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NOTE ABOUT FORWARD-LOOKING STATEMENTS
This quarterly report contains forward-looking statements. All statements other than statements of historical fact are “forward-looking
statements” for purposes of this Quarterly Report on Form 10-Q. These forward-looking statements may include, but are not limited to,
statements regarding our future results of operations and financial position, business strategy, market size, potential growth opportunities,
clinical development activities, efficacy and safety profile of our product candidates, our ability to maintain and recognize the benefits of certain
designations received by product candidates, the timing and results of clinical trials and potential regulatory approval and commercialization of
product candidates. The words “believe,” “may,” “will,” “potentially”, “estimate”, “continue”, “anticipate,” “predict,” “target,” “intend,” “could,”
“would,” “should,” “project,” “plan,” “expect,” and similar expressions that convey uncertainty of future events or outcomes are intended to
identify forward-looking statements, although not all forward-looking statements contain these identifying words.
These forward-looking statements are subject to a number of risks, uncertainties and assumptions, including those described in “Risk Factors”
and elsewhere in this quarterly report. Moreover, we operate in a very competitive and rapidly changing environment, and new risks emerge
from time to time. It is not possible for our management to predict all risks, nor can we assess the impact of all factors on our business or the
extent to which any factor, or combination of factors, may cause actual results to differ materially from those contained in any forward-looking
statements we may make. In light of these risks, uncertainties and assumptions, the forward-looking events and circumstances discussed in
this quarterly report may not occur and actual results could differ materially and adversely from those anticipated or implied in the forwardlooking statements.
You should not rely upon forward-looking statements as predictions of future events. Although we believe that the expectations reflected in the
forward-looking statements are reasonable, we cannot guarantee that the future results, levels of activity, performance or events and
circumstances reflected in the forward-looking statements will be achieved or occur. We undertake no obligation to update publicly any forwardlooking statements for any reason after the date of this report to conform these statements to actual results or to changes in our expectations,
except as required by law.
As used in this Quarterly Report on Form 10-Q, the terms “Aeglea,” “the Company,” “we,” “us,” and “our” refer to Aeglea BioTherapeutics, Inc.
and, where appropriate, its consolidated subsidiaries, unless the context indicates otherwise.

PART I. – FINANCIAL INFORMATION
Item 1.

Financial Statements
Aeglea BioTherapeutics, Inc.
Condensed Consolidated Balance Sheets
(Unaudited)
(In thousands, except share and per share amounts)
March 31,
2017

ASSETS
CURRENT ASSETS
Cash and cash equivalents
Marketable securities
Accounts receivable - grant
Prepaid expenses and other current assets
Total current assets
Property and equipment, net
Other non-current assets
TOTAL ASSETS

$

$

LIABILITIES AND STOCKHOLDERS’ EQUITY
CURRENT LIABILITIES
Accounts payable
Deferred revenue
Accrued and other current liabilities
Total current liabilities
Other non-current liabilities
TOTAL LIABILITIES
Commitments and Contingencies (Notes 9 and 11)
STOCKHOLDERS’ EQUITY
Preferred stock, $0.0001 par value; 10,000,000 shares authorized as of
March 31, 2017 and December 31, 2016; no shares issued and
outstanding as of March 31, 2017 and December 31, 2016
Common stock, $0.0001 par value; 500,000,000 shares authorized as of
March 31, 2017 and December 31, 2016; 13,452,260 shares and
13,430,833 shares issued and outstanding as of March 31, 2017 and
December 31, 2016, respectively
Additional paid-in capital
Accumulated other comprehensive loss
Accumulated deficit
TOTAL STOCKHOLDERS’ EQUITY
TOTAL LIABILITIES AND STOCKHOLDERS’ EQUITY

$

December 31,
2016

16,801
41,067
981
1,456
60,305
822
140
61,267

$

267
51
3,639
3,957
127
4,084

$

—

$

1
108,743
(37)
(51,524)
57,183
61,267

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

1

$

47,748
15,754
1,215
1,707
66,424
599
40
67,063

168
71
3,726
3,965
132
4,097

—

$

1
108,246
(4)
(45,277)
62,966
67,063

Aeglea BioTherapeutics, Inc.
Condensed Consolidated Statements of Operations
(Unaudited)
(In thousands, except share and per share amounts)
Three Months Ended
March 31,
2017

Revenues:
Grant

$

Operating expenses:
Research and development
General and administrative
Total operating expenses
Loss from operations

$

Other income (expense):
Interest income
Other expense, net
Total other income
Net loss

$

Net loss per share, basic and diluted
Weighted-average common shares outstanding, basic and diluted

$

2016

982
4,949
2,364
7,313
(6,331)
95
(11)
84
(6,247)
(0.47)
13,365,823

$
$

$
$

The accompanying notes are an integral part of these condensed consolidated financial statements.
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859
3,596
1,830
5,426
(4,567)
26
(6)
20
(4,547)
(7.10)
640,699

Aeglea BioTherapeutics, Inc.
Condensed Consolidated Statements of Comprehensive Loss
(Unaudited)
(In thousands)
Three Months Ended
March 31,
2017

