
Officer and Vice President of Product Developmér@andalf Technologies from 1993 to 1996. In 198¥dunded Network Architects, a
software company. Prior to starting Network Arcbite he served as President and Chief Executivie€d®f Datamedia Corp. and the
Director of Small Systems Development at Honeywdtrmation Systems. Mr. Daniello holds a B.S. irsiness administration from
Northeastern University

Michael Williams, Ph.D. has served as our Senior Vice President of Engimgesince July 2003 and, prior to that time, as\dige
President of Engineering since May 2000. From M&@®6 to January 2000, Dr. Williams served as [ovid’resident at Radionics, where
he was responsible for all software-based prodimatkjding treatment planning and image-guided soyrgPrior to Radionics, he served as an
engineer at Hughes Aircraft Space & Communicati®@nsup. Dr. Williams received a B.S. in physics amathematics from University of
Puget Sound and an M.S. and Ph.D. in Physics froowB University.

BOARD MATTERS AND CORPORATE GOVERNANCE
Board of Directors

Our amended and restated certificate afripmration provides for a classified board of dioes consisting of three staggered classes of
directors (Class I, Class Il and Class IIl). Thembers of each class of our Board of Directors séwstaggered three-year terms, with the
terms of our Class I, Class Il and Class Il dioestexpiring upon the election and qualificatiordo®ctors at the annual meetings of
stockholders to be held in 2011, 2012, and 20k aetively. Currently:

. our Class | directors are Allen J. Hinkle, M.D. arichothy R. Surgenor;
. our Class Il directors are Shai N. Gozani, M.D..[Pland Charles R. LaMantia; and

. our Class lll directors are David E. Goodman, Mabd Nancy E. Katz.

Our Board of Directors has determined iatGoodman, Dr. Hinkle, Mr. LaMantia, Mr. Surgenand Ms. Katz are independent
directors for purposes of the corporate governanies contained in the NASDAQ Marketplace RulesherNASDAQ rules. In making the
independence determination with respect to Mr. Suwg, our Board of Directors considered Mr. Surgsngervice to the Company as a
consultant described below under the heading "Btitns with Related Persons".

Our Board of Directors has an Audit Comagtta Compensation Committee, and a NominatingCamporate Governance Committee.

The Audit Committee currently consists af. Il8urgenor, Chairman, and Dr. Goodman and Mr. Li@MaThe Audit Committee operates
pursuant to a charter that was approved by ourdofaDirectors, a copy of which is available on aebsite ahttp://www.neurometrix.com
under the heading "Investor Relations" and subimggtiCorporate Governance". The purposes of the tAToimmittee are to, among other
functions, assist the Board of Directors in oveirsg¢he operation of a comprehensive system ofrialecontrols covering the integrity of the
Company's financial statements and reports, comggiavith laws, regulations and corporate policies] the qualifications, performance and
independence of the Company's registered publiowuating firm. Dr. Goodman and Messrs. LaMantia &adgenor are all "independent"” as
that term is defined in the rules of the SEC
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and the applicable NASDAQ rules relating to audinemittee members. Our Board of Directors has detexnthat Messrs. LaMantia and
Surgenor each qualify as "audit committee finaneigderts" as such term is defined in the rule$©efSEC. The Audit Committee held six
meetings during 2010.

Procedures by which Stockholders may Nominate Dird¢ors

There have been no changes to the procediselosed in our proxy statement for the 201Quahmeeting of stockholders by which
stockholders may nominate directors.

Code of Business Conduct and Ethics

We have adopted a Code of Business CorathetEthics that applies to all of our directordicefs and employees, including our
principal executive officer, principal financialfafer, principal accounting officer or Controllencgpersons performing similar functions. A
current copy of the Code of Business Conduct ahét&is available on our websitehdtp://www.neurometrix.comnder the heading
"Investor Relations" and subheading "Corporate Guece," and we intend to disclose on this welasiteamendment to, or waiver of, any
provision of the Code of Business Conduct and Bthpplicable to our directors or executive officiat would otherwise be required to be
disclosed under the SEC rules, to the extent perdyiby the NASDAQ rules. A current copy of the €ad Business Conduct and Ethics r
also be obtained, without charge, upon written estjdirected to us at: NeuroMetrix, Inc., 62 Fouktlenue, Waltham, Massachusetts 02451,
Attention: Compliance Officer.

Section 16(a) Beneficial Ownership Reporting Compdince

Section 16(a) of the Securities Exchangeohd 934, as amended, requires our directors aadutive officers and holders of more than
10% of our common stock (collectively, "Reportingr§ons") to file with the SEC initial reports of m@rship and reports of changes in
ownership of our common stock. Such Reporting Rerswe required by regulations of the SEC to firnis with copies of all such filings.
Our records reflect that all reports which wereuiszg to be filed pursuant to Section 16(a) of $leeurities Exchange Act of 1934, as
amended, were filed on a timely basis except thatform 3 and two Forms 4 were filed late for oemiSr Vice President and General
Manager, Krishnamurthy Balachandran, reporting thaasactions. We received a written statement fsamdirectors, officers, and 10%
stockholders or know from other means that anyiredqurorms 5 were filed or that no Forms 5 werainegl to be filed.
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ITEM 11. EXECUTIVE COMPENSATION

DIRECTORS' COMPENSATION

The non-employee members of our Board oé®ors receive annual cash compensation in theianod $10,000 for service as a
member of our Board of Directors, which is paiddaling each annual meeting of our stockholdersaddition, these non-employee directors
receive the sum of $1,500 for each board or coremitheeting that they attend, provided that theyatentitled to additional compensation
for attending committee meetings that occur orsdrae day as a board meeting at which they attérid.cish compensation will be in
addition to any stock options or other equity cormgation that we determine to grant to our directors: case by case basis. Dr. Gozani, the
only member of our Board of Directors who is alscemployee, is not separately compensated foreimgce on our Board of Directors.

In addition to the compensation describealve, we also reimburse all non-employee diredtursheir reasonable out-of-pocket
expenses incurred in attending meetings of our doaDirectors or any committees thereof.

The following table shows compensation infation with respect to services rendered to wlinapacities during the fiscal year ended
December 31, 2010 for each non-employee membéedBbard of Directors.

Director Compensation Table—2010

Fees Earned or  Option All Other Total
Paid in Cash Awards Compensation  Compensation
Name ) ®)@) )2 )
David E.
Goodm
M.D. 35,55( —(3) 4,24¢ 39,79¢
Allen J.
Hinkle,
M.D. 25,00( —(4) — 25,00(
Nancy E.
Katz —  8,9745) — 8,97¢
Charles
R.
LaMant 32,50( —(6) — 32,50(
W. Mark
Lortz 7,50( —(7) — 7,50(
Timothy
R.
Surgen 33,00( —(8) — 33,00(

(1)

()
(3)

(4)

()

(6)

(7)

(8)

These amounts represent the aggregate grant datelfse for option awards for fiscal year 2010
computed in accordance with FASB ASC Topic 718.igcdssion of the assumptions used in determining
grant date fair value may be found in Note 3 toBinancial Statements, included in our Annual Repo
Form 10-K for the year ended December 31, 2010.

Consists of reimbursement of travel expenses.

As of December 31, 2010, Dr. Goodman held optiorsurchase 66,000 shares of common stock, 46,00C
of which were vested.

As of December 31, 2010, Dr. Hinkle held optionptmchase 66,000 shares of common stock, 51,000 of
which were vested.

Ms. Katz became a director of the Company effediieeember 14, 2010. As of December 31, 2010,
Ms. Katz held options to purchase 30,000 sharesmwimon stock, none of which were vested.

As of December 31, 2010, Mr. LaMantia held optitmpurchase 66,000 shares of common stock, 46,00(
of which were vested.

Mr. Lortz ceased serving as a director on May T3,02and, as of December 31, 2010, did not hold any
options to purchase shares of our common stock.

As of December 31, 2010, Mr. Surgenor held opttonsurchase 30,000 shares of common stock, 15,000



of which were vestec

60




Table of Contents
COMPENSATION OF EXECUTIVE OFFICERS
Summary of Executive Compensation

The following table sets forth compensatfitiormation with respect to services renderedsdénuall capacities during the fiscal years
ended December 31, 2010 and 2009 for (i) the idd&i who served as the Chief Executive Officer miyithe year ended December 31, 2(
(i) the individual who served as the Chief Finah@fficer during the year ended December 31, 2@, (iii) each of the four other most
highly compensated executive officers who wereisgras executive officers at December 31, 2010r@fer to these individuals,
collectively, as the "named executive officers"):

Summary Compensation Table

Stock Option
Salary Bonus Awards Awards(1) Total
Name and Principal Position Year $) ($) ($) ($) ($)
Shai N. Gozani, M.D. Ph.D 201C 375,00( — 37,12t 84,13  496,26(
Chairman of the Board,
Chief Executive 200¢ 375,00 110,62 — 281,48( 767,10!
Officer, President and
Secretary
Thomas T. Higgins(2 201C 275,00( — 20,79( 47,11¢  342,90¢
Senior Vice President, Chi
Financial 200¢ 87,84 —(3) 25,31(3) 175,01( 288,16:
Officer and Treasure
Krishnamurthy Balachandra
(2) 201C 180,92¢ — — 104,98( 285,90¢
Chief Operating Officer,
Neurodiagnostic 200¢ N/A N/A N/A N/A N/A
Walter Christensen(« 201C 250,00( — 20,79( 47,11¢  317,90¢
Former Senior Vice
President o 200¢ 214,39 48,67¢ — 143,45(  406,52(
Global Sale:
Guy Daniello 201C 239,53: — 14,85( 33,65« 288,03¢
Senior Vice President of
Information 200¢ 213,86¢ 31,54t — 70,37C 315,78
Technology
Michael Williams, Ph.D. 201C 227,94¢ — 14,85( 33,65« 276,45:
Senior Vice President of
Engineering 200¢  223,16¢ 32,91% — 70,37C  326,45!

(1) These amounts represent the aggregate grant datalfee for option and stock awards for fiscal 2010 and 2009,
respectively, computed in accordance with FASB A%pic 718. A discussion of the assumptions useatktarmining
grant date fair value may be found in Note 3 tolBnancial Statements, included in our Annual ReporForm 10-K
for the year ended December 31, 2010.

(2 Messrs. Higgins and Balachandran joined the CompaSgptember 2009 and April 2010, respectively.
(3)  The named executive officer received a portionief2009 bonus amount in shares of our common stbakprice per
share of $2.07, which represented the closing mficair common stock as reported on The NASDAQ @lidliarket or

March 9, 2010, the date of the compensation coramitieeting at which his bonus amount was approved.

4) Mr. Christensen departed from the Company effectareuary 31, 2011.
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Discussion of Summary Compensation Table

The compensation paid to the named exezufificers includes salary, cash incentive comp@msaand equity incentive compensation.
The terms of employment agreements that we hawzezhinto with our named executive officers arecdbed below under "Employment
Agreements and Potential Payments upon Terminati@hange-in-Control."

Cash Compensation

We pay our executive officers a base salahjch we review and determine annually. In 2046 ,increased the base salaries of the
following named executive officers: Mr. Danielltsase salary increased from $213,868 to $239,53%2q#er an increase of 12% and
Dr. Williams' base salary increased from $223,168227,949 per year, an increase of 2%. Base ssltm Dr. Gozani, Mr. Higgins, and
Mr. Christensen were not adjusted. Mr. Balachangbared the Company in 2010 and was not eligibkeafo increase in his base salary du
2010.

Bonus Payments

The established targets for annual bonympats for each of our executive officers for 20ddre as follows: Dr. Gozani—50% of base
salary; Mr. Higgins—40% of base salary; Mr. Balauthi@an—40% of base salary; Mr. Christensen—50% sélsalary; Mr. Daniello—30%
of base salary; and Dr. Williams—30% of base salafter performing an overall assessment of oufgrerance in 2010, the Compensation
Committee decided that no discretionary bonusedduoe paid to the named executive officers.

Long-Term I ncentive Compensation

We grant long-term equity incentive awardthe form of stock options to executives as padur total compensation package. On
April 2, 2010, we made the following equity grardgemprised of stock options and restricted shaoesur then current named executive
officers under our Second Amended and Restated 36k Option and Incentive Plan with an exercisegpof $1.69 per share:

Dr. Gozani—83,750 stock options and 20,625 resttlichares; Mr. Higgins—46,900 stock options an830 restricted shares;

Mr. Christensen—46,900 stock options and 11,550icé=sd shares; Mr. Daniello—33,500 stock optiond &,250 restricted shares; and

Dr. Williams 33,500 stock options and 8,250 restidcshares. In addition, upon joining NeuroMetadr new named executive officer,
Krishnamurthy Balachandran, was granted stock nptimder the 2009 Non-Qualified Inducement Stoek Bthe "2009 Inducement Plan™).
On April 19, 2010, Mr. Balachandran was grantedlstaptions for 100,000 shares exercisable at $iershare. These stock options have a
term of ten years and vest over four years with 26%e total award vesting after one year and-¢neainder vesting in equal quarterly
installments thereafter. Generally, to the extesst®d, each stock option is exercisable duringetm of the option while the grantee is
employed by us and for a period of three montheetifeer, unless such termination is upon deathisatbdity, in which the grantee may
continue to exercise the option for a period ofrighths, or for cause, in which case the option iteates immediately. Vesting of stock
options is also subject to acceleration in somt&gecircumstances in connection with a changeeintol as described below in
"Employment Agreements and Potential Payments 0gomination or Change-in-Control." The restrictbédi®s are subject to forfeiture
provisions which expire with continuing servicethe Company at the rate of 25% one year followmgdate of grant and 6.25% quarterly
thereafter.
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Outstanding Equity Awards at Fiscal Year-End

The table below sets forth information widspect to our named executive officers concertiingutstanding equity awards as of
December 31, 2010.

Option Awards Stock Awards
Number of Securities
Underlying Number of Shares

Unexercised Options Market Value of
Option or Units of Stock Shares or Units ot
Exercise Option That Have Not Stock That Have

Exercisable  Unexercisable Price Expiration Vested Not Vested
#) #) %) Date #) (©)]
Shai N.

Gozani,

M.D., Ph.D. 375,00( — 8.0C 6/21/1¢ — —
47,25( 3,15((1) 9.52 3/27/1 — —
21,87¢ 13,12%(2) 1.9¢ 4/01/1¢ — —

170,00( 30,00((3) 2.1% 6/03/1¢ — —
87,50( 112,50((4) 1.7C 2/12/1¢ — —
— 83,75((5)  1.6¢  4/02/2( 20,625(21) 14,02t
Thomas T.
Higgins 31,25( 68,75((6) 2.3 9/10/1¢ — —
— 46,90((7)  1.6¢  4/02/2( 11,55((21) 7,85¢
Krishnamurth
Balachandr — 100,00((8) 1.77  4/19/ — —
Walter
Christensel 56,25( 43,75((9) 1.7z 5/01/11 — —
17,58: 29,31(10) 1.6¢  5/01/11 11,55((21) 7,85¢
Guy Daniello 3,75( — 2.25  10/13/1: — —
1,35¢ — 2.2t 1/01/1: — —
1,25(C — 4.4¢ 6/05/1: — —
25,00( — 30.1(¢ 1/04/1¢ — —
36,00( 2,40((11) 9.5Z 3/27/1 — —
21,87¢ 13,12512) 1.9¢  4/01/1¢ — —
42,50( 7,50((13) 2.1¢  6/03/1¢ — —
21,87¢ 28,12514) 1.7C  2/12/1¢ — —
33,50((15) 1.6¢  4/02/2( 8,25((21) 5,61(
Michael
Williams,
Ph.D. 2,27¢ — 2.2t 1/01/1: — —
187 — 2.2 1/15/12 — —
11,25( — 2.2 9/18/1: — —
62t — 2.2 6/05/1: — —
1,87¢ — 4.4¢ 6/05/1: — —
25,00( — 30.1(¢ 1/04/1¢ — —
36,00( 2,40((16) 9.5Z 3/27/17 — —
21,87 13,12f17) 1.9¢ 4/1/1¢ — —
42,50( 7,50((18)  2.1¢ 6/3/1¢ — —
21,87¢ 28,12519) 1.7C  2/12/1¢ — —
33,50((20) 1.6  4/02/2( 8,25((21) 5,61(

@ Reflects the unexercised portion of a stock opfiwr50,400 shares of common stock that was gramteldarch 27,
2007. The option vests/vested 25% on the first\areary of the grant date and then 1/16th eacheuidereafter until
fully vested.

(2 Reflects the unexercised portion of a stock optwr85,000 shares of common stock that was graoegipril 1, 2008.
The option vests/vested 25% on the first annivgrefithe vest start date and then 1/16th each eutiréreafter until
fully vested.
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(3)

(4)

(5)

(6)

(7)

(8)

(9)

(10)

(11)

(12)

(13)

(14)

Reflects the unexercised portion of a stock opfiorr200,000 shares of common stock that was gramtetline 3, 2008.
The option vests/vested 35% on the first annivgrefithe vest start date and then 8.75% each quéuteng the second
year and 7.5% each quarter during the third year.

Reflects the unexercised portion of a stock opfiwr200,000 shares of common stock that was gramteeebruary 12,
2009. The option vests/vested 25% on the firstvaeary of the vest start date and then 1/16th gqaalter thereafter
until fully vested.

Reflects the unexercised portion of a stock opfiwr83,750 shares of common stock that was gramegipril 2, 2010.
The option vests 25% on the first anniversary efubst start date and then 1/16th each quartezafier until fully
vested.

Reflects the unexercised portion of a stock opfitwrL00,000 shares of common stock that was gramegranted on
September 10, 2009. The option vests/vested 258eofirst anniversary of the vest start date aed th/16th each
quarter thereafter until fully vested.

Reflects the unexercised portion of a stock opfiosrt6,900 shares of common stock that was gramegranted on
April 2, 2010. The option vests 25% on the firshia@ersary of the vest start date and then 1/16th eaarter thereafter
until fully vested.

Reflects the unexercised portion of a stock opfiowri00,000 shares of common stock that was gramtegranted on
April 19, 2010. The option vests 25% on the firshiaersary of the vest start date and then 1/1&th euarter thereafter
until fully vested.

Reflects the unexercised portion of a stock opfiwri00,000 shares of common stock that was gramteday 4, 2009.
The option vests/vested 25% on the first annivgrefithe vest start date and then 1/16th each gutméreafter until
fully vested. However, 18,750 shares for Mr. Clemsien, who departed from the Company effectiveargrad, 2010,
were vested early due to an acceleration claub&siletter agreement. All of Mr. Christensen's wsigd options have
been forfeited. Mr. Christensen will have until Mhy2011 to exercise his vested options, otherthisg will also be
forfeited.

Reflects the unexercised portion of a stock opfiowrd6,900 shares of common stock that was gramegranted on
April 2, 2010. The option vests 25% on the firshia@ersary of the vest start date and then 1/16th eaarter thereafter
until fully vested. However, 17,587 shares for Khristensen, who departed from the Company effectanuary 31,
2010, were vested early due to an acceleratiorselauhis letter agreement. All of Mr. Christensamivested options
have been forfeited. Mr. Christensen will have luviay 1, 2011 to exercise his vested options, atise they will also
be forfeited.

Reflects the unexercised portion of a stock opfiwr88,400 shares of common stock that was gramteldarch 27,
2007. The option vests/vested 25% on the first\araary of the grant date and then 1/16th eacheuidwereafter until
fully vested.

Reflects the unexercised portion of a stock opfiowr85,000 shares of common stock that was gramegipril 1, 2008.
The option vests/vested 25% on the first annivgrefithe vest start date and then 1/16th each eutiréreafter until
fully vested.

Reflects the unexercised portion of a stock opfiorrb0,000 shares of common stock that was gramtedline 3, 2008.
The option vests/vested 35% on the first annivgreathe vest start date and then 8.75% each quauteng the second
year and 7.5% each quarter during the third year.

Reflects the unexercised portion of a stock opfiwrb0,000 shares of common stock that was graoteélebruary 12,
2009. The option vests/vested 25% on the firspsecthird and fourth anniversaries of the grarne«
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(15) Reflects the unexercised portion of a stock opfimr83,500 shares of common stock that was gramegranted on
April 2, 2010. The option vests 25% on the firshi@ersary of the vest start date and then 1/16¢h gaarter thereafter
until fully vested.

(16) Reflects the unexercised portion of a stock opfir88,400 shares of common stock that was graoteldarch 27,
2007. The option vests/vested 25% on the firstvaeary of the grant date and then 1/16th eacheudereafter until
fully vested.

(17) Reflects the unexercised portion of a stock opfiwr85,000 shares of common stock that was graoedlpril 1, 2008.
The option vests/vested 25% on the first annivgrefithe vest start date and then 1/16th each eutréreafter until
fully vested.

(18) Reflects the unexercised portion of a stock opfwrb0,000 shares of common stock that was gramtedline 3, 2008.
The option vests/vested 35% on the first annivgreathe vest start date and then 8.75% each quauteng the second
year and 7.5% each quarter during the third year.

(19) Reflects the unexercised portion of a stock opfwrb0,000 shares of common stock that was gramteldebruary 12,
2009. The option vests/vested 25% on the first\araary of the vest start date and then 1/16th qaalter thereafter
until fully vested.

(20) Reflects the unexercised portion of a stock opfimr83,500 shares of common stock that was gramtefBebruary 12,
2009. The option vests 25% on the first anniversdithe vest start date and then 1/16th each quadesafter until
fully vested.

(21) Reflects the unvested portion of a restricted stgelt for the indicated number of shares of comstonk that was
granted on April 2, 2010. The restricted share$ ¥88% on the first anniversary of the vest statedHowever, shares
for Mr. Christensen, who departed from the Compefifigctive January 31, 2010, were forfeited as af thate

Employment Agreements and Potential Payments uponéFmination or Change-in-Control
Shai N. Gozani, M.D., Ph.D.

We entered into an employment agreemert it Gozani, effective as of June 21, 2004 andratee on December 31, 2008. Under the
terms of the employment agreement, Dr. Gozani istpaid an annual base salary determined by thg€asation Committee but not less
than $250,000. Dr. Gozani's salary for 2010 wa$ERI0. Dr. Gozani is also eligible to receive anual cash performance bonus of up to
50% of his annual salary if certain performanceeotiyes, determined by Dr. Gozani and our Comp@rs&@ommittee, are met. In addition,
pursuant to this employment agreement, on Jun2@®M, we granted Dr. Gozani stock options to pusetgr5,000 shares of common stoc
an exercise price of $8.00 per share, equal tptiice per share at our initial public offering. $lstock option has a term of ten years from the
grant date and vested over four years from thetglate with 25% of the total award vesting aftee gear and the remainder vesting ratably
over the following three years on a quarterly hasis

The employment agreement may be terminiayads with or without cause or by Dr. Gozani. Unther terms of the employment
agreement, if (1) we terminate Dr. Gozani for aegson other than willful non-performance of hisekitinder the employment agreement,
intentional fraud or dishonesty with respect to business or conviction of a felony, which we rdfeas a termination without cause, or
(2) Dr. Gozani resigns as a result of a reductiohi$ responsibilities with us, reduction in higtas with us, reduction of his salary, relocation
of our corporate offices more than 35 miles fromirticurrent location or breach by us of the emplegtragreement, which we refer to as a
termination for good reason, Dr. Gozani will beited to his full base salary at his then-curramtial rate of pay, plus benefits and
applicable bonus payments, through the date dehisination. In addition, in the event of such rarti@ation, we will continue to pay
Dr. Gozani his then-current

65




Table of Contents

annual base salary for one year following the taation. Additionally, Dr. Gozani will be entitled his full annual cash performance bonus
in the year that any of the following transactieesurs:

. a sale of substantially all of our assets;

. a merger or combination with another entity, untbgsmerger or combination does not result in aaghan ownership of our
voting securities of more than 50%; or

. the sale or transfer of more than 50% of our vosiegurities.
Thomas T. Higgins

We entered into a letter agreement with Mggins effective September 2, 2009, which prosifte our employment of Mr. Higgins as
our Senior Vice President, Chief Financial Offiead Treasurer, on an at-will basis. Under thedettgeement, Mr. Higgins' annual salary
was set at $275,000, subject to periodic reviewatjdstment at our discretion. Mr. Higgins' anreedhry for 2010 was $275,000. Under the
letter agreement, Mr. Higgins will also be eligilttereceive an annual cash performance bonus tif 4p% of his annual salary.

Under the terms of the letter agreemeirti,)iftve terminate Mr. Higgins' employment withoause or (2) Mr. Higgins resigns as a result
of our material breach of the terms of the lettgeament, which we refer to as a termination fardyeeason, then Mr. Higgins will be entitl
to receive his base salary and continuation ofthdsinefits for a period of nine months from théedaf such termination of Mr. Higgins,
subject to Mr. Higgins executing a release agreéméh us. Additionally, in the event of a termirat of Mr. Higgins without cause or for
good reason, Mr. Higgins will be entitled to thealeration of nine months of vesting under anyaptirants made subsequent to the date of
his letter agreement.

Krishnamurthy Balachandran

We entered into a letter agreement with B&lachandran effective April 19, 2010, which pa®s for our employment of
Mr. Balachandran as our Senior Vice President age@Gl Manager International, on an at-will baSisder the letter agreement,
Mr. Balachandran's annual salary was set at $205gbject to periodic review and adjustment atdiscretion. Under the letter agreement,
Mr. Balachandran will also be eligible to receiveamnual cash performance bonus of up to 40% ddrimisial salary.

Under the terms of the letter agreemertf,)ifve terminate Mr. Balachandran's employmenheit cause or (2) Mr. Balachandran
resigns as a result of our material breach ofehms of the letter agreement, which we refer ta tesmination for good reason, then
Mr. Balachandran will be entitled to receive hiséaalary and continuation of health benefits fpedod of nine months from the date of
such termination of Mr. Balachandran, subject to Balachandran executing a release agreement witAdditionally, in the event of a
termination of Mr. Balachandran without cause argood reason, Mr. Balachandran will be entitlethi® acceleration of nine months of
vesting under any option grants made subsequehétdate of his letter agreement.

Walter Christensen

We entered into a letter agreement with Giristensen effective May 4, 2009, which provifiedour employment of Mr. Christensen
our Senior Vice President of Global Sales, on anithbasis. Under the letter agreement, Mr. Cletisten's annual salary was $250,000,
subject to periodic review and adjustment at oscrdition. Under the letter agreement, Mr. Christangas also eligible to receive an annual
cash performance bonus of up to 50% of his anralatys
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Mr. Christensen departed from the Compdfectve January 31, 2011. In accordance with #tms of his letter agreement, he will
receive nine months of severance, to be paid osgmi-monthly installments through October 31, 20dlddition, in accordance with the
terms of his letter agreement, the vesting of pison grants was accelerated by nine months ofngesipon his departure.

Guy Daniello

We entered into a letter agreement with niello effective February 5, 2008 and amende®ecember 31, 2008, which provides for
our employment of Mr. Daniello, as our Senior VReesident of Information Technology, on an at-Wékis. Under the letter agreement,
Mr. Daniello's annual salary was set at $199,60Bjext to periodic review and adjustment at oucrdison. Mr. Daniello's annual salary for
2010 was $239,532. Under the letter agreementPiniello will be also eligible to receive an annaath performance bonus of up to 25¢
his annual salary.

Under the terms of the letter agreemeirti,)iftve terminate Mr. Daniello’'s employment withcause or (2) Mr. Daniello resigns as a
result of our material breach of the terms of #téer agreement, which we refer to as a termindtogood reason, then Mr. Daniello will be
entitled to receive his base salary and continnadfchealth benefits for a period of nine monttmfrthe date of such termination of
Mr. Daniello, subject to Mr. Daniello executingelease agreement with us. Additionally, in the ¢wdra termination of Mr. Daniello witho
cause or for good reason, Mr. Daniello will be #edi to the acceleration of nine months of vestinger any option grants made subsequent
to the date of his letter agreement.

Michael Williams, Ph.D.

We entered into a letter agreement withWitliams effective February 5, 2008 and amended®enember 31, 2008, which provides for
our employment of Dr. Williams, as our Senior VReesident of Engineering, on an at-will basis. Uritie letter agreement, Dr. Williams'
annual salary was set at $208,373, subject to gierfeview and adjustment at our discretion. Drllifs' annual salary for 2010 was
$227,949. Under the letter agreement, Dr. Williamisbe also eligible to receive an annual castgrenance bonus of up to 25% of his
annual salary.

Under the terms of the letter agreemertf,)ifve terminate Dr. Williams' employment withaatuse or (2) Dr. Williams resigns as a
result of our material breach of the terms of #téer agreement, which we refer to as a termindtogood reason, then Dr. Williams will be
entitled to receive his base salary and continnagfchealth benefits for a period of nine monttmfrthe date of such termination of
Dr. Williams, subject to Dr. Williams executing @el@éase agreement with us. Additionally, in the ¢wdra termination of Dr. Williams
without cause or for good reason, Dr. Williams Wi entitled to the acceleration of nine monthgesting under any option grants made
subsequent to the date of his letter agreement.

Dr. Gozani, Mr. Higgins, Mr. Balachandraifr,. Daniello, and Dr. Williams have each entereid ia confidentiality and non-competition
agreement with us, which provides for protectiomoif confidential information, assignment to usméllectual property developed by the
executive officer and non-compete and non-solicitabbligations that are effective during, and ¥@8rmonths following termination of, the
executive officer's employment.

Under our 1998 Equity Incentive Plan and $sicond Amended and Restated 2004 Stock Optiotnaedtive Plan, vesting of the stock
options granted thereunder fully accelerates imeotion with certain sale events, as describeaihgunless such stock options are
continued, assumed or replaced in the transactinstituting such sale event.
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ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIA L OWNERS AND MANAGEMENT AND RELATED
STOCKHOLDER MATTERS

PRINCIPAL AND MANAGEMENT STOCKHOLDERS

The following table sets forth certain infation concerning beneficial ownership as of JanG4, 2011, except as noted below, of our
common stock by:

. each of our directors;

. each of our named executive officers;

. all of our directors and executive officers as @ugr, and

. each stockholder known by us to own beneficiallyenthan five percent of our common stock.

The number of common shares "beneficiallmed" by each stockholder is determined under rislged by the SEC regarding the
beneficial ownership of securities. This informatie not necessarily indicative of beneficial owstep for any other purpose. Under these
rules, beneficial ownership of common stock inchifle) any shares as to which the person or erditysble or shared voting power or
investment power and (2) any shares as to whicpéhgon or entity has the right to acquire bengficwnership within 60 days after
January 31, 2011, including any shares that coaldurchased by the exercise of options or war@amty within 60 days after January 31,
2011. Each stockholder's percentage ownershipsiscban 23,197,537 shares of our common stock odiisi;as of January 31, 2011 plus
number of shares of common stock that may be aedjly such stockholder upon exercise of optionsasrants that are exercisable on or
within 60 days after January 31, 2011.

Unless otherwise indicated below, to ounwledge, all persons named in the table have swlagzand investment power with respec
their shares of common stock, except to the exetitority is shared by spouses under communityestpaws.

Amount and Nature of
Beneficial Ownership

Percent of

Common Class of

Name and Address(1) of Beneficial Owner Stock Options(2) Total Total
Directors and Executive Officers
Shai N. Gozani, M.D., Ph.D 845,28t 736,65( 1,581,933 6.€%
David E. Goodman, M.D — 46,00( 46,00( &
Allen Hinkle, M.D. — 51,00( 51,00( *
Nancy E. Katz — — — —
Charles R. LaManti — 46,00( 46,00( *
W. Mark Lortz — — — &
Timothy R. Surgenc — 15,00( 15,00( *
Krishnamurthy Balachandr 10,00( — 10,00( *
Walter Christense 16,55( 37,50( 54,05( *
Guy Daniello 18,77¢ 167,25¢ 186,03¢ *
Thomas T. Higgin: 16,12¢ 37,50( 53,62¢ *
Michael Williams, Ph.D. 17,51( 177,11: 194,62: *
All Current Directors and Executive Officer

as a group (12 persor 924,250 1,314,02.  2,238,27. 9.1%




Table of Contents

Amount and Nature of
Beneficial Ownership

Percent of
Common Class of
Name and Address(1) of Beneficial Owner Stock Options(2) Total Total

Beneficial Owner of 5% or More Other

than Directors and Executive Officers

Deerfield Capital, L.P. and related person: 3,460,80! —  3,460,80! 13.5%
Delphi Ventures VIII, L.P. and related pers:

(4)

3,681,41 — 3,681,471 14.7%

Growth Equity Opportunities Fund, LLC an
related persons(* 3,681,41 — 3,681,471 14.7%
Great Point Partners, LLC and related pers

(6) 1,569,32 — 1,569,32 6.2%

GRT Capital Partners, LLC( 3,540,65! —  3,540,65! 15.2%

Andre Danesh and related person: 1,843,92 — 1,843,92 7.%

* Represents less than 1% of the outstanding shaoesromon stock.

@) Unless otherwise indicated, the address of eadkistdder is c/o NeuroMetrix, Inc., 62 Fourth AvenWéaltham,
Massachusetts 02451.

2 Includes all options that are exercisable on ohiwi60 days from January 31, 2011 by the benefialer, except as
otherwise noted.

(3)  This information is based solely on Amendment Nto $chedule 13G filed on February 3, 2011 by Deleff

(4)

Capital, L.P. and related persons. Includes 367sh@2es of common stock and warrants, which arcisable within
60 days of January 31, 2011, to purchase 876,4&@slof common stock held by Deerfield Specialagitmns

Fund, L.P. and 672,098 shares of common stock amchnts, which are exercisable within 60 days ofiday 31, 2011,
to purchase 1,544,750 shares of common stock lyelzkerfield Special Situations Fund Internationahited. James E
Flynn has shared voting power and shared dispegiwer with respect to all of these shares of comstock and
warrants. Deerfield Capital, L.P. and Deerfield SpkSituations Fund, L.P. have shared voting poavet shared
dispositive power over the shares of common stockvearrants held by Deerfield Special SituationsdsW..P.
Deerfield Management Company, L.P. and Deerfielectp Situations Fund International Limited havargll voting
power and shared dispositive power over the sharesmmon stock and warrants held by Deerfield &b&ituations
Fund International Limited. The reporting persoesferth above each disclaim beneficial ownerslfifhe shares
reported that are underlying the warrants to thiergbeneficial ownership of such shares would ealiseporting
persons, in the aggregate, to beneficially ownxitess of 9.99% of the total number of shares ofQbmpany then
outstanding. The address of James E. Flynn, D&kiflanagement Company, L.P., Deerfield Capital,. laid Deerfiel
Special Situations Fund, L.P. is 780 Third Averiz™ Floor, New York, NY 10017. The address of DeediSbecial
Situations Fund International Limited is c/o Citeéije Fund Services (B.V.l.) Ltd., Bison Court, Gohus Centre,
P.O. Box 3460, Road Town, Tortola, D8 British Virdslands.