Net loss
Other comprehensive income (loss):
Unrealized gain (loss) on marketable securities
Total comprehensive loss

2016

$

(6,247)

$

(4,547)

$

(33)
(6,280)

$

4
(4,543)

The accompanying notes are an integral part of these condensed consolidated financial statements.
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Aeglea BioTherapeutics, Inc.
Condensed Consolidated Statements of Cash Flows
(Unaudited)
(In thousands)
Three Months Ended
March 31,
2017

CASH FLOWS FROM OPERATING ACTIVITIES
Net loss
Adjustments to reconcile net loss to net cash used in operating activities:
Depreciation and amortization
Purchase premium on marketable securities
Amortization of premium on marketable securities
Deferred rent
Amortization of lease allowance liability
Stock-based compensation
Research and development services settled with convertible preferred stock
Changes in operating assets and liabilities:
Accounts receivable - grant
Prepaid expenses and other assets
Accounts payable
Deferred revenue
Accrued and other liabilities
Net cash used in operating activities
CASH FLOWS FROM INVESTING ACTIVITIES
Purchases of property and equipment
Purchases of marketable securities
Proceeds from maturities of marketable securities
Net cash used in investing activities
CASH FLOWS FROM FINANCING ACTIVITIES
Payment of deferred offering costs
Proceeds from employee stock plan purchases and issuance of common stock
Net cash provided (used) by financing activities
NET DECREASE IN CASH AND CASH EQUIVALENTS
CASH AND CASH EQUIVALENTS
Beginning of period
End of period
Supplemental Disclosure of Non-Cash Investing and Financing Information:
Unpaid amounts related to purchase of property and equipment

$

2016

(6,247)

(4,547)

52
(55)
49
5
(10)
401
—

29
(16)
8
—
(6)
140
20

234
151
95
(20)
(87)
(5,432)

79
(431)
261
—
475
(3,988)

(271)
(32,780)
7,440
(25,611)

(2)
(2,940)
1,750
(1,192)

—
96
96
(30,947)

(98)
—
(98)
(5,278)