This information is based solely on Schedule 13&ifon September 18, 2009 by Delphi Ventures \UIP. ("DV

VIII") and related persons. Includes 1,869,650 ehaf common stock and warrants, which are exdagsaithin

60 days of January 31, 2010, to purchase 1,77&Hh&&s of common stock held by DV VIII and 18,2Bb&rses of
common stock and warrants, which are exercisalil@m60 days of January 31, 2010, to purchase B7sBdres of
common stock held by Delphi Biolnvestments VII, L(FDBI VIII"). DV VIiI, DBI VIl and Delphi Management
Partners VIII, L.L.C. ("DMP VIII"), which is the geeral partner of both DV VIII and DBI VIII, and Ja® J.
Bochnowski ("Bochnowski"), David L. Douglass ("Ddags"), John F. Maroney ("Maroney"), Douglas A. Bee
("Roeder") and Deepika R. Pakianathan, Ph.D. (‘&athan"), the managing members of DMP VIII, alyrha deeme
to shared voting power and dispositive power okiershares of common stock and warrants held by Dvavid DBI
VIII. Additionally,
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()

(6)

(7)

as the general partner of both DV VIII and DBI VIDMP VIII may be deemed to have sole voting poaueal
dispositive power over the shares of common stockvearrants held by DV VIII and DBI VIIl. DMP Vlland its
managing members, Bochnowski, Douglass, RoederPakidinathan disclaim beneficial ownership of #jeorted
securities held by DV VIII and DBI VIII except thé extent of any pecuniary interest therein. Trdress for DV VIII
and related persons is c/o Delphi Ventures, 3000 $#ll Road, #1-135, Menlo Park, CA 94025.

This information is based solely on Schedule 13&lfon January 15, 2010 by Growth Equity OpportasiFund, LLC
("GEO") and related persons. Includes 1,887,906eshaf common stock and warrants, which are exastEswithin

60 days of January 31, 2010, to purchase 1,79%baddes of common stock held by GEO. GEO, New Engerp
Associates 12, Limited Partnership ("NEA 12"), whis the sole member of GEO, NEA Partners 12, ldchit
Partnership ("NEA Partners 12"), which is the gahpartner of NEA 12, NEA 12 GP, LLC ("NEA 12 GPWhich is
the general partner of NEA Partners 12, all shatig power and dispositive power over the shafe®mmon stock
and warrants held by GEO. Additionally, the indivédl managers of NEA 12 GP are Michael James Bd{'isitrett"),
Peter J. Barris ("Barris"), Forest Baskett ("BasjeRyan D. Drant ("Drant"), Patrick J. Kerins (BKins"), Krishna S.
Kolluri ("Kolluri"), C. Richard Kramlich ("Kramlich), Charles M. Linehan ("Linehan"), Charles W. Neahl|
("Newhall"), Mark W. Perry ("Perry"), Scott D. Saglt("Sandell") and Eugene A. Trainor Il ("Trairfd(collectively,
the "Managers"), and also share voting power aspladitive power over the shares of common stockwardants held
by GEO. Each reporting person set forth above aisid beneficial ownership of such shares of comstook except
for the shares, if any, such reporting person hofdecord. The address of GEO, NEA 12, NEA Pagri&, NEA

12 GP, Newhall and Trainor is New Enterprise Asated, 1954 Greenspring Drive, Suite 600, Timonilii, 21093.
The address of Baskett, Kolluri, Kramlich, Lineh&rry and Sandell is New Enterprise Associates5Zand Hill
Road, Menlo Park, California 94025. The addregb@frincipal business office of Barrett, Barrisabt and Kerins is
New Enterprise Associates, 5425 Wisconsin AvenuégeS800, Chevy Chase, MD 20815.

This information is based solely on Amendment Nt $chedule 13G filed on February 14, 2011 by Gireént
Partners, LLC ("Great Point") and related pers@umsists of warrants, which are exercisable wifirdays of
January 31, 2011, to purchase 820,690 shares ahoorstock held by Biomedical Value Fund, L.P. ("BY&nd
533,569 shares of common stock held by Biomedi¢&hore Value Fund, Ltd. ("BOVF") and 215,062 slsaoé
common stock held by Biomedical Institutional Vakiend, LP. ("BIVF") Great Point is the investmeramager of
BVF, BOVF and BIVF and may be deemed to share ggtiower and dispositive power with respect to therass of
common stock and warrants held by BVF, BOVF andBIXdditionally, each of Dr. Jeffrey R. Jay, M.DD¢. Jay"),
as senior managing member of Great Point, and lvidDKroin ("Mr. Kroin®), as special managing memioé¢ Great
Point, may be deemed to share voting power anaslispe power with respect to the shares of comstook and
warrants held by BVF, BOVF, BIVF. Great Point, Day and Mr. Kroin disclaim beneficial ownershipttoé shares of
common stock and warrants held by BVF, BOVF andBle¥xcept to the extent of their respective peaynigerests.
The address for Great Point and related persdatSdviason Street, 3rd Floor, Greenwich, CT 06830.

This information is based solely on Schedule 13&lfon February 9, 2011 by GRT Capital Partners; laind related
persons. Includes 1,357,425 shares of common sieldkby GRT Capital Partners LLC ("GRTCP"), 1,09B6&hares ¢
common stock held by GRT Health Care GP, LLC ("GRIP"), 1,091,615 shares of common stock held by GRT
Health Care, L.P. ("GRTHC") which are exercisablthim 60 days of January 31,2011. GRTCP, GRTHCGH an
GRTHC disclaim beneficial ownership over the sei@sireported herein except to the extent of tfespective
pecuniary interest therein. The address of GRTGPTIBCGP, GRTHC is 50 Milk Street, Floor 21, BostiMA 02109.
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(8)  This information is based solely on Amendment Nto Schedule 13D filed on May 3, 2010 by Andre Dsimand
related persons. Includes 150,000 shares of consteck held directly by the Andre Danesh 1997 IR ("A.D.
Trust") and 1,693,928 shares of common stock hieétttly by E&S Investments ("E&S"). Andre Danestsishared
voting power and shared dispositive power with eespo all of these shares of common stock, budretise disclaims
beneficial ownership. The address of Andre Danég&hA.D. Trust and E&S is Allied Financial CorpCPBox 1271,
Brookline, MA 02446

EQUITY COMPENSATION PLAN INFORMATION

The following table sets forth informatias of December 31, 2010 regarding the number afrgies to be issued upon exercise, and the
weighted average exercise price of outstandingnogtiwarrants, and rights under our equity comgenmsplans and the number of securities
available for future issuance under our equity cengation plans.

Equity Compensation Plan Information as of DecembeB1, 2010

Number of securities
remaining available for

Number of securities Weighted average future issuance under
to be issued upon exercise price of equity compensation
exercise of outstanding plans (excluding
outstanding options, options, warrants securities reflected
warrants and rights and rights in column a)
_ _ @ ®) ©
Equity compensation plans
approved by security holders( 2,897,21. $ 5.9t 1,099,201(2)
Equity compensation plans not
approved by security holders( 300,00( 1.9¢ 200,00(
Totals 3,197,21. $ 5.5¢ 1,299,20!

@) Includes information related to our Amended andté&ed 1996 Stock Option/Restricted Stock Plan, Ateerand
Restated 1998 Equity Incentive Plan, Third Amenaded Restated 2004 Stock Option and Incentive Riath, 2010
Employee Stock Purchase Plan.

(2)  Asof December 31, 2010, there were 1,099,206 shavailable for future grant under the Third Amahded Restated
2004 Stock Option and Incentive Plan and 184,7@Beshavailable under the 2010 Employee Stock Psechian. No
new stock grants or awards will be made under timerded and Restated 1996 Stock Option/Restrictazk $tlan or
the Amended and Restated 1998 Equity Incentive.Plan

) Includes information related to our 2009 Non-Quedifinducement Stock Plan, which is designed teigeequity
grants to new employee
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ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANS ACTIONS, AND DIRECTOR INDEPENDENCE
TRANSACTIONS WITH RELATED PERSONS

Mr. Surgenor is a director of NeuroMetrixdavas formerly the President and Chief Executiffic€ and a director of Cyberkinetics
Neurotechnology Systems, Inc. ("Cyberkinetics")Niovember 2007, we made an investment of $2.5aniiln shares of Cyberkineti
common stock, agreed to negotiate the terms ahayenture with Cyberkinetics and received a watrta purchase an additional
$1.25 million of Cyberkinetics common stock. We gbhave been required to exercise the warrant Beiinetics received FDA approval
a Humanitarian Device Exemption filing for the Amal@FS device for acute spinal cord injuries by démlser 31, 2008, which they did not.
In February 2008, we formed PNIR (Peripheral Nényaery Repair) LLC, a joint venture with initial avership of 50% by us and 50% by
Cyberkinetics, and entered into a Collaborationekgnent and Operating Agreement with Cyberkinelibg. focus of the joint venture was
the development and commercialization of a proétucthe treatment of peripheral nerve injury usihg Andara™ OFS™ (Oscillating
Frequency Stimulation) technology (the "Andara Testbgy") licensed by Cyberkinetics from Purdue Umgity and using other technolog
to be developed. Under the terms of our joint venagreement with Cyberkinetics, we agreed to fhedirst $2.0 million of program costs
under the joint venture and any required fundingpbe the initial $2.0 million was to be shared diyulay us and Cyberkinetics.
Cyberkinetics had agreed to contribute the Andaehfology and certain additional technology, knawvland intellectual property. During
the fourth quarter of 2008, the joint venture withberkinetics was dissolved, and in January 20@9aequired certain technological and
intellectual property assets from Cyberkinetics Andara Life Science, Inc., a wholly-owned subgigiaf Cyberkinetics, for $350,000 in
cash. The acquired assets include all of Cyberkisigights and regulatory filings for the Andarachnology, the rights to develop and
commercialize a therapeutic product for periphaeal/e injury based on the Andara Technology, dgreknt and commercialization rights
certain derivatives of the pharmacological ageatnopyridine that may be useful in the treatmdrmtemtral and peripheral nervous system
injury and disease, and certain other intellegmaperty and technology. During 2009, the Compaaig RRed Sky Partners, LLC, or Red S
a total of $49,000 for various consulting servidds. Surgenor is a partner in Red Sky. There werservices provided by Red Sky to the
Company during 2010 and no payments were madeeb@dimpany to Red Sky during 2010.

Policy for Approval of Transactions with Related Pesons

Pursuant to our audit committee charteresuly in effect, the audit committee is resporssifolr reviewing and approving, prior to our
entry into any such transaction, all transactiongfich we are a participant and in which any partelated to us has or will have a direct or
indirect material interest.

DIRECTOR INDEPENDENCE
Please see the "Board Matters and Corp@aternance” section of Item 10.
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ITEM 14. PRINCIPAL ACCOUNTING FEES AND SERVICES
ACCOUNTING FEES

Aggregate fees for professional servicesieeed by PricewaterhouseCoopers LLP for the yeraled December 31, 2010 and 2009 are
as follows:

Audit Fees

The audit fees for PricewaterhouseCoopef for professional services rendered for the 28ddit of our annual financial statements
and the review of the financial statements incluhealur quarterly reports on Form 10-Q totaled $8@0, of which $310,000 was billed in
2010 and $160,000 was billed in 2011.

The audit fees for PricewaterhouseCoope for professional services rendered for the 2088t of our annual financial statements
and the review of the financial statements incluhealur quarterly reports on Form 10-Q totaled $4%8, of which $327,500 was billed in
2009 and $150,955 was hilled in 2010.

Audit-Related Fees
There were no audit related fees for PratevhouseCoopers LLP in 2010 and 2009.
All Other Fees

Fees for PricewaterhouseCoopers LLP farises other than audit-related services were $21{802010, and included fees of $20,000
in connection with our Corporate Integrity Agreemeith the Office of Inspector General of the Uditstates Department of Health and
Human Services regarding the previously-disclosgedstigation into certain of our past sales andkatarg practices relating to our NC-stat
System and $1,800 for a software subscription tseeview accounting literature.

Fees for PricewaterhouseCoopers LLP farises other than audit-related services were $28{602009 and included fees of $21,500
in connection with our Corporate Integrity Agreemeith the Office of Inspector General of the Uditstates Department of Health and
Human Services regarding the previously-disclosgedstigation into certain of our past sales andkatarg practices relating to our NC-stat
System, $5,000 for the review of the Proxy Statetreamd $1,500 for a software subscription usee@wew new accounting pronouncements.

Pre-Approval Policies and Procedures

The Audit Committee approved all audit aod-audit services provided to us by Pricewaterhouse€molLP during the 2010 and 2C
fiscal years.
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PART IV
ITEM 15. EXHIBITS AND FINANCIAL STATEMENT SCHEDU LE
(@ 1. Financial Statements
The consolidated financial statementsiated in the accompanying index to financial staets on page F-1.
2. Financial Statement Schedule

The Schedule on page S-1 is filed as dattie report. Other financial statement scheduegiired under this Item and Item 8 are
omitted because they are not applicable or theimedjinformation is shown in the consolidated fioiah statements or the footnotes thereto.

3.  Exhibit Index

The following is a list of exhibits filedsgart of this Annual Report on Form 10-K:

Exhibit
Number Description

2.1 Asset Purchase Agreement dated November 7, 20@8dpetween NeuroMetrix, Inc. and Advanced DiagosstLC(10)

3.1 Third Amended and Restated Certificate of Incorporeof NeuroMetrix, Inc.(8

3.2 Certificate of Designations for Series A Junior Quative Preferred Stock, par value $0.001 per ¢6a
3.2 Second Amended and Restatec-laws of NeuroMetrix, Inc.(8

3.4 Amendment No. 1 to Second Amended and RestatedvBydh NeuroMetrix, Inc.(4

4.1 Specimen Certificate for Shares of Common Stoc

4.2.1 Shareholder Rights Agreement, dated as of Mar@9G7, between NeuroMetrix, Inc. and American Stonsfer & Trust
Company, as Rights Agent(

4.2.z Amendment to Shareholder Rights Agreement, datpteSwer 8, 2009, between NeuroMetrix, Inc. and Acaer Stock
Transfer & Trust Company, as Rights Agent(

»
[¢6]

Form of Common Stock Purchase Warrant|

4.4 Form of First Addendum to Common Stock Purchaserd@vidissued to investors pursuant to Securitiestaise Agreements
dated September 8, 2009(:

10.1.1 Lease Agreement, dated October 18, 2000, betweerh~Avenue LLC and NeuroMetrix, Inc.(
10.1.2 Amendment Number One to Lease, dated February@®B, between Fourth Avenue LLC and NeuroMetrix, (Ibe)
10.3+ Amended and Restated 1996 Stock Option/Restridieck$lan(1)
10.4.14 Amended and Restated 1998 Equity Incentive Ple
10.4.31 Second Amendment to Amended and Restated 1998yHquéntive Plan(1
10.5+ Second Amended and Restated 2004 Stock Optionneedtive Plan(11
10.6.14 Third Amended and Restated 2004 Stock Option acehiive Plan(13
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Number escription
10.6.24 Form of Restricted Stock Agreement pursuant toriied Amended and Restated 2004 Stock Option acenitive Plan(20
10.7+ 2010 Employee Stock Purchase Plan|
10.8+ Form of Indemnification Agreement between Neuroliteinc. and each of its directors(
10.9.14 Employment Agreement, dated June 21, 2004, by atwiden NeuroMetrix, Inc. and Shai N. Gozani, MEh,D.(1)
10.9.24 First Amendment to Employment Agreement dated DéezrB1, 2008, by and between NeuroMetrix, Inc. 8hdi N. Gozani,
M.D., Ph.D.(12)
10.9.3¢ Indemnification Agreement dated June 21, 2004,rd/@etween Shai N. Gozani, M.D., Ph.D., and Neurtoiddnc.(1)
10.9.44 NeuroMetrix, Inc. No-Statutory Stock Option Agreement (pursuant toAheended and Restated 1998 Equity Incentive Plan),
dated as of June 21, 2004, by and between ShaokarGM.D., Ph.D., and NeuroMetrix, Inc.{
10.10.1- Letter Agreement, dated February 5, 2008 betweamdléetrix, Inc. and Michael Williams, Ph.D.(1
10.10.2- First Amendment to Letter Agreement, dated DecerBtbeP008, between NeuroMetrix, Inc. and Michaellims, Ph.D.(12
10.11.1- Letter Agreement, dated February 5, 2008, betwemurdMetrix, Inc. and Guy Daniello(1:
10.11.2- First Amendment to Letter Agreement, dated DecerBhe008, between NeuroMetrix, Inc. and Guy Daof&P)
10.12.1- Letter Agreement, dated August 31, 2009, betweandMetrix, Inc. and Thomas T. Higgins(1
10.12.2- Indemnification Agreement, dated September 10, 209%nd between NeuroMetrix, Inc. and Thomas Tgiis(15)
10.13.1- Letter Agreement, dated April 30, 2009, betweenmdkletrix, Inc. and Walter Christensen(Z
10.13.2- Indemnification Agreement, dated May 4, 2009, bgt batween NeuroMetrix, Inc. and Walter Christeng&h
10.14.1- Letter Agreement, dated January 20, 2010, betwemdWMetrix, Inc. and Krishnamurthy Balachandran(
10.14.2- Indemnification Agreement, dated April 19, 2010,dnd between NeuroMetrix, Inc. and KrishnamurthjaBhandran(20
10.154 Separation Agreement, dated May 1, 2008, betweemdNéetrix, Inc. and Gary L. Gregory('
10.1€ Form of Securities Purchase Agreement, dated Séeted 2009 between the Company and each invedic
10.17° Manufacturing and Supply Agreement, dated as ofust@, 2006, by and between Parlex Polymer FlexXilieuits, Inc. and

NeuroMetrix, Inc.(2]
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Exhibit
Number Description

10.1¢ Deferred Prosecution Agreement dated Februa2@@9 by and between NeuroMetrix, Inc. and the Wn&tates Attorney's

Office for the District of Massachusettsi

10.1¢ Settlement Agreement and Release dated Februaf09,by and among NeuroMetrix, Inc. and the UnBéates of America

acting through the United States Attorney's Offmethe District of Massachusetts and the Officénsfpector General of the
United States Department of Health and Human Ses{i)

20.1 Notice of Proposed Settlement of Shareholder Déviedhction, dated December 21, 2009(

20.z Stipulation of Settlement of Shareholder Derivataion, dated December 21, 2009(:

*23.1 Consent of PricewaterhouseCoopers LLP, an indepemegistered public accounting fir
*31.1 Certification of Principal Executive Officer pursudo Section 302 of the Sarba-Oxley Act of 200z

*31.2 Certification of Principal Financial Officer pursuao Section 302 of the Sarba-Oxley Act of 200z

*32 Certification of Principal Executive Officer andiftipal Financial Officer pursuant to Section 9@6he Sarbanes-Oxley Act of
2002

1)

(@)

(3)
(4)

()

(6)
(7)
(8)

Filed herewith.
Indicates management contract or any compensalany gontract or arrangement.

Portions of this Exhibit were omitted and have bled separately with the Secretary of the SEGspant to the Registrant's
application requesting confidential treatment tbére

Incorporated herein by reference to NeuroMetrig,'tnRegistration Statement on Form S-1 filed oty 3, 2004, as amended
(Registration No. 333-115440).

Incorporated herein by reference to NeuroMetrig,' nCurrent Report on Form 8-K filed on Augus2@06 (File No. 000-50856).
Confidential treatment has been granted with repecertain portions of this Exhibit, which por®have been omitted and filed
separately with the Securities and Exchange Conwnisss part of an application for confidential treant pursuant to the Securities
Exchange Act of 1934, as amended.

Incorporated herein by reference to NeuroMetrix, thCurrent Report on Form 8-K filed on March 802 (File No. 001-33351).

Incorporated herein by reference to NeuroMetrig, nCurrent Report on Form 8-K filed on Septenib&r2007 (File No. 0083351)

Incorporated herein by reference to NeuroMetrig,'tnCurrent Report on Form 8-K filed on Decemi&rZD07 (File No. 00B3351).

Incorporated herein by reference to NeuroMetrig,' thForm 8-A12(b) filed on March 8, 2007 (File N®@1-33351).
Incorporated hereby by reference to NeuroMetrig,'$nCurrent Report on Form 8-K filed on Februady 2009 (File No. 001-33351).

Incorporated herein by reference to NeuroMetrix,'thnRegistration Statement on Form S-8 filed ogust 9, 2004 (File No. 333-
118059).
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(9)
(10)

(11)

(12)

(13)

(14)
(15)

(16)

(17)
(18)
(19)
(20)
(21)

(22)

Incorporated herein by reference to NeuroMetrig, nCurrent Report on Form 8-K filed on May 2, 2(Bile No. 001-33351).
Incorporated herein by reference to NeuroMetrix,' nCurrent Report on Form 8-K filed on Novemb@ér 2008 (File No. 00B3351)
Incorporated herein by reference to Appendix A BuMdMetrix, Inc.'s Proxy Statement on Schedule fil&l on April 25, 2008 (File
No. 001-33351).

Incorporated herein by reference to NeuroMetrix, thAnnual Report on Form 10-K filed on March 2009 (File No. 001-33351).

Incorporated herein by reference to Appendix A BuMdMetrix, Inc.'s Proxy Statement on Schedule file&l on April 24, 2009 (File
No. 001-33351).

Incorporated herein by reference to NeuroMetrix,' tnCurrent Report on Form 8-K filed September2D09 (File No. 001-33351).
Incorporated herein by reference to NeuroMetrig,' tnCurrent Report on Form 8-K filed September2®9 (File No. 001-33351).

Incorporated herein by reference to NeuroMetrix,'thQuarterly Report on Form 10-Q filed Novemhb2r2009 (File No. 00B3351)

Incorporated herein by reference to NeuroMetrig, tnCurrent Report on Form 8-K filed DecemberZ1Q9 (File No. 001-33351).
Incorporated herein by reference to NeuroMetrixg,'tnCurrent Report on Form 8-K filed on Februarg®08 (File No. 001-33351).
Incorporated herein by reference to NeuroMetrix,' nCurrent Report on Form 8-K filed on February 2008 (File No. 001-33351).
Incorporated herein by reference to NeuroMetrix, tnQuarterly Report on Form 10-Q filed on May 2@10 (File No. 001-33351).
Incorporated herein by reference to NeuroMetrix,'thAnnual Report on Form 10-K filed on March 2010 (File No. 001-33351).

Incorporated herein by reference to Appendix A suMMetrix, Inc.'s Proxy Statement on Schedule file& on April 8, 2010.
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SIGNATURES

Pursuant to the requirements of SectioorlB5(d) of the Securities Exchange Act of 1934, régistrant has duly caused this report t
signed on its behalf by the undersigned, theredatp authorized.

NEUROMETRIX, INC.

By: /sl SHAI N. GOZANI, M.D. PH.D.

Shai N. Gozani, M.D. Ph.D.
Chairman, President and Chief Executive
Date: March 7, 201 Officer

Pursuant to the requirements of the Seeariixchange Act of 1934, this report has beenresidielow by the following persons on bel
of the registrant on March 7, 2011 in the capaziitielicated below.

Name Title
/s/ SHAI N. GOZANI, M.D., PH.D. Chairman, President and Chief Executive Off
Shai N. Gozani, M.D., Ph.L (Principal Executive Officer
/s/ THOMAS T. HIGGINS Senior Vice President, Chief Financial Officer

and Treasurer
(Principal Financial Officer and Principal
Accounting Officer)

Thomas T. Higgins

/s/ DAVID E. GOODMAN, M.D.

Director
David E. Goodman, M.C
/s/ ALLEN J. HINKLE, M.D.
Director
Allen J. Hinkle M.D.
/s NANCY E. KATZ
Director
Nancy E. Katz
/s/ CHARLES R. LAMANTIA
Director
Charles R. LaManti
/s/ TIMOTHY R. SURGENOR
Director

Timothy R. Surgenc
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Report of Independent Registered Public Accountindrirm
To the Board of Directors and Stockholders of N&etix, Inc.:

In our opinion, the accompanying balanceesh and the related statements of operationsa@ngrehensive loss, of changes in
stockholders' equity, and of cash flows presemlyfain all material respects, the financial pasitiof NeuroMetrix, Inc. at December 31, 2010
and December 31, 2009, and the results of its tipasand its cash flows for each of the three y&athe period ended December 31, 2010
in conformity with accounting principles generadlygcepted in the United States of America. In addjtin our opinion, the financial statem
schedule listed in the accompanying index predeirty, in all material respects, the informatiogt $orth therein when read in conjunction
with the related financial statements. These fir@rstatements and financial statement scheduléhareesponsibility of the Company's
management. Our responsibility is to express aniopion these financial statements and financé@éstent schedule based on our audits
conducted our audits of these statements in aceoedaith the standards of the Public Company ActingrOversight Board (United States).
Those standards require that we plan and perfoenatidit to obtain reasonable assurance about whb#hénancial statements are free of
material misstatement. An audit includes examinarga test basis, evidence supporting the amoutsliaclosures in the financial
statements, assessing the accounting principlesarsg significant estimates made by managementeaadating the overall financial
statement presentation. We believe that our apditgide a reasonable basis for our opinion.

/sl PricewaterhouseCoopers LLP

Boston, Massachusetts
March 7, 2011
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NeuroMetrix, Inc.

Balance Sheets

December 31,

2010 2009
Assets
Current asset:
Cash and cash equivalel $ 16,986,80 $ 22,937,41
Shor-term investment — 7,495,00i
Accounts receivable, net of allowances of $405 &b
$514,362 at December 31, 2010 and 2009, respec 1,592,56: 3,326,33.
Inventories 2,412,80! 4,559,60
Prepaid expenses and other current a: 603,82: 404,71t
Current portion of deferred cos 81,19 132,77
Total current asse 21,677,19 38,855,83
Restricted cas 408,00( 408,00(
Fixed assets, ni 731,97 906,62!
Intangible assets, n 210,00( 280,00(
Deferred costs and other Ic-term asset 39,26! 116,05
Total asset $ 23,066,42 $ 40,566,52
Liabilities and Stockholders' Equity
Current liabilities:
Accounts payabl $ 259,15 $ 1,086,944
Accrued compensatic 683,04¢ 1,369,25
Accrued expense 1,227,79I 1,295,57
Current portion of deferred reven 468,32 699,77!
Current portion of capital lease obligati 19,09: 30,357
Total current liabilities 2,657,41 4,481,91.
Deferred revenue, net of current port 171,79° 341,51:
Capital lease obligation, net of current port 38,24¢ 33,22«
Total liabilities 2,867,45 4,856,64'
Commitments and contingencies (Note
Stockholders' equit
Preferred stock, $0.001 par value, 5,000,000 startworized
none outstandin — —
Common stock, $0.0001 par value; 50,000,000 awtéadri
23,197,537 and 22,969,670 shares issued and aditsgeat
December 31, 2010 and 2009, respecti' 2,32 2,29
Additional paic-in capital 138,800,93 137,420,71
Accumulated defici (118,604,28) (101,713,13)
Total stockholders' equit 20,198,97 35,709,87
Total liabilities and stockholders' equ $ 23,066,42 $ 40,566,52

The accompanying notes are an integral part oktfinancial statements.
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NeuroMetrix, Inc.

Statements of Operations and Comprehensive Loss

Revenues
Medical equipmen
Consumable

Total revenue
Cost of revenue

Gross margir
Operating expense
Research and developm
Sales and marketir
General and administrati\
Goodwill impairment
Legal settlemer
Intangible asset impairme
Gain from deconsolidation of joint ventt

Total operating expens

Loss from operation
Loss on availab-for-sale investmer
Interest and other incon
Warrants fair value adjustme

Loss from continuing operatiol
Loss from discontinued operatio

Net loss before taxe
Income tax benef

Net loss

Loss per common share from continuing
operations
Basic
Diluted
Loss per common share from discontinued
operations
Basic
Diluted
Net loss per common sha
Basic
Diluted
Weighted average shares used to compute ne
per common shari
Basic
Diluted
Comprehensive los
Net loss
Reclassification adjustment for recognize
loss included in net los

Comprehensive los

Years Ended December 31,

2010 2009 2008
$ 215125 $ 271344 $ 2,709,10.
11,748,41 2342358  28,411,69
13,899,67  26,137,02  31,120,80
7,050,20! 7,535,611 9,011,94
6,849,46 1860141  22,108,85
5,855,35: 5,611,291 5,589,22.
11,072,17  10,840,34  14,646,95
7,231,87! 9,119,00.  12,016,15
— — 5,833,46.
— — 3,705,86/
— — 1,767,501
— —  (2,100,00)
2415940 ~ 25570,63  41,459,16
(17,309,93)  (6,969,22)  (19,350,30)
— —  (2,500,00)
298,30 226,86 720,93
—  (5175,13) —
(17,011,63)  (11,917,50)  (21,129,37)
— —  (6,600,67)
(17,011,63)  (11,917,50)  (27,730,04)
120,49( — _

$ (16,891,14) $ (11,917,50) $ (27,730,04)

$ 0.79 $ ©.71) $ (1.54)
$ 079 $ ©.71) $ (1.54)
$ — 3 — 3 (0.4¢)
$ — 3 — 3 (0.4¢)
$ 0.79 $ ©.71) $ (2.02)
$ 079 $ ©.71) $ (2.02)

23,02549  16,783,83  13,733,73

23,02549  16,783,83  13,733,73
$ (16,891,14) $ (11,917,50) $ (27,730,04)

1,441,74

$ (16,891,14) $ (11,917,50) $ (26,288,30)

The accompanying notes are an integral part oktfinancial statements.
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Balance at
December 31, 200

Issuance of stock from
stock option plan

Stock-based
compensation
expenst

Issuance of common
stock under employe
stock purchase ple

Realized loss on
available-for-sale
investmen:

Net loss

Balance at
December 31, 200

Stock issued in private
placemen

Issuance of stock from
stock option plan

Stock-based
compensation
expense

Issuance of common
stock under employe
stock purchase ple

Other issuances of sto
from our option plar

Issuance of stock to
consultant:

Warrants fair value
adjustmen

Net loss

Balance at
December 31, 200

Issuance of stock from
stock option plan

Stock-based
compensation
expense

Issuance of common
stock under employe
stock purchase ple

Other issuances of sto
from our option plat

Net loss

Balance at
December 31, 201

NeuroMetrix, Inc.

Statements of Changes in Stockholders' Equity

Common Stock

Accumulated

Other
Additional Comprehensive
Number Paid-In Accumulated
of Shares Amount Capital Deficit Iltems Total

13,690,13 $ 1,36¢

$ 110,23583 $

(62,065,58) $

(1,441,74) $ 46,729,87

4,115 — 5,40¢ — — 5,40¢
= = 2,228,83! = = 2,228,83!
164,55( 17 156,72 — — 156,74
1,441,74! 1,441,74!

— — — (27,730,04) — (27,730,04)
13,858,79 1,38¢ 112,626,80 (89,795,63) — 22,832,55
8,816,52: 882 17,217,13 — — 17,218,02
12,43¢ 1 23,67 = = 23,67
— — 2,035,33! — — 2,035,33!
122,00¢ 12 80,51 = = 80,52t
109,90 11 164,62 — — 164,63
50,00( 5 97,49t — — 97,50
— — 5,175,131 — — 5,175,131

= = = (11,917,50) = (11,917,50)
22,969,67! 2,297 137,420,71 (101,713,13) — 35,709,87
5,86¢ 1 10,27: — — 10,27:

— — 1,184,571 — — 1,184,571
116,77: 12 162,55 = = 162,56:
105,22 10 22,83 — — 22,84
= = = (16,891,14) = (16,891,14)
2319753 $ 2,32( $ 138,800,93 $ (118,604,28) $ — $ 20,198,97
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Statements of Cash Flows

Cash flows for operating activities:
Net loss

NeuroMetrix, Inc.

Years Ended December 31,

2010

2009

2008

$(16,891,14) $(11,917,50) $ (27,730,04)

Adjustments to reconcile net loss to net cash us

in operating activities

Depreciation and amortizatic 523,75t 578,66¢ 1,593,46
Stocl-based compensatic 1,184,57 2,132,83! 2,228,83!
Inventory charge 2,075,49. 363,90: —
Accretion of discount on investmer — — (38,159
Loss on availab-for-sale investmer — — 2,500,001
Goodwill impairment — — 5,833,46
Charge for legal settleme — — 3,705,86!
Intangible assets impairme — — 4,147,501
Assets impairment relating to discontinued
operations — — 2,227,10.
Gain from deconsolidation of joint ventt — — (2,100,00)
Gain on disposal of fixed asst — — (20,000
Warrants fair value adjustme — 5,175,13i —
Changes in operating assets and liabilit
Accounts receivabl 1,733,76 103,12: 2,136,601
Inventories 71,30¢ 683,29¢ (252,469
Prepaid expenses and other current a: (199,109 (90,929 (171,399
Accounts payabl (827,79) 885,67: (2,426,61)
Legal settlemer — (3,705,86) —
Accrued expenses and compensa (753,99) (120,03 (1,485,59)
Deferred revenue, deferred costs, and ¢ (223,97() (225,39¢) (837,019
Net cash used in operating activit (13,307,11) (6,137,08) (10,688,46)
Cash flows for investing activities:
Purchases of investmer — (7,495,00) (8,545,59)
Maturities of investment 7,495,001 7,495,00! 23,710,49
Purchases of fixed asst (306,45) (342,11) (509,877
Purchase of technological and intellectual
property — (350,000 —
Release of restricted ca — — 1,095,59:i
Net cash provided by (used in) invest
activities 7,188,54! (692,11Y)  15,750,62
Cash flows from financing activities:
Net proceeds from issuance of common stock
warrants, including private placement and
equity plans 195,67¢ 17,486,84 162,14!
Payments on capital lea (27,715 (22,527 (19,267)
Net cash provided by financing activiti 167,96« 17,464,32 142,88:
Net (decrease) increase in cash and
equivalents (5,950,60) 10,635,12 5,205,04!
Cash and cash equivalents, beginning of 22,937,41 12,302,28 7,097,23!
Cash and cash equivalents, end of $ 16,986,80 $ 22,937,41 $ 12,302,28
Supplemental disclosure of cash flow
information:
Equipment acquired under capital lease, $ 60,41( $ — $ 89,24«
Common stock issued to consulta $ — $ 97,50( $ —
Warrants issued in Securities Purchase Agree  $ — $ 14,496,62 $ —

The accompanying notes are an integral part oktfirancial statements.
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NeuroMetrix, Inc.