$

47,748
16,801

$

29,294
24,016

$

4

$

—

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

Aeglea BioTherapeutics, Inc.
Notes to Condensed Consolidated Financial Statements
1. The Company and Basis of Presentation
Aeglea BioTherapeutics, Inc. (“Aeglea” or the “Company”) is a clinical-stage biotechnology company committed to developing enzymebased therapeutics in the field of amino acid metabolism to treat rare genetic diseases and cancer. The Company was formed as a Limited
Liability Company (LLC) in Delaware on December 16, 2013 under the name Aeglea BioTherapeutics Holdings, LLC and was converted from a
Delaware LLC to a Delaware corporation (the “LLC Conversion”) on March 10, 2015. The Company operates in one segment and has its
principal offices in Austin, Texas.
Initial Public Offering
On April 6, 2016, the Company’s Registration Statement on Form S-1 (File No. 333-205001) relating to the initial public offering (“IPO”)
of its common stock was declared effective by the Securities and Exchange Commission (“SEC”). The IPO closed on April 12, 2016, and
5,481,940 shares of common stock were sold at a public offering price of $10.00 per share, including 481,940 shares of common stock issued
upon the partial exercise by the underwriters of their option to purchase additional shares. The Company received $47.3 million in aggregate
cash proceeds, net of underwriting discounts and commissions of $3.8 million and offering costs of $3.7 million incurred by the Company.
Immediately prior to the closing of the IPO, all shares of outstanding convertible preferred stock were automatically converted, at a ratio
of one share of common stock for each share of convertible preferred stock, into 7,172,496 shares of common stock with the related carrying
value of $58.3 million reclassified to common stock and additional paid-in capital.
In connection with the IPO, the Company amended its Restated Certificate of Incorporation to change the authorized capital stock to
510,000,000 shares of which 500,000,000 shares are designated as common stock and 10,000,000 shares are designated as preferred stock,
all with a par value of $0.0001 per share. There are no shares of preferred stock outstanding as of March 31, 2017.
Liquidity
As of March 31, 2017, the Company had working capital of $56.3 million, an accumulated deficit of $51.5 million, and cash, cash
equivalents, and marketable securities of $57.9 million. The Company has not generated any product revenues and has not achieved profitable
operations. There is no assurance that profitable operations will ever be achieved, and, if achieved, could be sustained on a continuing basis.
In addition, development activities, clinical and nonclinical testing, and commercialization of the Company’s products will require significant
additional financing.
The Company is subject to a number of risks similar to other life science companies, including, but not limited to, risks related to the
successful discovery and development of product candidates, raising additional capital, development of competing drugs and therapies,
protection of proprietary technology and market acceptance of the Company’s products. As a result of these and other factors and the related
uncertainties, there can be no assurance of the Company’s future success.
Based upon the Company’s current operating plan, the Company believes that it has sufficient resources to fund operations through
March 31, 2019 with its existing cash, cash equivalents, and marketable securities. The Company will need to secure additional funding in the
future, in order to carry out all of its planned research and development activities. If the Company is unable to obtain additional financing or
generate license or product revenue, the lack of liquidity could have a material adverse effect on the Company’s future prospects.
Unaudited Interim Financial Information
The interim condensed consolidated financial statements included in this document are unaudited. The unaudited interim financial
statements have been prepared on the same basis as the annual financial statements and reflect, in the opinion of management, all
adjustments of a normal and recurring nature that are necessary for a fair statement of the Company’s financial position as of March 31, 2017,
and its results of operations for the three months ended March 31, 2017 and 2016, and cash flows for the three months ended March 31, 2017
and 2016. The results of operations for the three months ended March 31, 2017 are not necessarily indicative of the results to be expected for
the year ending December 31, 2017 or for any other future annual or interim period. The December 31, 2016 balance sheet was derived from
audited financial statements, but does not include all disclosures required by accounting principles generally
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accepted in the United States (“U.S. GAAP”). These financial statements should be read in conjunction with the audited financial statements
included in the Company’s Form 10-K for the year ended December 31, 2016 as filed with the SEC.
2. Summary of Significant Accounting Policies
Use of Estimates
The preparation of financial statements in conformity with U.S. GAAP requires management to make estimates and assumptions that
affect the amounts reported in the consolidated financial statements and accompanying notes. Such management estimates include those
related to accruals of research and development related costs, fair values of preferred and common stock, stock-based compensation, and
certain company income tax related items. Management bases its estimates on historical experience and on various other market-specific and
relevant assumptions that management believes to be reasonable under the circumstances. Actual results could differ significantly from those
estimates.
Cash and Cash Equivalents
The Company considers all highly liquid investments with original maturities of three months or less from the date of purchase to be cash
equivalents. Cash equivalents consist of money market funds and debt securities and are stated at fair value.
Marketable Securities
All investments have been classified as available-for-sale and are carried at estimated fair value as determined based upon quoted
market prices or pricing models for similar securities. Management determines the appropriate classification of its investments in debt securities
at the time of purchase. The Company may or may not hold securities with stated maturities greater than one year until maturity. All availablefor-sale securities are considered available to support current operations and are classified as current assets.
Unrealized gains and losses are excluded from earnings and are reported as a component of accumulated comprehensive loss.
Realized gains and losses and declines in fair value judged to be other than temporary, if any, on available-for-sale securities are included in
other income (expense). The cost of securities sold is based on the specific-identification method. There were no realized gains or losses on
marketable securities for the three months ended March 31, 2017 and 2016. Interest on marketable securities is included in interest income.
Concentration of Credit Risk
Financial instruments that potentially subject the Company to a concentration of credit risk consist of cash, cash equivalents, and
marketable securities. The Company’s investment policy limits investments to high credit quality securities issued by the U.S. government, U.S.
government-sponsored agencies and highly rated banks, subject to certain concentration limits and restrictions on maturities. The Company’s
cash, cash equivalents, and marketable securities are held by financial institutions in the United States that management believes are of high
credit quality. Amounts on deposit may at times exceed federally insured limits. The Company has not experienced any losses on its deposits
of cash and cash equivalents and its accounts are monitored by management to mitigate risk. The Company is exposed to credit risk in the
event of default by the financial institutions holding its cash and cash equivalents and bond issuers.
Property and Equipment
Property and equipment are stated at cost, net of accumulated depreciation and amortization. Depreciation and amortization are
computed using the straight-line method over the estimated useful lives of the assets. Repairs and maintenance that do not extend the life or
improve an asset are expensed as incurred. Upon retirement or sale, the cost of disposed assets and their related accumulated depreciation
and amortization are removed from the balance sheet. Any gain or loss is credited or charged to operations.
6

The useful lives of the property and equipment are as follows:
Laboratory equipment
Furniture and office equipment
Computer equipment
Software
Leasehold improvements

5 years
5 years
3 years
3 years
Shorter of remaining lease term or estimated useful life