Notes to Financial Statements
1. Description of Business and Basis of Presentatio

NeuroMetrix, Inc., or the Company, a Delasveorporation, was founded in June 1996. It isianse-based health care company
transforming patient care through neurotechnolddne Company develops and markets innovative predoctthe detection, diagnosis, and
monitoring of peripheral nerve and spinal cord digos such as those associated with diabetes,| ¢arpel syndrome, lumbosacral disc
disease, and spinal stenosis.

The Company's primary focus has shiftediabetes, specifically detection and monitoringliabetic neuropathy which is a common
complication of the disease. The Company viewset@bas representing the largest and fastest ggaspiportunity for its proprietary
technology. Neuropathy is a common and serious toatipn of the disease that may lead to foot W@ard limb amputation. The Company
has over a decade of experience in neuropathytitemnd believes it is uniquely positioned to addrthe unmet need for a rapid, cost-
effective, objective test for diabetic neuropathlle Company is working towards a mid-2011 launchGfstat SL, which is a modified
version of its NC-stat device designed specifictdlyassessment of diabetic neuropathy at the judinare.

The Company currently markets a medicalateweleared by the United States Food and Drug Adstnation, or FDA, which is used for
the assessment of neuropathies. The Company's ADBEEM NCS/EMG System, or the ADVANCE System, is a poghensive platform fi
the performance of traditional nerve conductiorlis and invasive electromyography procedures.Gdrapany focuses its sales efforts for
the ADVANCE System on physician offices and clinithke ADVANCE System is comprised of: (1) varioypds of electrodes and needles,
(2) the ADVANCE device and related modules, anda(8pmmunication hub that enables the physicidfitsedo network their device to the
Company's servers for data archiving, report geingraand other network services. The Company agldedecessor device, the NC-stat
System, to a broad group of physicians from it8dhmarket launch in May 1999 through Septembd®@he Company's NC-stat System is
a point-of-care device for the performance of neweduction studies. The Company does not interstipport the NC-stat System beyond
2011 and therefore it is transitioning its NC-stastomers to the ADVANCE System. The Company'sadiagnostic equipment is used in
over 3,800 physicians' offices, clinics, and hadpitOver 1.5 million patient studies have beerfigpered with its neurodiagnostic devices
since 1999.

The Company believes that its current @ashcash equivalents, and the cash to be gendrate@xpected product sales will be
sufficient to meet its projected operating requieais into 2012. The Company is currently facingifigant challenges and uncertainties ¢
as a result, the Company's available capital ressumay be consumed more rapidly than currentlge®g due to (a) changes in future
revenues; (b) changes the Company makes to itsrangperating expenses; (c) changes in the Companginess strategy; (d) regulatory
developments affecting the Company and its prodgejschanges the Company makes to research ametbgevent spending plans; (f) the
outcome of the class action lawsuit against the @ory; and (g) other items affecting the Compargredasted level of expenditures and use
of cash resources. Accordingly, the Company may neeaise additional funds to support its opeptind capital needs. The Company may
attempt to obtain additional funding through puldiqorivate financing, collaborative arrangemenith strategic partners, or through
additional credit lines or other debt financing i@s to increase the funds available to fund iexajions. However, the Company may not be
able to secure such financing on favorable terfra,all. Without additional funds, the Company nimyforced to delay, scale back or
eliminate some of its sales and marketing effegsearch and development activities, or other
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NeuroMetrix, Inc.
Notes to Financial Statements (Continued)

1. Description of Business and Basis of PresentatigContinued)

operations and potentially delay product develognrean effort to provide sufficient funds to canik its operations.
2. Summary of Significant Accounting Policies
Use of Egtimates and Assumptions

The preparation of financial statementsdnformity with United States generally acceptecbaating principles requires managemer
make significant estimates and assumptions thattfffie reported amounts of assets and liabiitnesdisclosure of contingent assets and
liabilities at the date of the financial statemeantsl the reported amounts of revenue and expensieg) deporting periods. Actual results
could differ from those estimates.

The Company bases its estimates on hislceqerience and various other assumptions thafigves to be reasonable under the
circumstances and regularly assesses these estjratectual results could differ materially fréinese estimates. Effects of changes in
estimates are recorded in the period in which twur.

Cash and Cash Equivalents

The Company considers all highly liquidéstments with an original maturity of ninety daydess to be cash equivalents. Cash
equivalents are recorded at cost which approxinfatesalue. The Company invests cash primarilg imoney market account and other
investments which management believes are sulgjentrtimal credit and market risk.

Held-to-Maturity I nvestments

Investments are classified as held-to-nitgtuand such investments are stated at amortiaetl mterest earned on investments held-to-
maturity is included in interest income. The anmat cost of investments held-to-maturity is adjdi$te amortization of premiums and
accretion of discounts to maturity. Such amort@atnd accretion are included in interest incomeDécember 31, 2009, the Company
invested only in bank certificates of deposit tvate fully insured by FDIC. The Company had no sinefestments at December 31, 2010.

Long-Term Available-for-Sale I nvestment

The Company's investment in Cyberkinetiesifdtechnology Systems, Inc. ("Cyberkinetics") wiassified as available-farale and we
carried at fair value, with any unrealized gaind bsses, net of taxes, reported in accumulategr atbmprehensive income, a separate
component of stockholders' equity. The Company etitkis investment to market as of December 318 20@ recorded a realized year to
date loss of $2.5 million because it believed teelide in the value of this investment was othemttemporary. Accordingly, as of
December 31, 2008 this investment was written dtoazero.

Restricted Cash

Long-term restricted cash of $408,000 atddeber 31, 2010 and 2009 is associated with atfaldhse (See Note 12€emmitments an
Contingencies).
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NeuroMetrix, Inc.
Notes to Financial Statements (Continued)
2. Summary of Significant Accounting Policies (Cornihued)
Concentrations of Credit Risk

Financial instruments that potentially expdhe Company to concentrations of credit risksstprimarily of cash and cash equivalents
in bank deposit accounts, shtetm investments, and trade receivables. The Coynipaests its funds in highly rated institutionsddimits its
investment in any individual debtor so that theyndd exceed FDIC limits. The Company has not exmeed significant losses related to ¢
and cash equivalents and does not believe it issgto any significant credit risks relating ®dash and cash equivalents.

Through December 31, 2010, the Companyiliged its products through its direct sales faand independent sales representatives.
After that date, the Company shifted distributionirtdependent sales representatives for new custacgeisition plus telemarketing by its
customer service representatives for sales tostslied base of active accounts. At December 310 2nd 2009 and for the years ended
December 31, 2010, 2009, and 2008, no single custantounted for more than 10% of accounts reckivatrevenue.

The Company relies on two third-party maatifirers to manufacture the major portion of itsent products. The disruption or
termination of the supply of these products orgai§icant increase in the cost of these produdmfthese sources could have an adverse
effect on the Company's business, financial pasitmd results of operations.

Inventories

Inventories, consisting primarily of purekd components, are stated at the lower of casidket. Cost is determined using the first-in,
first-out method. The Company writes down inventirjts net realizable value for excess or obsaletentory.

Fair Value

The carrying amounts of the Company's fai@rinstruments, which include cash equivalentspants receivable, accounts payable, and
accrued expenses approximate their fair value ae®éer 31, 2010 and 2009.

Revenue Recognition

The Company recognizes revenue when th@xfilg criteria have been met: persuasive eviderfi@n arrangement exists, delivery has
occurred and risk of loss has passed, the sqflécs to the buyer is fixed or determinable, anliection is reasonably assured.

When multiple elements are contained imgls arrangement, the Company allocates revenireeke the elements based on their
relative fair value, provided that each elementtsméee criteria for treatment as a separate uracobunting. An element is considered a
separate unit of accounting if it has value todhstomer on a stand-alone basis, there is objectliable evidence of the fair value of the
undelivered elements, and delivery or performariceeundelivered elements is considered probafdesabstantially in the control of the
Company. Fair value is determined based upon tise pharged when the element is sold separately.

Medical equipment revenues consist of tB&/ANCE and NC-stat Systems, related modules, atehebed service agreement revenues.
Revenues associated with the sale of the ADVANGIENG-stat devices are recognized upon shipmentgedithat the fee is fixed or
determinable, evidence of a
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NeuroMetrix, Inc.
Notes to Financial Statements (Continued)

2. Summary of Significant Accounting Policies (Cornihued)

persuasive arrangement exists, collection of red@#és is reasonably assured, product returns asemably estimable, and no continuing
obligations exist. The revenues from the sale AABWANCE communication hub, as well as the M@t docking station together with acc
to NeuroMetrix information systems are considerae onit of accounting and deferred and recognized straight-line basis over the
estimated period of time the Company provides #meise associated with the information systemdofe years. The resulting deferred
revenue and deferred costs are presented as sefiaestems on the accompanying balance sheeerRms related to extended service
agreements for the devices are recognized ratafeliytbe term of the extended service agreement.

The Company's payment terms extended toess with traditional payment terms generallyuieg|payment within 30 days from
invoice date. In addition, from the fourth quaé2009 through July 2010, the Company offered roeel payment terms of up to one year
for new customers placing large dollar value orders combination of medical equipment and condulesa Typically these sales involved
installment payments in 12 equal monthly amouné&eRues were recognized upon shipment providesddatiag price was fixed or
determinable, persuasive evidence of an arrangeexésted, delivery had occurred and risk of loss passed, collection of the resulting
receivables was reasonably assured, and produchsetvere reasonably estimable. In developing petars for revenue recognition, the
Company relied on its historical experience foriEmarrangements. During 2010 and 2009, the Comparognized gross revenue of
$1.2 million and $0.6 million, respectively, oneswith extended payment terms. As of Decembe@10, accounts receivable, net inclu
$467,000, net of accounts under extended paymenste

Consumables revenues consist of singleese specific electrodes, EMG needles, and otterssories. Consumables revenues are
recognized upon shipment provided that the fexésdfor determinable, persuasive evidence of aangement exists, collection of
receivables is reasonably assured, and producheetue reasonably estimable.

Certain product sales are made with a 30rdit of return. Because the Company can readpmstimate future returns, the Company
recognizes revenues associated with product daésdntain a right of return upon shipment anith@tsame time reduces revenue and
accounts receivable by the amount of estimatedngtu

Proceeds received in advance of produphséint are recorded as deferred revenues.
Accounts Receivable

Trade accounts receivable are recorddukeant/oiced amount and do not bear interest. Actsorateivable on the balance sheet are
recorded net of the allowance for doubtful accouatgivable and the reserve for estimated retdims.allowance for doubtful accounts is
Company's best estimate of the amount of probabklditdosses in its existing accounts receivable Tompany reviews its allowance for
doubtful accounts and determines the allowancetbasean analysis of customer past payment hisppoduct usage activity, and recent
communications between the Company and the custdast due balances are reviewed individually édlectibility. Account balances are
written-off against the allowance when the Comptesys it is probable the receivable will not beaesred. The Company does not have any
off-balance sheet credit exposure related to issocners.
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NeuroMetrix, Inc.
Notes to Financial Statements (Continued)
2. Summary of Significant Accounting Policies (Cornihued)
Income Taxes

The Company records income taxes usingsiset and liability method. Deferred income taetssand liabilities are recognized for the
future tax consequences attributable to differebedmeen the financial statement carrying amouhéxisting assets and liabilities and their
respective income tax bases, and operating lossaanttedit carryforwards. The Company's finanstatements contain certain deferred tax
assets, which have arisen primarily as a resudpefating losses, as well as other temporary @iffegs between financial and tax accounting.
In accordance with the provisions of the IncomeeRatopic of the Codification, the Company is reedito establish a valuation allowance if
the likelihood of realization of the deferred tasats is reduced based on an evaluation of obgeetisifiable evidence. Significant
management judgment is required in determiningXbmpany's provision for income taxes, the Compattgfsrred tax assets and liabilities
and any valuation allowance recorded against thesdeferred tax assets. The Company evaluategdight of all available evidence to
determine whether it is more likely than not thaing portion or all of the net deferred income tsseds will not be realized.

Ownership changes, as defined in the latdRevenue Code, have limited the amount of netadimg loss carry-forwards that can be
utilized annually to offset future taxable incoride Company anticipates that these limitations malle no material impact on its ability to
utilize the affected loss carry-forwards in futyears. Subsequent ownership changes could furtipadt the limitation in future years.

Management performed a two-step evaluatfall tax positions, ensuring that these tax mefuwsitions meet the "more likely than not"
recognition threshold and can be measured withcserfit precision to determine the benefit recogairethe financial statements. These
evaluations provide management with a comprehemsodel for how a company should recognize, meaguesent, and disclose in its
financial statements certain tax positions thatGbenpany has taken or expects to take on incomestarns.

Research and Development

Costs incurred in the research and devedopmof the Company's products, are expensed agé@tcuncluded in research and
development costs are wages, benefits, produdariesinsulting, and other operating costs suchaltites, supplies, and overhead directly
related to the Company's research and developrifenise

Product Warranty Costs

The Company accrues estimated product wrists at the time of sale which are includedast of sales in the statements of
operations. The amount of the accrued warrantyliiais based on historical information such astpexperience, product failure rates,
number of units repaired, and estimated cost oér@tand labor. The liability for product warrarggsts is included in accrued expenses in
the accompanying balance sheet.
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NeuroMetrix, Inc.
Notes to Financial Statements (Continued)
2. Summary of Significant Accounting Policies (Cornihued)
The following is a rollforward of the Compas accrued warranty liability for the years en@stember 31, 2010, 2009, and 2008:

Years Ended December 31,

2010 2009 2008
Balance at beginning of

period $ 48,35¢ $ 136,17( $ 251,94¢
Accrual for warrantie: 6,49¢ 9,18 16,05
Settlements mac (9,84¢) (96,997  (131,83)

Balance at end of peric  $ 45,00¢ $ 48,35t $ 136,17!

Fixed Assets and Long-Lived Assets

Fixed assets are recorded at cost and clafed using the straight-line method over thenestgd useful life of each asset. Expenditures
for repairs and maintenance are charged to ex@enseurred. On disposal, the related assets anohadated depreciation are eliminated
from the accounts and any resulting gain or logsdkided in the Company's statement of operatibeasehold improvements are amortized
over the shorter of the estimated useful life ef ithprovement or the remaining term of the lease.

The Company periodically evaluates the vecability of its fixed assets and other long-liveskets, including intangibles, whenever
events or changes in circumstances indicate thavant of impairment may have occurred. This péciogview may result in an adjustment
of estimated depreciable lives or asset impairm&ftien indicators of impairment are present, theyaay values of the asset are evaluated in
relation to the assets operating performance atudgfwndiscounted cash flows of the underlying @ss$ithe future undiscounted cash flows
are less than their book value, an impairment nxigt.€The impairment is measured as the differdratereen the book value and the fair
value of the underlying asset. Fair values areaseestimates of the market prices and assumptiomserning the amount and timing of
estimated future cash flows and assumed discotes, neeflecting varying degrees of perceived risk.

I ntangible Assets

Intangible assets with estimable usefiddiare amortized over their estimated useful ligegkeir estimated residual values, if any, and
are reviewed for impairment whenever events or ghain circumstances indicate that the carryinguarhof the asset may not be
recoverable.

Determining the economic lives of acquimrg@ngible assets requires the Company to makéfis@mt judgments and estimates, and can
materially impact the Company's operating results.

Accounting for Stock-Based Compensation

Stock-based compensation cost is genamtlygnized ratably over the requisite service perfidie Company uses the Black-Scholes
option pricing model for determining the fair valokits stock options and amortizes its stock-basadpensation expense using the straight-
line method. The Black-Scholes model requires aegasumptions that involve judgment. Such assumgptare the expected share price
volatility, expected life of options, expected aahdividend yield, and risk-free interest rate (Skxte 3—Stock-Based Compensation and

Equity).