Impairment of Long-Lived Assets
Long-lived assets are reviewed for indications of possible impairment whenever events or changes in circumstances indicate that the
carrying amount of an asset may not be recoverable. Recoverability is measured by comparison of the carrying amounts to the future
undiscounted cash flows attributable to these assets. An impairment loss is recognized to the extent an asset group is not recoverable, and the
carrying amount exceeds the projected discounted future cash flows arising from these assets. There were no impairments of long-lived assets
for the three months ended March 31, 2017 and 2016.
Accrued Research and Development Costs
The Company records the costs associated with research nonclinical studies, clinical trials, and manufacturing development as incurred.
These costs are a significant component of the Company’s research and development expenses, with a substantial portion of the Company’s
on-going research and development activities conducted by third-party service providers, including contract research and manufacturing
organizations.
The Company accrues for expenses resulting from obligations under agreements with contract research organizations (“CROs”),
contract manufacturing organizations (“CMOs”), and other outside service providers for which payment flows do not match the periods over
which materials or services are provided to the Company. Accruals are recorded based on estimates of services received and efforts expended
pursuant to agreements established with CROs, CMOs, and other outside service providers. These estimates are typically based on contracted
amounts applied to the proportion of work performed and determined through analysis with internal personnel and external service providers as
to the progress or stage of completion of the services. The Company makes significant judgments and estimates in determining the accrual
balance in each reporting period. In the event advance payments are made to a CRO, CMO, or outside service provider, the payments will be
recorded as a prepaid asset which will be amortized as the contracted services are performed. As actual costs become known, the Company
adjusts its accruals. Inputs, such as the services performed, the number of patients enrolled, or the study duration, may vary from the
Company’s estimates, resulting in adjustments to research and development expense in future periods. Changes in these estimates that result
in material changes to the Company’s accruals could materially affect the Company’s results of operations. The Company has not experienced
any material deviations between accrued and actual research and development expenses.
Leases
The Company entered into lease agreements for its office and laboratory facilities. The leases are classified as operating leases. The
Company records rent expense on a straight-line basis over the term of the leases and, accordingly records the difference between cash rent
payments and the recognition of rent expense as a deferred rent liability. Incentives granted under the Company’s facilities leases, including
allowances to fund leasehold improvements, are deferred and are recognized as adjustments to rental expense on a straight-line basis over the
term of the lease.
Fair Value of Financial Instruments
The Company uses fair value measurements to record fair value adjustments to certain financial and non-financial assets and liabilities
and to determine fair value disclosures. The accounting standards define fair value, establish a framework for measuring fair value, and require
disclosures about fair value measurements. Fair value is defined as the price that would be received from selling an asset or paid to transfer a
liability in an orderly transaction between market participants at the measurement date. When determining the fair value measurements for
assets and liabilities required to be recorded at fair value, the principal or most advantageous market in which the Company would transact are
considered along with assumptions that market participants would use when pricing the asset or liability, such as inherent risk, transfer
restrictions, and risk of nonperformance.
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The accounting standard for fair value establishes a fair value hierarchy based on three levels of inputs, the first two of which are
considered observable and the last unobservable, that requires an entity to maximize the use of observable inputs and minimize the use of
unobservable inputs when measuring fair value. A financial instrument’s categorization within the fair value hierarchy is based upon the lowest
level of input that is significant to the fair value measurement.
The three levels of inputs that may be used to measure fair value are as follows:
Level 1:

Observable inputs, such as quoted prices in active markets for identical assets or liabilities.

Level 2:

Observable inputs other than Level 1 prices, such as quoted prices for similar assets or liabilities, or other inputs that are
observable or can be corroborated by observable market data for substantially the full term of the assets or liabilities.

Level 3:

Valuations based on unobservable inputs to the valuation methodology and including data about assumptions market
participants would use in pricing the asset or liability based on the best information available under the circumstances.