F-12




Table of Contents

NeuroMetrix, Inc.
Notes to Financial Statements (Continued)
2. Summary of Significant Accounting Policies (Cornihued)
Net Loss per Common Share

Basic net loss per common share is compuyatividing net loss by the weighted average nunaheommon shares outstanding during
the period. Unvested restricted shares, althouggilieissued and outstanding, are not consideréstanding for purposes of calculating basic
net loss per share. Diluted net loss per commoreseaomputed by dividing net loss by the weigtdedrage number of common shares
outstanding during the period plus the dilutiveeeffof outstanding instruments such as optionsramés, and restricted stock. Because the
Company has reported a net loss attributable tavoamstockholders for all periods presented, dillbsd per common share is the same as
basic loss per common share, as the effect ofintjithe fully diluted share count would have restlithe net loss per common share.
Therefore, in calculating net loss per share anguhe following shares underlying potentially tile common stock equivalents were
excluded from the calculation of diluted net incopge common share because their effect was antivdi for each of the periods presented:

Years Ended December 31,

2010 2009 2008
Options 3,206,83; 3,065,700 2,248,922
Warrants 8,375,69: 2,615,971 —
Total 11,582,52 5,681,671 2,248,92

Advertising and Promotional Costs

Advertising and promotional costs are esgenas incurred. Advertising and promotion expevee $256,000, $274,000, and $475,000
in the years ended December 31, 2010, 2009, ang|, 28€pectively.

Accumulated Other Comprehensive | tems

In November 2007, the Company enteredangtrategic alliance with Cyberkinetics, a meddmtice company focused on neurological
conditions. The Company made an investment of 82lton in shares of Cyberkinetics common stock asdounted for the investment as
available-for-sale security. During 2008, the Compeecorded a realized loss of $2.5 million onitheestment in Cyberkinetics as a result of
a change in fair market value and the determindtiahthe loss was other-than-temporary. For tleesyended December 31, 2010 and 2009,
the Company had no components of other compreheisiome or loss other than net loss.

Segments

The Company operates in one segment fosdleof medical equipment and consumables. Substamrll of the Company's assets,
revenues, and expenses for the years ended Dec8mli10, 2009, and 2008 were located at or deéfiean operations in the United
States. Revenues from sales outside the UnitedsSéatounted for approximately 2% of total revenn@smach of 2010 and 2009, and less
than 1% of total revenues for the year ended Deeefdib, 2008.
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NeuroMetrix, Inc.
Notes to Financial Statements (Continued)
2. Summary of Significant Accounting Policies (Cornihued)
Risks and Uncertainties

The Company is subject to risks commonoimganies in the medical device industry, includimgt, not limited to, development by the
Company or its competitors of new technologicabwations, dependence on key personnel, custonegrghursement from third-party
payers, protection of proprietary technology, aadhpliance with regulations of the FDA and other gowmental agencies.

The Company is developing a rapid, costatife, objective test for diabetic neuropathy. Toempany is working toward a mid-2011
launch of NC-stat SL, which is a modified versidrite NC-stat device designed specifically for assessmediatiietic neuropathy at the po
of care. The future prospects of the Company arsety tied to its success with Nsfat SL which, in turn, depends upon successfultiamely
completion of the development process, market daoep, and growth in future revenues.

Reclassification
Certain prior year amounts have been rsifiad to conform to the current year's presentatio
Recently I ssued or Adopted Accounting Pronouncements

In September 2009, the Emerging Issues Faste, or EITF, issued new rules pertaining toabeounting for revenue arrangements
with multiple deliverables. The new rules provideadternative method for establishing fair valueafeliverable when vendor specific
objective evidence cannot be determined. The goilanovides for the determination of the best estiinof selling price to separate
deliverables and allows the allocation of arrangeneensideration using this relative selling pnisedel. The guidance supersedes the prior
multiple element revenue arrangement accountiregrliat are currently used by the Company. Theguédance can be prospectively
applied by the Company beginning January 1, 201chanrbe early or retrospectively adopted. The Complmes not believe adoption will
have a material effect on its financial statements.

In September 2009, the EITF issued newsnideexclude (a) non-software components of taegibbducts and (b) software components
of tangible products that are sold, licensed, aséel with tangible products when the software carapts and non-software components of
the tangible product function together to deliver tangible product's essential functionally. Tee/rguidance can be prospectively applies
the Company beginning January 1, 2011 or can b earetrospectively adopted. The Company doedrtieve adoption will have a
material effect on its financial statements.

In January 2010, the Financial Accountingn8ards Board issued Accounting Standards Updat20lL0-06 "Fair Value
Measurements and Disclosures (Topic «—Improving Disclosures about Fair Value Measurerm&iaSU 2010-06"). ASU 2010-06
requires new disclosures regarding significantafens in and out of Levels 1 and 2, as well asrinfdion about activity in Level 3 fair value
measurements, including presenting information apatchases, sales, issuances, and settlementgrossaversus a net basis in the Level 3
activity rollforward. In addition, ASU 2010-06 alstarifies existing disclosures regarding input &atliation techniques, as well as the level
of disaggregation for each class of assets antlitied. ASU No. 2010-06 is effective for interinmé annual periods beginning after
December 15, 2009, except for the disclosures ipértpto purchases, sales, issuances, and settterimetihe roll forward of Level 3 activity,
which are effective for interim and annual peribgginning after December 15, 2010. The adoptiodSi 2010-06 had no current impact
and is expected to have no subsequent impact dddhgany's financial statements.
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Stock-Based Compensation

During 2004, the Company adopted the 2G64KOption and Incentive Plan, as amended andtaegstn 2006 and 2008 (the "2004
Stock Plan™). The 2004 Stock Plan, among otheigthiprovides for granting of incentive and nondieadi stock option and stock bonus
awards to officers, employees and outside congslt@utstanding options under the 2004 Stock Péneiglly vest over three or four years
and terminate 10 years after the grant date, dieedrthe option holder is no longer an executoféicer, employee, consultant, advisor or
director, as applicable, of the Company. As of Delger 31, 2010, 3,946,022 shares of common stock aahorized for issuance under the
2004 Stock Plan, of which 333,742 shares had tssered, 2,418,883 shares were subject to outstangimans at a weighted average exetr
price of $4.70 per share and 1,099,206 shares avaitable for future grant. In March 2006, the Camgs Board of Directors voted to
discontinue the provision of the 2004 Stock Plactwtautomatically increased the number of optioralable for grant under the 2004 Stock
Plan based on the net increase in the total nuofmststanding shares of common stock during tlae.ye

During May 2009, the Company adopted th@928on-Qualified Inducement Stock Plan (the "200@ucement Plan"). The 2009
Inducement Plan is intended to encourage and epafgioyees, including prospective employees, oftbmpany upon whose judgment,
initiative, and efforts the Company largely depefudghe successful conduct of its business to mequproprietary interest in the Company.
The 2009 Inducement Plan, among other things, desvior the granting of awards, including non-diedi stock options, restricted stock,
and unrestricted stock. As of December 31, 2010,® shares of common stock were authorized $oraisce under the 2009 Inducement
Plan, of which no shares had been issued, 300/t@y@s were subject to outstanding options at aieigaverage exercise price of $1.94 per
share, and 200,000 shares were available for figaet.

The exercise price of each stock optiondédsunder the 1996 and 1998 Stock Plans was sgetbii the Board of Directors at the time of
grant. The exercise price of stock options awardetker the 2004 Stock Plan and the 2009 Induceniantrifay not be less than the fair
market value of the common stock on the date obgiten grant. For holders of more than 10% of@menpany's total combined voting
power of all classes of stock, incentive stockapdimay not be granted at less than 110% of thenfaiket value of the Company's common
stock at the date of grant and for a term not teesd five years.

In June 2004, the Company adopted the Fofgloyee Stock Purchase Plan (the "2004 ESPP"pfAle Company's employees who
had been employed by the Company for at least 88 aiad whose customary employment is for more B@ahours per week and for more
than five months in any calendar year were eligiblparticipate and any employee who owned 5% aembthe voting power or value of 1
Company's stock was not eligible to participates PA04 ESPP authorized the issuance of up to laofod&@5,000 shares of the Company's
common stock to participating employees.

Under the 2004 ESPP, participating emplsyeeild authorize the Company to withhold up to Mf%heir earnings during consecutive
six-month payment periods for the purchase of tages. At the conclusion of each period, partigigaémployees could purchase shares at
85% of the lower of their fair market value at tiegginning or end of the period. The 2004 ESPP wgarded as a compensatory plan in
accordance with the provisions of the CompensatiSiteek Compensation topic of the Codification. Unites plan, the Company issued
122,009 and 164,550 shares of its common
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3. Stock-Based Compensation and Equity (Continued)

stock during the years ended December 31, 2002@08, respectively. As of December 31, 2009, tive no remaining shares to be
issued under the 2004 ESPP.

In May 2010, the Company adopted the 20hplByee Stock Purchase Plan (the "2010 ESPP") 2008 ESPP authorizes the issuance
of up to a total of 250,000 shares of the Comparnismon stock to participating employees plus anuahincrease on the first day of eacl
the Company's fiscal years beginning in 2011, etputiie lesser of (i) 250,000 shares, (ii) 1 peroéthe shares of common stock outstan
on the last day of the immediately preceding figesdr, or (iii) such lesser number of shares aetermined by the Board. All of the
Company's full-time employees and certain part-timgployees are eligible to participate in the 2B8PP. For part-time employees to be
eligible, they must have customary employment ofertban five months in any calendar year and nmae 20 hours per week. Employees
who, after exercising their rights to purchase ebamnder the 2010 ESPP, would own shares repregéi®th or more of the voting power of
the Company's common stock, are also ineligibleaticipate.

Under the 2010 ESPP, participating emplsyem authorize the Company to withhold up to 1@%eir earnings during consecutive
six-month payment periods for the purchase of Hages. At the conclusion of each period, partigigeémployees can purchase shares at
85% of the lower of their fair market value at tieginning or end of the period. The 2010 ESPPganded as a compensatory plan in
accordance with the provisions of the CompensatiSiteek Compensation topic of the Codification. Har year ended December 31, 2010
the Company issued 65,240 shares of its commonk siwaer the 2010 ESPP. As of December 31, 201€e there 184,760 remaining shares
to be issued under the 2010 ESPP.

The Company uses the Black-Scholes optiming model for determining the fair value of shsiof common stock issued or to be
issued under the 2004 ESPP and 2010 ESPP. Theiimj@assumptions are used in determining fair valiee risk-free interest rate
assumption is based on the United States Treasumy&ant maturity rate for a six month term (cgpanding to the expected option term) on
the date the option was granted. The expectedeatiddield is zero because the Company does natrtlypay dividends nor expects to do
so during the expected option term. An expectau @frsix months is used based on the duration cf @tan offering period. The volatility
assumption is based on stock price volatility aermost recent period of time corresponding toettygected term and is also based on
expected future stock price volatility.

The weighted average grant-date fair vaked in the calculation of stotlased compensation expense in the accompanyimgnetat o
operations for the years ended December 31, 2@, 2nd 2008 is calculated using the followinguagstions:

Years Ended December 31,
2010 2009 2008

Risk-free

interest

rate 1.0%-2.8% 1.6%-2.6% 1.3%-3.5%
Expected

dividend

yield — — —
Expected

option

term 5 year 5 year 5 year
Volatility 70.0%  70.0%-120.0% 85.0%-120.0%

The riskfree interest rate assumption is based on the @/itates Treasury's constant maturity rate foveayfear term (corresponding
the expected option term) on the date the optios wa

F-16




Table of Contents

NeuroMetrix, Inc.
Notes to Financial Statements (Continued)
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granted. The expected dividend yield is zero aii@pany does not currently pay dividends nor etgoicdo so during the expected option
term. The expected option term of five years isnestied based on an analysis of actual option esesa@nd a review of comparable medical
device companies. The volatility assumption is dameweekly historical volatility during the timepod that corresponds to the expected
option term, a review of comparable medical decioepanies and expected future stock price volatilihe pre-vesting forfeiture rate is
based on the historical and projected average vermmate of employees.

A summary of option activity for the yearded December 31, 2010 is presented below:

Weighted Average

Weighted Remaining
Number of Average Contractual Aggregate
Options Exercise Price Life (in years) Intrinsic Value
Outstanding at December 31, 2C 3,278,881 $ 5.3C
Granted 678,22( 1.3¢
Exercisec (5,86¢) 1.7t
Forfeited (550,529 3.04
Expired (203,49() 5.8(C
Outstanding at December 31, 2C  3,197,21. 4.8z 6. $ 30,06(
Vested or expected to vest at
December 31, 201 3,045,54! 4.9¢ 6.4 24,44
Exercisable at December 31, 2( 1,842,51! 7.14 5.€ 1,13¢

Expected to vest options are determinedgplying the pre-vesting forfeiture rate to thatatutstanding options. Aggregate intrinsic
value represents the total pee¢ intrinsic value (the aggregate difference betwthe closing stock price of the Company's comstook as ¢
December 31, 2010, as applicable, and the exgudise for the in-the-money options) that would haeen received by the option holders if
all the in-the-money options had been exerciseDerember 31, 2010.

The weighted average grant-date fair vabfexptions granted during the years ended Decelibe2010, 2009, and 2008 was $0.79,
$1.45, and $1.44, respectively.

The aggregate intrinsic value of optiorssiexd or exercised during the years ended Decenth@030, 2009, and 2008 was $3,000,
$11,000, and $5,000, respectively.

Total unrecognized stock-based compensatists related to novested stock options was $1,355,151, which relatedd448,887 shari
with a per share weighted fair value of $0.94 aBetember 31, 2010. This unrecognized cost is ¢gfde¢o be recognized over a weighted
average period of approximately 1.1 years.

Stock options granted to non-employeesererded at fair value and adjusted to market theewesting period in accordance with the
provisions of Equity topic of the Codification. TR®mpany determines fair value using the Black-&shoption pricing model, an expected
term equal to the option term, a risk-free interagt corresponding to the expected term, an eggadilatility of 70% and a dividend yield of
zero.
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Beginning in 2010, certain employees hasenbgranted restricted stock. There was no issuaEestricted stock in 2009 and 2008. The
fair value of restricted stock is calculated basedhe closing sale price of our common stock enddite of issuance. No restricted shares
vested during the years ended December 31, 2009, 20 2008.

A summary of restricted stock activity foe year ended December 31, 2010 is presented below

Weighted Average

Restricted Grant Date Fair
Shares Value
Unvested at December 31, 2C —
Granted 94,19. $ 1.3
Vested —
Cancelec —
Unvested at December 31, 2C 94,19: $ 1.3¢

During 2010, certain employees receivedusqrayments in the form of common stock. A total 036 such shares were issued with a
total intrinsic value of $23,000.

Cash received from option exercises andhasges under the 2004 ESPP and the 2010 ESPR fpedhs ended December 31, 2010,
2009, and 2008 was $163,000, $104,000, and $162:88fectively. We issue new shares upon optiorceses, purchases under our ESPPs,
and vesting of restricted stock.

The Company recorded stock-based compensaxpense of $1.2 million, $2.1 million, and $ehitlion for the years ended
December 31, 2010, 2009, and 2008, respectively.

Equity

On September 8, 2009, the Company entetedsecurities purchase agreements in connectithanprivate placement of its securitie
certain institutional and other accredited investaursuant to which the Company agreed to selisse (i) an aggregate of 8,816,521 newly
issued shares of its common stock, par value $0.p@0 share and (ii) warrants to purchase an agtgey 8,375,694 shares of common
stock. The sale of securities resulted in aggregiss proceeds of approximately $18.7 million. fikeproceeds, after deducting offering
expenses (including fees to the placement agentasagjent), were approximately $17.2 million. Inl&idn, the placement agents were
issued warrants to purchase an aggregate of 20g#88s of common stock. The placement agentsamtarare in the same form as those
issued to participants in the private placementieitshares acquired upon exercise are not entitleztjistration rights.

The common stock and warrants were sobl st for a price of $2.12. The warrants are eisalife at any time from six months after
the closing date through the fifth anniversarytf tlosing date. The warrants have an exercise pfi62.20 per share, reflecting a 10%
premium over the consolidated closing bid pricetfier Company's common stock as reported on the M&BBlobal Market on
September 4, 2009. The warrants contain certaiitaliions that prevent the holder of any warramsnfracquiring shares upon exercise of a
warrant that would result in the number of shamsdfficially owned by it and its affiliates to exdeE9.99% of the total number of shares of
the Company's common stock then issued and outstpfwlith a separate threshold of 9.99% of theltotenber of shares outstanding for
shareholder who has not exceeded that threshalfithe date
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of closing). The number of shares for which theramats are exercisable and the associated exernitss are subject to certain adjustments as
set forth in the warrants. The holder has the rightet exercise any outstanding warrants for shaffithe Company's common stock. In
addition, upon certain changes in control of thenpany, to the extent the warrants are not assumdukebacquiring entity, the holder could
elect to receive, subject to certain limitations assumptions, cash equal to the Black-Scholeg\althe outstanding warrants.

The warrants issued in connection withgheate offering are within the scope of the Digtirshing Liabilities from Equity Topic of the
Codification. This Codification topic requires igsa to classify as liabilities (or assets undetadercircumstances) free-standing financial
instruments which, at inception, require or mayuregjan issuer to settle an obligation by trangigrassets. Accordingly, the Company
reflected these warrants as a liability in the Ba&aSheet. The fair value of the warrants at thgaisce date was estimated using the Black-
Scholes model. The estimated fair value of the avds; including the warrants issued to the placemgents, was $14.5 million on the dat
issuance and was recorded as a reduction of adalifgaid-in capital. In addition, the warrants werealued at September 30, 2009 using the
Black-Scholes model and the change in the fairevafithe warrants was recognized in the warraitsyédue adjustment line item in the
Company's consolidated statement of operations.