Financial instruments carried at fair value include cash, cash equivalents, and marketable securities. The carrying amount of accounts
receivable, accounts payable and accrued liabilities approximate fair value due to their relatively short maturities.
Revenue Recognition
The Company’s sole source of revenue is grant revenue related to a $19.8 million research grant received from the Cancer Prevention
and Research Institute of Texas (“CPRIT”), covering a four-year period from June 1, 2014 through May 31, 2018. Grant revenue is recognized
when qualifying costs are incurred and there is reasonable assurance that the conditions of the award have been met for collection. Proceeds
received prior to the costs being incurred or the conditions of the award being met are recognized as deferred revenue until the services are
performed and the conditions of the award are met (see Note 5).
Research and Development Costs
Research and development costs are expensed as incurred. Research and development costs include, but are not limited to, salaries,
benefits, travel, share-based compensation, consulting costs, contract research service costs, laboratory supplies, contract manufacturing
costs, and costs paid to other third parties that conduct research and development activities on the Company’s behalf. Amounts incurred in
connection with license agreements are also included in research and development expense.
Certain research and development costs incurred were settled contractually by the Company issuing a variable number of the
Company’s shares determined by dividing the fixed monetary amount of costs incurred by the issuance-date fair value of the issuable shares.
The Company recorded research and development expense for these costs and accrued for the fixed monetary amount as an accrued liability
as the services were rendered until the amount was settled. In June 2015, the remaining Company obligation to settle these costs with
Company shares was converted to a cash-based payment through a contract amendment with the service provider.
Advance payments for goods or services to be rendered in the future for use in research and development activities are recorded as a
prepaid asset and expensed as the related goods are delivered or the services are performed.
Stock-Based Compensation
The Company recognizes the cost of stock-based awards granted to employees based on the estimated grant-date fair values of the
awards. The value of the award is recognized as expense ratably over the requisite service period. The Company recognizes the compensation
costs for awards that vest over several years on a straight-line basis over the vesting period. Forfeitures are recognized when they occur, which
may result in the reversal of compensation costs in subsequent periods as the forfeitures arise. The Company recognizes the cost of stockbased awards granted to nonemployees at their then-current fair values as services are performed, and are remeasured through the
counterparty performance date.
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Income Taxes
Effective January 1, 2015, the Company, for tax purposes, converted from a partnership to a corporation and continues to serve as a
holding company for seven wholly-owned subsidiary corporations. Beginning with the year ended December 31, 2015, the Company filed a
consolidated corporate federal income tax return. The Company and its subsidiaries use the asset and liability method of accounting for income
taxes. Under this method, deferred tax assets and liabilities are recognized for the expected future tax consequences of temporary differences
between the financial statements and the tax bases of assets and liabilities. A valuation allowance is established against the deferred tax
assets to reduce their carrying value to an amount that is more likely than not to be realized. The deferred tax assets and liabilities are
classified as noncurrent along with the related valuation allowance. Due to a lack of earnings history, the net deferred tax assets have been
fully offset by a valuation allowance.
The Company recognizes benefits of uncertain tax positions if it is more likely than not that such positions will be sustained upon
examination based solely on the technical merits, as the largest amount of benefits that is more likely than not be realized upon the ultimate
settlement. The Company’s policy is to recognize interest and penalties related to the unrecognized tax benefits as a component of income tax
expense.
Comprehensive Loss
Comprehensive loss is the change in stockholders’ equity from transactions and other events and circumstances other than those
resulting from investments by stockholders and distributions to stockholders. The Company’s other comprehensive income (loss) is currently
comprised of changes in unrealized gains and losses on available-for-sale securities.
Reclassification
Certain reclassifications have been made to prior period amounts to conform to current period presentation. These reclassifications did
not have an impact on the Company’s results of operations or financial position as of March 31, 2017 and December 31, 2016.
Recent Accounting Pronouncements
In February 2016, the FASB issued ASU No. 2016-02, Leases (Topic 842), which establishes a comprehensive new lease accounting
model. The new standard: (a) clarifies the definition of a lease; (b) requires a dual approach to lease classification similar to current lease
classifications; and, (c) causes lessees to recognize leases on the balance sheet as a lease liability with a corresponding right-of-use asset for
leases with a lease-term of more than twelve months. The new standard is effective for fiscal years and interim periods beginning after
December 15, 2018 and requires modified retrospective application. Early adoption is permitted. The Company is currently evaluating the
impact that the adoption of ASU 2016-02 will have on its consolidated financial statements, but expect the impact to be limited to the operating
lease agreements for the office and laboratory spaces in Austin, Texas.
3. Cash Equivalents and Marketable Securities
The following tables summarize the estimated fair value of the Company’s cash equivalents and marketable securities and the gross
unrealized gains and losses (in thousands):
March 31, 2017
Gross
Gross
Unrealized
Unrealized
Gains
Losses

Amortized
Cost

Cash equivalents:
Money market funds
Reverse repurchase agreements
Total cash equivalents

$

Marketable securities:
US government and agency securities
Total marketable securities

$
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3,781
10,250
14,031

41,104
41,104

$

$

—
—
—

—
—

$

$

—
—
—

Estimated
Fair Value

$

3,781
10,250
14,031

(37)
(37) $

41,067
41,067

December 31, 2016
Gross
Gross
Unrealized
Unrealized
Gains
Losses

Amortized
Cost

Cash equivalents:
Money market funds
Reverse repurchase agreements
Total cash equivalents

$

Marketable securities:
US government and agency securities
Total marketable securities

$

4,584
39,250
43,834

15,758
15,758

$

$

—
—
—

—
—

$

—
—
—

$

Estimated
Fair Value

$

4,584
39,250
43,834

(4)
(4) $

15,754
15,754

The reverse repurchase agreements are settled in cash nightly, and as such are classified as cash equivalents.
As of March 31, 2017 and December 31, 2016, the Company held 22 and nine debt securities, respectively, that were in an unrealized
loss position for less than one year. The aggregate fair value of debt securities in an unrealized loss position as of March 31, 2017 and
December 31, 2016 were $41.1 million and $15.8 million, respectively, with no individual securities in a significant unrealized loss position. The
Company evaluated its securities for other-than-temporary impairment and considered the decline in market value for the securities to be
primarily attributable to current economic and market conditions and would not be required to sell the securities before recovery of the
amortized cost basis. Based on this analysis, these marketable securities were not considered to be other-than-temporarily impaired as of
March 31, 2017 and December 31, 2016.
The following tables summarizes the contractual maturities of the Company’s marketable securities at estimated fair value (in
thousands):
March 31,
2017

Due in one year or less
Due in 1 - 2 years
Total marketable securities

$
$

39,075
1,992
41,067

December 31,
2016

$
$

15,754
—
15,754

The Company may sell investments at any time for use in current operations even if they have not yet reached maturity. As a result, the
Company classifies marketable securities, including securities with maturities beyond twelve months as current assets.
4. Accrued and Other Current Liabilities
Accrued and other current liabilities consist of the following (in thousands):
March 31,
2017

Accrued compensation
Accrued contracted research and development costs
Accrued professional and consulting fees
Accrued other and other current liabilities
Total accrued and other current liabilities

$

$

759
2,022
743
115
3,639

December 31,
2016

$

$

1,270
1,749
480
227
3,726

5. Grant Revenues
In June 2015, the Company entered into a Cancer Research Grant Contract (“Grant Contract”) with CPRIT, under which CPRIT awarded
a grant not to exceed $19.8 million for use in developing cancer treatments by exploiting the metabolism of cancer cells. The Grant Contract
covers a four-year period from June 1, 2014 through May 31, 2018.
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Upon commercialization of the product, the terms of the Grant Contract require the Company to pay tiered royalties in the low to midsingle digit percentages. Such royalties reduce to less than one percent after a mid-single-digit multiple of the grant funds have been paid to
CPRIT in royalties.
The Company recognized grant revenue of $982,000 and $859,000 in the three months ended March 31, 2017 and 2016, respectively,
for qualified expenditures under the grant. As of March 31, 2017 and December 31, 2016, the Company had an outstanding grant receivable of
$981,000 and $1.2 million, respectively, for the grant expenditures that were paid but had not been reimbursed and deferred revenue of
$51,000 and $71,000, respectively, for proceeds received but for which the costs had not been incurred or the conditions of the award had not
been met.
6. Stock-Based Compensation
The 2016 Equity Incentive Plan (“2016 Plan”) provides for an automatic annual increase in the number of shares available for issuance
thereunder, to be added on the first day of each fiscal year, beginning on January 1, 2017 and continuing through 2023, up to 4% of the
outstanding number of shares of the Company’s common stock on the December 31 immediately prior to the date of increase, provided that an
increase is only effective if the Company’s board of directors either confirmed the automatic increase or approved the increase of a lesser
number of shares prior to January 1 of each relevant year. As a result of this provision, on January 1, 2017, an additional 537,233 shares
became available for issuance under the 2016 Plan.
The Company granted equity awards under its 2015 Equity Incentive Plan (“2015 Plan”) until April 2016 when it was terminated as to
future awards, although it continues to govern the terms of awards that remain outstanding under the 2015 Plan. In connection with the
Company’s adoption of the 2016 Plan, all remaining shares available for future issuance under the 2015 Plan were transferred to the 2016
Plan.
During the three months ended March 31, 2017 and 2016, the Company issued an aggregate of 772,800 and 84,417 options,
respectively, to purchase common stock under its equity incentive plans for an aggregate fair value of $4,161,205 and $332,000, respectively.
Additionally, the Company issued and sold 18,184 shares under the 2016 Employee Stock Purchase Plan (“2016 ESPP”) for aggregate cash
proceeds of $78,000 during the three months ended March 31, 2017. There were no shares issued and sold under the 2016 ESPP during the
three months ended March 31, 2016.
Total stock-based compensation expense related to the Company’s equity incentive plans and 2016 ESPP was as follows (in
thousands):
Three Months Ended
March 31,
2017
2016

Research and development
General and administrative
Total stock-based compensation expense

$
$

11

110
291
401

$
$

54
86
140

The following table summarizes the weighted-average Black-Scholes option pricing model assumptions used to estimate the fair value of
stock options granted under the equity incentive plans and the shares purchasable under the 2016 ESPP during the periods presented:
Three Months Ended
March 31,
2017
2016

Equity Incentive Plans
Expected term
Expected volatility
Risk-free interest
Dividend yield

5.99
86%
2.13%
0%

5.94
87%
1.26%
0%

2016 ESPP
Expected term
Expected volatility
Risk-free interest
Dividend yield

0.50
79%
0.68%
0%

—
—
—
—

7. Fair Value Measurements
The Company measures and reports certain financial instruments as assets and liabilities at fair value on a recurring basis. The following
tables sets forth the fair value of the Company’s financial assets and liabilities at fair value on a recurring basis based on the three-tier fair
value hierarchy (in thousands):
March 31, 2017
Level 2
Level 3

Level 1

Financial Assets
Money market funds
Reverse repurchase agreements
US government and agency securities
Total financial assets

$

$

3,781
—
—
3,781

$

$

$

$

4,584
—
—
4,584

$

$

—
—
—
—

$

$

December 31, 2016
Level 2
Level 3

Level 1

Financial Assets
Money market funds
Reverse repurchase agreements
US government and agency securities
Total financial assets