At September 30, 2009, the estimated fane of the warrants increased to $21.9 million aad presented as a long term liability in
balance sheet as of that date. The increase ffiaithealue of the warrants from the date of iss@atecSeptember 30, 2009 required the
Company to record an increase in the value ofittiélity of $7.4 million.

In October 2009, the Company executed agimémthe warrants issued in connection with tlvensees purchase agreements of
September 8, 2009. The addenda revised the rigaroant holders such that upon a change in chraisodefined, the warrant holders will
receive the Black-Scholes value of the warranthénsame currency and same proportions as wikbeived by the common stockholders of
the Company, thereby removing the criteria in tpeeaments that required liability classificationttoé warrants. Following the addenda, the
warrant liability was revalued at fair value regudtin a $2.2 million credit to warrants fair valadjustment that was recorded in the State
of Operations in October 2009. The remaining ligpfor common stock warrants of $19.7 million waen reclassified to additional paid-in
capital.

As of December 31, 2010, the Company ha@@0000 shares of common stock authorized and®23H37 shares issued and
outstanding. Each share of common stock entitieditider to one vote on all matters submittedtota of the Company's stockholders.
Common stockholders are not entitled to receivedivds unless declared by the Board of Directors.

At December 31, 2010, the Company has vedgexuthorized shares of common stock for futisedace as follows:

Warrants 8,375,69
Outstanding stock optior 3,197,21.
Possible future issuance under stock option f 1,299,201
Possible future issuance under employee stock

purchase pla 184,76(
Total 13,056,87

F-19




Table of Contents

NeuroMetrix, Inc.
Notes to Financial Statements (Continued)
3. Stock-Based Compensation and Equity (Continued)

On March 7, 2007, the Company's Board oé&brs adopted a Shareholder Rights Plan andréelcéadividend distribution of one
preferred stock purchase right for each outstanslirage of the Company's common stock to sharerotdaecord as of the close of business
on March 8, 2007. As of December 31, 2010 and 2t@9¢e was no preferred stock outstanding.

4. Long-Term Investment, Joint Venture, and Acquisiion
Long-Term I nvestment and Joint Venture

In November 2007, the Company purchasedoappately 13% of Cyberkinetics' outstanding comnstock for an aggregate purchase
price of $2.5 million. Cyberkinetics was a compamyhe business of developing products to restanetfon for people with spinal cord and
other nerve injuries. In February 2008, the Compamy Cyberkinetics formed PNIR (Peripheral NenjarinRepair) LLC ("PNIR"), a joint
venture with initial ownership of 50% by the Compamd 50% by Cyberkinetics, and entered into aaboltation Agreement and Operating
Agreement. Under the terms of the joint venture,@mmpany agreed to fund the initial $2.0 milliarproduct development costs and the
Company and Cyberkinetics shared equally in allscsexcess of the initial $2.0 million. Cyberkiies contributed technology, know-how,
and intellectual property to the joint venture. Tbi@t venture was considered to be a variable@steentity under the provisions of the
Consolidation topic of the Codification. The Compaletermined that it was the primary beneficiargdzhon a review of the relative
economic risks of the two parties to the joint weat As a result, the Company consolidated thd j@nture and recorded the $2.1 million
contribution of technology and intellectual progdsy Cyberkinetics to intangible assets and a notrotling interest of $2.1 million at the
formation date of the joint venture. In Novembe020Cyberkinetics disclosed that it was in the pescof winding down its operations due to
declining cash reserves. During December 2008Ctimapany resvaluated the value of the joint venture intangddeets and determined tt
to be fully impaired as a result of the Cyberkiogtannouncement in November and a strategic chiardjeection with the development of t
intangible assets. Therefore, the Company recoaddthpairment charge of $1.8 million within the t8taent of Operations. The joint vent
was legally dissolved effective as of December2BD8, and was deconsolidated from the Company'kshoesulting in a gain on
deconsolidation in the Statement of Operations2of $nillion recognized within continuing operatidanghe fourth quarter of the year ended
December 31, 2008. Since the value of the Compamyéstment in Cyberkinetics was adversely affectieel Company then marked this
investment to market as of December 31, 2008 azwrded charges during 2008 of $2.5 million to wdtavn this investment to zero.

Acquisition

On December 26, 2007, the Company acqueuédtantially all of the assets of EyeTel Imaging, ("EyeTel") for total consideration of
1,050,297 shares of the Company's common stoclg,$20 in cash, and the assumption of certain spediabilities totaling $804,916.
EyeTel was a company that manufactured the Digi§camligital retinal imaging device. Assets acqliged liabilities assumed were
recorded at their estimated fair value. Goodwithliog $5.8 million was recorded in connection witle acquisition, representing the excess
of the purchase price over the estimated fair vafue acquired tangible and intangible asset®t&l of $2.8 million was allocated to
intangible assets, representing the fair valuexitieg technology, to be amortized on a straigig-basis over the estimated life of five yei
In February 2008, the Company's common stock piédined significantly such that as of March 31020he Company's publicly traded
market value was
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below its net book value. Based on this, the Companformed an interim goodwill impairment test. the net book value of the Company's
assets exceeded the enterprise value, the Compafoymed step two of its impairment test in whithssessed the fair value of all recorded
and unrecorded tangible and intangible assetsiabifities. The Company determined that no asset®wnpaired and determined that there
was no residual value of goodwill. Accordingly, tBempany recorded a charge of $5.8 million to weftegoodwill during the quarter ended
March 31, 2008. On September 30, 2008, the Compppsoved a plan for the closure of its facilitydnlumbia, Maryland and the
discontinuance of sales and support of DigiScopesigiScope related services, effective Novembh&0D8. As a result of the
discontinuance of the DigiScope business operatitnCompany recorded an impairment charge of appedely $2.4 million for the
remaining balance of intangible assets relatedigiSoope in the third quarter of 2008 included isd@ntinued Operations in the Statemel
Operations. On November 7, 2008, the Company signefisset Purchase Agreement with Advanced Diagsp4tl C relating to the sale of
substantially all of its EyeTel/DigiScope assetsxehange for the assumption of certain identiiechmitments of approximately $400,000
and a cash payment of $50,000. The CEO and Presifi@dvanced Diagnostics, LLC is a former execeatof the Company who continued
to receive payments under a separation agreeméntivei Company through February 2009. During 28@8 Company incurred a net loss of
approximately $4.6 million on the sale of discon#d operations to the related party which has begaded in loss on discontinued
operations in the Statements of Operations. Akknexes and costs related to the sale of the DigiShape been recast to discontinued
operations for 2008. Loss from discontinued operetincludes loss on operations and sale of asdatsg to the Company's discontinued
operation.

Net revenue, operating loss from discorgthaperations, loss on sale of discontinued opersitiand loss from discontinued operations
for the year ended December 31, 2008 was as fallows

December 31,

2008
Net revenue $ 1,095,75
Operating loss from discontinued operati $ (1,999,93)
Loss on sale of discontinued operati (4,600,73))
Loss from discontinued operatio $ (6,600,67)

5. Intangible Assets

In January 2009, the Company acquired icetéghnological and intellectual property assedsnf Cyberkinetics and Andara Life
Science, Inc., a wholly-owned subsidiary of Cybeekics, for $350,000 in cash. The assets acquirddnuary 2009 include all of
Cyberkinetics' rights and regulatory filings foetAndara™ Oscillating Field Stimulator (OFS™) tecluyy for treatment of acute spinal ¢
injury, an investigational device designed to statei spinal cord repair and restore sensatiorrigfmes to develop and commercialize a
therapeutic product for peripheral nerve injurydshen the Andara OFS neurostimulation technologyetbpment and commercialization
rights to certain derivatives of the pharmacologiggent 4-aminopyridine that may have an alteresafiiture use in central and peripheral
nervous system injury and disease; and certain ottelectual property and technology, which hastb capitalized. The Company had
previously pursued some of these product developeféorts through the PNIR joint venture.
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See Note 4—Long-Term Investment, Joint Memtand Acquisition for information regarding fhé&angible assets in 2008.

Changes in intangible assets for the yeaded December 31, 2010 and 2009 were as follows:

December 31, 2010 December 31, 2009
Gross Accumulated Net Gross Accumulated Net
Intangibles Amortization Intangibles Intangibles Amortization Intangibles
Technological
and
intellectual
property $ 350,000 $ (140,000 $ 210,00( $ 350,000 $ (70,000 $ 280,00(

The Company's intangible assets are bematized over their estimated useful lives of 5rgeavith no estimated residual values.
Amortization expense for the years ended Decembge2@®L0, 2009, and 2008 was $70,000, $70,000, @68,800, respectively.

The estimated future amortization expensétangible assets as of December 31, 2010fisllasvs:

Estimated Amortization

Expense
December 31,
2011 $ 70,00(
2012 70,00(
2013 70,00(
$ 210,00(

6. Inventories

The reduction in inventories during 2018uleed largely from inventory charges of $2.1 noilliduring 2010, of which $1.8 million
related to the business restructuring in Decemb&62See Note 17—Subsequent Event for more inféomaggarding this restructuring.

At December 31, 2010 and 2009, inventar@ssist of the following:

December 31,

2010 2009
Purchased componer $ 457,85 $ 1,346,26
Finished good 1,954,95. 3,213,34i

$ 2,412,80! $ 4,559,60

F-22




Table of Contents

NeuroMetrix, Inc.
Notes to Financial Statements (Continued)
7. Investments
Short-Term I nvestments

There were no short-term investments d@3exember 31, 2010. Short-term investments as oémber 31, 2009 are shown below.

Gross Gross
Unrealized Unrealized Estimated
Amortized Cost Gains Losses Fair Value
2009
Certificates of depos $ 7,495,000 $ — 9 — $ 7,495,00
$ 7,495,000 $ — 9 — $ 7,495,00

The amortized cost and fair value of fixedturity securities at December 31, 2009, by ceticd maturity, are shown below.

December 31, 2009
Amortized Cost Fair Value

Due in one year or le: $ 7,495,000 $ 7,495,00

8. Fixed Assets

Fixed assets consist of the following:

LIJESS;II‘TIat?fi December 31,
(Years) 2010 2009
Computer and
laboratory
equipmen 3 $ 2,531,340 $ 2,416,95
Furniture and
equipmen 3 730,17 630,85!
Production
equipmen 7 1,061,18: 1,061,18:
Leasehold
improvement * 179,99° 176,49

4,502,69 4,285,49I
Less—accumulated
depreciatior (3,770,72)  (3,378,86)

$ 73197% $ 906,62

* Lesser of life of lease or estimated useful |
Depreciation expense was $453,756, $508 &6 $840,967 for the years ended December 3D, 2009, and 2008, respectively.

A capital lease is included as a componéfirniture and equipment at December 31, 20102069. Amortization of assets under this
capital lease is included in depreciation expense.
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Accrued expenses consist of the followioigthe years ended December 31, 2010 and 2009:

December 31,

2010 2009
Professional service $ 284,29( $ 488,19:
Patent fee: 250,00( —
Customer overpaymen 212,30: 306,25:
Supplier obligation: 195,00( —
Sales taxe 76,80°" 191,60:
Other 209,39: 309,53«

$ 1,227,790 $ 1,295,557

10. Restructuring Related Activity

In January 2011, the Company announceaidtrbstructured its neurodiagnostic activities toarefficiently focus its efforts on its
installed base of active accounts, to shift distiitn to independent sales representatives, aretitcce cash consumption. During December
2010, one employee was notified that his positias Weing eliminated in conjunction with this busmeestructuring. As a result, the
Company recorded a charge of $208,000 during theHauarter of 2010 related to severance expéiseremaining employees affected by
the restructuring were notified in January 2011, am@ccordance with generally accepted accoungiimgiples, the related severance cost of
approximately $0.3 million will be recorded in tfiest quarter of 2011. See Note 17—Subsequent Heemhore information regarding this
restructuring.

During the third quarter of 2010, the Companplemented a reduction in workforce that remiih the elimination of 25 positions and
recorded a charge of $172,000 primarily relateseteerance expenses. The full amount of the chaagepaid as of September 30, 2010.

In May 2008, the Company reduced the sizts airect sales force and took certain otheroast to reduce its operating expenses. These
actions affected 24 positions, substantially alivbich were in sales. The total cost associatel thiése actions, primarily severance, was
$319,000.

Effective May 31, 2008, the Chief Operatfficer of the Company entered into a separatgme@ment with the Company. Under the
terms of the separation agreement, he receivedhc@tion of his salary, car allowance, and headéthdfits for nine months following the
effectiveness of his resignation, equal to $217,90ch was recorded during the quarter ended Maigi2008. In addition, he received a
lump sum payment equal to three months salary andllowance totaling $69,810, which the Compampréed during the quarter ended
June 30, 2008.

The following table provides a rollforwanéithe liability balance for the actions taken Bil® and 2009, substantially all of which were
recorded as sales and marketing expense in the &orsp
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10. Restructuring Related Activity (Continued)

Statement of Operations. The balance as of DeceBih&010 will be paid out in semi-monthly instadints through October 31, 2011.

Years Ended December 31,

2010 2009
Balance at beginning of peri $ — $ 48,43¢
Accrual for severanc 380,22: —
Severance payments me (171,890 (48,439
Balance at end of peric $ 208,330 $ —

11. Income Taxes

Current income tax expense (benefit) aitdable to continuing operations consists of thifeing for the years ended December 31,
2010, 2009, and 2008.

Years Ended December 31,

2010 2009 2008
Federal $ (12049) $ — $ —
State — — —
Total $ (12049) $ — $ —

The Company's effective income tax ratéediffrom the statutory federal income tax ratéoflews for the years ended December 31,
2010, 2009, and 2008.

Years Ended December 31,
2010 2009 2008

Federal tax provision (benefityre ~ (34.0% (34.0% (34.0%
State tax provision, net of federa

provision (3.5 (1.6 (2.2)
Permanent item 14 20.¢ 19.2
Federal research and developme

credits (0.6) (0.6) 0.3
Valuation allowanct 36.C 15.4 17.2
Effective income tax rat (0.7% —% —%
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11. Income Taxes (Continued)
The Company's deferred tax assets confsisedollowing:

December 31,

2010 2009
Deferred tax asset
Net operating los
carryforwards $ 23,802,677 $ 17,951,10
Research and development
credit carryforward: 1,408,833 1,129,54
Alternative minimum tax
credit — 120,49(
Accrued expense 539,15( 642,69:
Stocl-based compensatic 1,772,18 1,557,90;
Other 1,147,20. 1,111,471
Total gross deferred tax ass 28,670,03 22,513,21
Valuation allowanct (28,670,03) (22,513,21)
Net deferred tax asse $ — $ —

At December 31, 2010, the Company has &derd state net operating loss carryforwards ("N®E approximately $70.7 million and
$44.1 million, respectively, as well as federal atate tax credits of approximately $905,000 ar@BEI00, respectively, which may be
available to reduce future taxable income and ¢feted taxes thereon. This amount includes taxfliemé $3.7 million and $71,000
attributable to NOL and tax credit carryforwardsspectively, that result from the exercise of empgdostock options. The tax benefit of these
items will be recorded as a credit to additionatipa capital upon realization of the deferred &sset or reduction in income taxes payable.
The federal NOL's begin to expire in 2019 and théesNOL's began to expire in 2010.

In accordance with the provisions of theolme Taxes topic of the Codification, the Compaay @évaluated the positive and negative
evidence bearing upon the realizability of its defd tax assets, which are comprised principallyeifoperating losses. Management has
determined that it is more likely than not that @@mpany will not recognize the benefits of fedenadl state deferred tax assets and, as a
result, a valuation allowance of approximately &28.7 million and $22.5 million has been establisaeDecember 31, 2010 and 2009,
respectively. Ownership changes, as defined inrtfegnal Revenue Code, have limited the amounebbperating loss carryforwards that
be utilized annually to offset future taxable in@rhe Company anticipates that these limitatiofishave no material impact on their abil
to utilize the affected loss carryforwards in fetyears. Subsequent ownership changes could funtipact the limitation in future years.

12. Commitments and Contingencies
Operating Leases
Lease Agreement with Fourth Avenue LLC

In February 2008, the Company amended #asé Agreement dated October 18, 2000 betweenhFavenue LLC and the Company
for office and engineering laboratory space. Themament extends the term of the lease through M2kcR013. Base rent for the period
January 2011 through March 2013 will increase f&#85,000 annually to $765,000 annually.
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12. Commitments and Contingencies (Continued)

Future minimum lease payments under noretahle operating leases as of December 31, 201asdi@ows:

2011 $ 727,501
2012 757,50!
2013 191,25(
Total minimum lease paymer $ 1,676,25

Total recorded rent expense was $764,7684 854, and $719,568 for the years ended Dece®ih@010, 2009, and 2008, respectiv
The Company records rent expense on its facilagéeon a straight-line basis over the lease term.