—
10,250
41,067
51,317

Total

$

$

—
39,250
15,754
55,004

$

$

3,781
10,250
41,067
55,098

Total

—
—
—
—

$

$

4,584
39,250
15,754
59,588

The Company measures the fair value of money market funds on quoted prices in active markets for identical asset or liabilities. The
Level 2 assets include reverse repurchase agreements and U.S. government and agency securities and are valued based on quoted prices for
similar assets in active markets and inputs other than quoted prices that are derived from observable market data.
The Company evaluates transfers between levels at the end of each reporting period. There were no transfers between Level 1 and
Level 2 during the periods presented.
8. Net Loss Per Share Attributable to Common Stockholders
The Company computed net loss attributable per common stockholder using the two-class method required for participating securities
through the date of the IPO. Immediately prior to the IPO, all outstanding convertible preferred stock was converted into common stock (see
Note 1). The Company considered convertible preferred stock to be participating securities. In the event that the Company had paid out
distributions, holders of convertible preferred stock would have participated in the distribution.
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The two-class method is an earnings (loss) allocation method under which earnings (loss) per share is calculated for common stock and
participating security considering a participating security’s rights to undistributed earnings (loss) as if all such earnings (loss) had been
distributed during the period. The convertible preferred stock did not have an obligation to fund losses and are therefore excluded from the
calculation of basic net loss per share. The Company’s Series A and B convertible preferred stock were entitled to receive noncumulative
dividends and in preference to any dividends on shares of the Company’s common stock.
Basic and diluted net loss per share attributable to common stockholders is computed by dividing net loss attributable to common stock
by the weighted-average number of common stock outstanding during the period. For periods in which the Company generated a net loss, the
Company does not include the potential impact of dilutive securities in diluted net loss per share, as the impact of these items is anti-dilutive.
The following weighted-average equity instruments were excluded from the calculation of diluted net loss per share because their effect
would have been anti-dilutive for the periods presented:
Three Months Ended
March 31,
2017
2016

Series A convertible preferred stock
Series B convertible preferred stock
Unvested restricted common stock
Options to purchase common stock

—
—
74,013
1,330,481

2,172,520
4,999,976
116,635
588,832

9. Research and License Agreements
University Research Agreement
In December 2013, the Company entered into a research agreement with the University of Texas at Austin (the “University”). Under the
terms of this research agreement, the Company engaged the University to perform certain nonclinical research activities related to the systemic
depletion of amino acids for cancer therapy and rare disease therapy.
Under the research agreement, the Company was required to pay the University an annual amount not to exceed $386,000 during the
one year term of the agreement from the effective date. Pursuant to subsequent amendments to the research agreement, the term and
maximum expenditure limitation were extended and increased through August 31, 2017 for a combined $1.8 million. For the three months ended
March 31, 2017 and 2016, the Company paid $188,000 and $457,000, respectively, the University under the research agreement.
License Agreements
In December 2013, two of the Company’s wholly owned subsidiaries, AECase, Inc. (“AECase”) and AEMase, Inc. (“AEMase”), entered
into license agreements with the University under which the University granted to AECase and AEMase exclusive, worldwide, sublicenseable
licenses. The University granted the AECase license under a patent application relating to the right to use technology related to the Company’s
AEB3103 product candidate. The University granted the AEMase license under a patent relating to the right to use technology related to the
Company’s AEB2109 product candidate.
In January 2017, the Company entered into an Amended and Restated Patent License Agreement (the “Restated License”) with the
University which consolidated the two license agreements, revised certain obligations, and licensed additional patent applications and invention
disclosures to the Company. Pursuant to the terms of the Restated License, the Company may be required to pay the University up to $6.4
million milestone payments based on the achievement of certain development milestones, including clinical trials and regulatory approvals, the
majority of which are due upon the achievement of later development milestones, including a $5.0 million payment due on regulatory approval
of a product and a $500,000 payment payable on final regulatory approval of a product for a second indication. In addition, the Company is
required to pay the University a low single-digit royalty on worldwide-net sales of products covered under the Restated License, together with a
revenue share on non-royalty consideration received from sublicensees. The rate of the revenue share ranges from 6.5% to 25% depending on
the date the sublicense agreement is signed.
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10. Related Party Transactions
The spouse of the Company’s Chief Executive Officer previously provided consulting services to the Company. For the three months
ended March 31, 2017, there were no payments made to the spouse in consulting fees. For the three months ended March 31, 2016, the
Company paid $129,000 to the spouse in consulting fees, which were recorded in Research and Development expenses. As of March 31, 2017
and December 31, 2016, the Company had no outstanding liability to the related party.
One of the founders, a non-employee member of the Company’s Board of Directors, entered into a consulting agreement with the
Company in 2014 under which the founder would receive $50,000 per year for a fixed number of hours of consulting and advisory services and
receive equity incentive shares, which converted into 43,290 restricted stock awards and 13,852 stock options upon the LLC Conversion, with
the vesting contingent on time and performance milestones being achieved. For the three months ended March 31, 2017, there were no
payments made to the Founder under the consulting agreement. For the three months ended March 31, 2016, the Company paid $13,000 to
the Founder under the consulting agreement. As of March 31, 2017 and December 31, 2016, the Company had no outstanding liability to the
related party.
11. Commitments and Contingencies
The Company leases office space in Austin, Texas under an operating lease that commenced in January 2015. The lease was amended
in September 2016 to increase office space and extend the term to December 31, 2020.
Under the terms of the amended office lease agreement, the security deposit requirement was set at $39,000 until the expiration of the
lease. The lessor is entitled to retain all or any part of the security deposit for payment in the event of any uncured default by the Company
under the terms of the lease.
In February 2017, the Company entered into a lease agreement for laboratory facilities in Austin, Texas under an operating lease, which
will expire in December 2017.
The following table summarizes the Company’s future minimum lease commitments as of March 31, 2017 (in thousands):
Year ending December 31:
2017
2018
2019
2020
2021
Total minimum lease payments