Capital Lease

In October 2010, the Company entered intoracancelable capital lease for copiers locatéts aorporate headquarters valued at
$60,410, expiring in September 2013.

Future minimum lease payments under theéaldpase as of December 31, 2010 are as follows:

2011 $ 22,13¢
2012 22,13¢
2013 18,44¢
Total minimum lease paymer 62,71¢
Less: Amount representing imputed intel 5,37¢
Present value of future minimum lease paym $ 57,34

Other Commitments
At December 31, 2010, other commitmentmmased of purchase orders, totaled approximatelg shillion.
Restricted Time Deposit

In connection with the Company's faciligase, the Company is required to maintain, fob#greefit of the lessor, an irrevocable standby
letter of credit stating the lessor as the berafjcover the term of the lease, which is secured bgrtificate of deposit in an amount equal to
102% of the letter of credit as security. The lemggres in March 2013. The certificate of dep@sienewable in 30-day increments. At
December 31, 2010 and 2009, the Company has redl&=08,000 as restricted cash associated withege on the accompanying balance
sheet.

Legal Matters

As previously disclosed in the Companyiads with the Securities and Exchange Commissioi§EC, on March 17, 2008, a putative
securities class action complaint was filed inltthmted States District Court for the District of B&achusetts against the Company and certait
of its current and former officers. On March 27080a related putative securities class action ¢aimpvas filed in the
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same court, against the same defendants. Thesactions were subsequently consolidated, and the appointed a lead plaintiff. On
November 10, 2008, a consolidated amended clammaximplaint was filed, which alleged, among ottiéngs, that between October !
2005 and February 12, 2008, the defendants viothtefederal securities laws by allegedly makidgdand misleading statements and fa
to disclose material information to the investingplic. The plaintiffs sought unspecified damages.January 30, 2009, the Company filed a
motion to dismiss the consolidated amended comipdairihe grounds, among others, that it faileddbesa claim on which relief can be
granted. On December 8, 2009, the Court enterexidaT granting defendants' motion to dismiss asthidising the consolidated amended
complaint in its entirety with prejudice. The pltifs filed a notice of appeal with the United &siCourt of Appeals for the First Circuit on
January 6, 2010. Oral arguments on the plainafigeal were conducted on September 15, 2010. Tgeahis currently pending.

The litigation process is inherently unaért and the Company cannot guarantee that themetof the above lawsuit will be favorable
for the Company or that it will not be materialit® business, results of operations, or finanaialifion. However, the Company does not
believe that a loss related to this litigation ielgable. Accordingly, no accrual relating to thiatter has been recorded at December 31, 2010

As previously disclosed in the Companyiads with the SEC, on April 22, 2008, a sharehplilerivative action was filed in the United
States District Court for the District of Massaaéits against a number of the Company's currenfanuer directors and officers. On
December 10, 2008, a verified amended sharehobtarative complaint was filed, alleging, among attiengs, that, between August 2004
and the date the action was filed, the defendametsdhed various fiduciary duties to the Companetas conduct similar to that alleged in
the putative securities class actions, includirad the defendants caused the Company to makedatsenisleading statements, to fail to
disclose material information to the public aneétmage in improper business practices. The plasuifght various forms of monetary and
non-monetary relief. The parties reached an agreetneesolve the shareholder derivative actiobjestt to Court approval, and executed a
formal stipulation of settlement on December 2102@n February 23, 2010, the Court entered arr @qigroving the parties' settlement and
entered a judgment dismissing the case in itsegqtiwith prejudice. In conjunction with the settient, the Company's insurance carrier paid
directly to third parties $350,000 for the plaifisiftounsel's attorneys fees and reimbursementpefises. No payment was required by the
Company.

As previously disclosed in the Companyiads with the SEC, on February 9, 2009, the Comgmamounced that it had reached a
resolution with the United States Department ofidasor DOJ, and the Office of Inspector GenayalQIG, of the United States Department
of Health and Human Services regarding the preljedisclosed investigation into certain of the Canp's past sales and marketing
practices relating to its NC-stat System.

As part of the resolution, the Company muento a Deferred Prosecution Agreement, or tefeled Prosecution Agreement, dated
February 5, 2009, with the DOJ related to its ofi@naof marketing referral programs. Pursuant ®Breferred Prosecution Agreement, the
Company agreed to a $1.2 million payment, and t©d Bas agreed not to prosecute the Company imriiucompliance with the terms of
the three-year Deferred Prosecution Agreement.
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In addition, the Company entered into al @ettlement Agreement with the DOJ and OIG, @ Hettlement Agreement, dated
February 9, 2009. The Settlement Agreement invalveseferral programs and allegations that, wipésssicians performed a nerve
conduction study using the NC-stat System and dichtain an F-wave measurement, in limited cirdamses, the Company caused
physicians to seek reimbursement using the sligtigher valued 95903 CPT code payable for nervelection studies where an F-wave
measurement is obtained, rather than the 95900d088&. While the Company did not admit to the allegs with respect to the F-wave
coding issue, the Company agreed to pay $2.5 mitbcsettle this dispute and enter into a five-y@arporate Integrity Agreement with OIG.
The Company remains fully eligible to participateail federal health care programs.

The settlement payments discussed abaotfeitotal amount of $3.7 million were paid in tiwstfquarter of 2009.
13. Fair Value Measurements

The Fair Value Measurements and Disclostiogsc of the Codification defines fair value, ddishes a framework for measuring fair
value in applying generally accepted accountinggiples, and expands disclosures about fair valke@surements. This Codification topic
identifies two kinds of inputs that are used tcedetine the fair value of assets and liabilitiessenvable and unobservable. Observable inputs
are based on market data or independent sourcés witbservable inputs are based on the Companwyisrarket assumptions. Once inputs
have been characterized, this Codification topigine@s companies to prioritize the inputs used éasnre fair value into one of three broad
levels. Fair values determined by Level 1 inpuitizetquoted prices (unadjusted) in active marketsdentical assets or liabilities. Fair vali
identified by Level 2 inputs utilize observable inp other than Level 1 prices, such as quoted gfaesimilar assets or liabilities, quoted
prices in markets that are not active or other ispliat are observable or can be corroborated bgrabble market data for substantially the
full term of the related assets or liabilities. Rzlues identified by Level 3 inputs are unobsblealata points and are used to measure fair
value to the extent that observable inputs areawnailable. Unobservable inputs reflect the Comgaawn assumptions about the assumptions
that market participants would use at pricing thgea or liability.

The following tables present informatioroabthe Company's assets and liabilities that arasured at fair value on a recurring basis for
the periods presented and indicates the fair Vailiarchy of the valuation techniques it utilizeddetermine such fair value. In general, fair
values determined by Level 1 inputs utilize quqteides (unadjusted) in active markets for identasdets or liabilities. Fair values
determined by Level 2 inputs utilize data pointstthre observable such as quoted prices, intextest, rand yield curves. Fair values
determined by Level 3 inputs are
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13. Fair Value Measurements (Continued)

unobservable data points for the asset or liab#itd include situations where there is littleanfy, market activity for the asset or liability.

Fair Value Measurements at
December 31, 2010 Using

Significant
Quoted Prices in Other Significant
Active Markets Observable Unobservable
December 31,  for Identical Assets Inputs Inputs
2010 (Level 1) (Level 2) (Level 3)
Assets:
Cash equivalent $ 13,010,21 $ 13,010,21 $ — $ —
Total $ 13,010,21 $ 13,010,21 $ — 9 —
Fair Value Measurements at
December 31, 2009 Using
Significant
Quoted Prices in Other Significant
Active Markets Observable Unobservable
December 31, for Identical Assets Inputs Inputs
2009 (Level 1) (Level 2) (Level 3)
Assets:
Cash equivalent $ 22,233,550 $ 22,233,50 $ — $ —
Total $ 2223350 $ 22,23350 $ — 9 —

14. Retirement Plan

The Company established a 401(k) definedrifmution savings plan for its employees who nesstain service period and age
requirements. Contributions are permitted up tontfaimum allowed under the Internal Revenue Codmaoh covered employee's salary.
The savings plan permits the Company to contribtifes discretion. For the years ended Decembe2@10, 2009, and 2008 the Company
made no contributions to the plan.

15. Related Party

During 2009, the Company paid Red Sky RastnLLC, or Red Sky, a total of $49,000 for vas@onsulting services. One of the
Company's current board members is a partner inSRgdThe same board member was also the formsiderg and CEO of Cyberkinetics.
There were no services provided by Red Sky to thagany during 2010 and no payments were made td&SRgdby the Company during
2010.

16. Credit Facility

In order to supplement its access to chmitaMarch 5, 2010 the Company entered into ay@ae Loan and Security Agreement, "Credit
Facility", with a bank, which permits the Companybbrrow up to $7.5 million on a revolving basisnéunts borrowed under the Credit
Facility will bear interest equal to the prime ratas 0.5%. Any borrowings under the Credit Fagiitll be secured by
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16. Credit Facility (Continued)

the Company's cash, accounts receivable, inverdoy equipment. The Company has not borrowed amysfunder the Credit Facility. The
Credit Facility expires in March 2012.

17. Subsequent Event—Business Restructuring

In January 2011, the Company announceaidtrbstructured its neurodiagnostic activities toarefficiently focus its efforts on its
installed base of active accounts, to shift distiiin to independent sales representatives, anetitacce cash consumption. Twenty five
employee positions were eliminated, primarily ifesaCharges totaled $2.3 million related to sevegacosts and inventory. Approximately
$2.0 million, consisting of $0.2 million in seveaand $1.8 million in inventory charges, was rdedras of December 31, 2010 and the
balance of approximately $0.3 million in severandébe recorded in 2011.
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Description
December 31, 201!

Allowance for
Doubtful
Accounts

Sales Returns
Reserve

Deferred Tax Asset
Valuation Allowat

December 31, 2009

Allowance for
Doubtful
Accounts

Sales Returns
Reserve

Deferred Tax Asset
Valuation Allowat

December 31, 2008

Allowance for
Doubtful
Accounts

Sales Returns
Reserve

Deferred Tax Asset
Valuation Allowat

NeuroMetrix, Inc.

Schedule [l—Valuation and Qualifying Accounts

Balance at Charged to Balance at

Beginning of costs and Charged to Recoveries/ End of

Period expenses other accounts (Deductions) Period
$ 370,000 $ 657 $ — 8,44 1) $ 379,10(
144,36 — 655,89 (773,38)(2) 26,86¢
22,513,21 6,147,63 — 9,18((3) 28,670,03
650,000 114,68 — (394,68))(2) 370,00(
231,39: — 960,39°  (1,047,42)(2) 144,36
21,191,71  1,420,23 — (98,72(3) 22,513,21
906,000 355,77« — (611,77)(2) 650,00(
165,64 —  1,190,78  (1,125,03)(2) 231,39
16,238,56  5,155,32 — (202,18)(3) 21,191,71

(1) Netrecoveries.

(2)  Write-offs.

3) Utilization and expiration of Federal and State Bgerating Loss Carryforward
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Exhibit 23.1
CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We hereby consent to the incorporationdfgrence in the Registration Statements on Forn{l$e8. 333-118059, 333-135242, 333-
151195, 333-159712, 333-159713 and 333-167180parfebrm S-3 (Nos. 333-150087, 333-162303 and 13837£84) of NeuroMetrix, Inc. ¢
our report dated March 7, 2011 relating to therfirial statements and financial statement schediieh appears in this Form 10-K.

/sl PricewaterhouseCoopers LLP

Boston, Massachusetts
March 7, 2011
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Exhibit 31.1
CERTIFICATION
I, Shai N. Gozani, certify that:
1. | have reviewed this Annual Report on Form 10-KNeuroMetrix, Inc.;
2. Based on my knowledge, this report does not coraynuntrue statement of a material fact or om#itéde a material fact necessary to

make the statements made, in light of the circuntgts.under which such statements were made, nigtagisg with respect to the
period covered by this report;

3. Based on my knowledge, the financial statementsoéimer financial information included in this repdairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amdtife periods presented in this report;

4. The registrant's other certifying officer(s) anaré responsible for establishing and maintainisgldsure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&)1%nd internal control over financial reportirag defined in Exchange Act
Rules 13a-15(f) and 15d-15(f)) for the registramd have:

a) designed such disclosure controls and proceduresiused such disclosure controls and procedures tlesigned under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhsibsidiaries, is made known
to us by others within those entities, particulatlying the period in which this report is beingpared;

b) designed such internal control over financial réipgr or caused such internal control over finah@aorting to be designed
under our supervision, to provide reasonable assareegarding the reliability of financial repodiand the preparation of
financial statements for external purposes in atmare with generally accepted accounting principles

C) evaluated the effectiveness of the registrantidaisre controls and procedures and presentedsimetport our conclusions
about the effectiveness of the disclosure contintsprocedures, as of the end of the period cousyeldis report based on
such evaluation; and

d) disclosed in this report any change in the regi$ganternal control over financial reporting tloatturred during the registrar
most recent fiscal quarter (the registrant's fofigital quarter in the case of an annual repod tias materially affected, or is
reasonably likely to materially affect, the regasit's internal control over financial reportingdan

5. The registrant's other certifying officer(s) andalve disclosed, based on our most recent evaluatimnernal control over financial
reporting, to the registrant's auditors and thatauaanmittee of the registrant's board of direci@spersons performing the equivalent
functions):

a) all significant deficiencies and material weaknsdsehe design or operation of internal contraérofinancial reporting which
are reasonably likely to adversely affect the regig's ability to record, process, summarize apdrt financial information;
and

b) any fraud, whether or not material, that involvesniaggement or other employees who have a significéain the registrant's

internal control over financial reporting.

Date: March 7, 2011 /s/ SHAI N. GOZANI, M.D., HA.

Shai N. Gozani, M.D., Ph.D.
Chairman, President and Chief Executive Off
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Exhibit 31.2
CERTIFICATION
I, Thomas T. Higgins, certify that:
1. | have reviewed this Annual Report on Form 10-KNeuroMetrix, Inc.;
2. Based on my knowledge, this report does not coraynuntrue statement of a material fact or om#itéde a material fact necessary to

make the statements made, in light of the circuntgts.under which such statements were made, nigtagisg with respect to the
period covered by this report;

3. Based on my knowledge, the financial statementsoéimer financial information included in this repdairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amdtife periods presented in this report;

4. The registrant's other certifying officer(s) anaré responsible for establishing and maintainisgldsure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&)1%nd internal control over financial reportirag defined in Exchange Act
Rules 13a-15(f) and 15d-15(f)) for the registramd have:

a) designed such disclosure controls and proceduresiused such disclosure controls and procedures tlesigned under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhsibsidiaries, is made known
to us by others within those entities, particulatlying the period in which this report is beingpared;

b) designed such internal control over financial réipgr or caused such internal control over finah@aorting to be designed
under our supervision, to provide reasonable assareegarding the reliability of financial repodiand the preparation of
financial statements for external purposes in atmare with generally accepted accounting principles

C) evaluated the effectiveness of the registrantidaisre controls and procedures and presentedsimetport our conclusions
about the effectiveness of the disclosure contintsprocedures, as of the end of the period cousyeldis report based on
such evaluation; and

d) disclosed in this report any change in the regi$ganternal control over financial reporting tloatturred during the registrar
most recent fiscal quarter (the registrant's fofigital quarter in the case of an annual repod tias materially affected, or is
reasonably likely to materially affect, the regasit's internal control over financial reportingdan

5. The registrant's other certifying officer(s) andalve disclosed, based on our most recent evaluatimnernal control over financial
reporting, to the registrant's auditors and thatauaanmittee of the registrant's board of direci@spersons performing the equivalent
functions):

a) all significant deficiencies and material weaknsdsehe design or operation of internal contraérofinancial reporting which
are reasonably likely to adversely affect the regig's ability to record, process, summarize apdrt financial information;
and

b) any fraud, whether or not material, that involvesniaggement or other employees who have a significéain the registrant's

internal control over financial reporting.

Date: March 7, 2011 /sl THOMAS T. HIGGINS

Thomas T. Higgins
Senior Vice President, Chief Financial Officer
and Treasure
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Exhibit 32
CERTIFICATION

Pursuant to section 906 of the SarbanesyOktt of 2002 (subsections (a) and (b) of secti8B0, chapter 63 of title 18, United States
Code), each of the undersigned officers of NeuroiMginc., a Delaware corporation (the "Compangdes hereby certify, to such officer's
knowledge, that:

The Annual Report for the year ended Decari, 2010 (the "Form 10-K") of the Company fudymplies with the requirements of
Section 13(a) or 15(d) of the Securities Exchangeoh 1934, as amended, and the information coethin the Form 10-K fairly presents, in
all material respects, the financial condition aesults of operations of the Company.

Date: March 7, 2011 /s/ SHAI N. GOZANI, M.D., HA.

Shai N. Gozani, M.D., Ph.D.
Chairman, President and Chief Executive Off

Date: March 7, 2011 /sl THOMAS T. HIGGINS

Thomas T. Higgins
Senior Vice President, Chief Financial Officer
and Treasure

This certification is being furnished arat filed, and shall not be incorporated into angwhoent for any purpose, under the Securities
Exchange Act of 1934 or the Securities Act of 1933.
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