$

$

314
283
291
300
—
1,188

For the three months ended March 31, 2017 and 2016, the Company incurred $76,000 and $35,000, respectively, in rent expense under
noncancellable operating leases.
12. Subsequent Events
On April 21, 2017, the Company appointed a member of its board of directors as interim chief medical officer (“interim CMO”). Under the
employment agreement, the interim CMO will receive a salary of $27,000 per month and an option to purchase 24,000 shares of common
stock, subject to a service condition.
On May 1, 2017, the Company filed a shelf registration statement on Form S-3 for the potential offering, issuance and sale by the
Company of up to $150 million of common stock, preferred stock, debt securities, warrants to purchase common stock, preferred stock and
debt securities, subscription rights to purchase common stock, preferred stock and debt securities, and units consisting of all or some of these
securities. The shelf registration statement has not been declared effective by the SEC. Up to $20 million of the maximum aggregate offering
price of $150 million under the registration statement, if declared effective by the SEC, may be issued and sold pursuant to an “at-the-market”
offering for sales of the Company’s common stock pursuant to a sales agreement between the Company and JonesTrading Institutional
Services LLC.
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Item 2.

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

You should read the following discussion and analysis of our financial condition and results of operations in conjunction with our
unaudited condensed consolidated financial statements and related notes included in Part I, Item 1 of this Quarterly Report as well as the
audited consolidated financial statements and notes and Management’s Discussion and Analysis of Financial Condition and Results of
Operations, included in our Annual Report on Form 10-K for the year ended December 31, 2016 filed with the SEC on March 23, 2017. This
discussion and other parts of this Quarterly Report contain forward-looking statements that involve risks and uncertainties, such as statements
of our plans, objectives, expectations and intentions. Our actual results could differ materially from those discussed in these forward-looking
statements. Factors that could cause or contribute to such differences include, but are not limited to, those discussed in the section of this
report entitled “Risk Factors.”
Overview
We are a biotechnology company committed to developing enzyme-based therapeutics in the field of amino acid metabolism to treat rare
genetic diseases and cancer. Our engineered human enzymes are designed to degrade specific amino acids in the blood to target these
diseases. In inborn errors of metabolism, or IEM, a subset of rare genetic diseases, we are seeking to reduce the toxic levels of amino acids in
patients to the normal range. In oncology, we are seeking to reduce amino acid blood levels below the normal range where we believe we will
be able to exploit the dependence of certain cancers on specific amino acids.
Our lead product candidate, AEB1102, is engineered to degrade the amino acid arginine and is being developed to treat two extremes of
arginine metabolism, including arginine excess in patients with Arginase 1 Deficiency, an IEM, as well as some cancers which have been
shown to have a metabolic dependence on arginine. AEB1102 has demonstrated clinical proof-of-mechanism in both scenarios. In a Phase 1
clinical trial for the treatment of patients with Arginase 1 Deficiency, a dose-proportional reduction in plasma arginine levels was observed in
two patients. A reduction in blood arginine levels was also observed in Phase 1 clinical trials for the treatment of patients with advanced solid
tumors and the hematological malignancies relapsed refractory acute myeloid leukemia, or AML, and myelodysplastic syndrome, or MDS.
These preliminary results support its potential use as a therapeutic of both Arginase 1 Deficiency and certain cancers associated with abnormal
amino acid metabolism.
We are conducting three clinical trials for AEB1102, consisting of one Phase 1/2 clinical trial for the treatment of Arginase 1 Deficiency
and two Phase 1 clinical trials for the treatment of certain cancers.
•

Arginase 1 Deficiency. Following completion of dosing for the first two adult patients in our Phase 1 clinical trial for the treatment
of patients with Arginase 1 Deficiency, we submitted a protocol amendment in November 2016 to broaden the scope of our Phase
1 trial into a Phase 1/2 trial. The amended protocol includes dosing of pediatric patients (two and older) and weekly repeat dosing,
with the intent to assess the safety, tolerability, pharmacokinetics, pharmacodynamics, and clinical response of AEB1102 in
patients with this IEM. In the first quarter of 2017, we received Institutional Review Board, or IRB, approval for the Phase 1/2
protocol for the treatment of patients with Arginase 1 Deficiency at multiple IRBs. In March 2017, we received an information
request from the FDA which included comments and recommendations on the protocol amendment and a request for supporting
documents based on their review of our completed toxicology studies, our dose escalation plan and our information to support the
inclusion of pediatric patients. As recommended by the FDA, we replied with supporting information and completed a follow-up
meeting. At this time, we believe our Phase 1/2 protocol provides an appropriate path to evaluate the safety and tolerability of
AEB1102 in pediatric patients, and pending FDA feedback, we plan to initiate dosing in pediatric patients in the middle of 2017. In
March 2017, we announced results from the first two adult patients in our Phase 1 clinical trial for the treatment of Arginase 1
Deficiency at the 2017 American College of Medical Genetics and Genomics Annual Clinical Genetics Meeting, or ACMG Annual
Meeting. We intend to continue enrollment of adult patients and plan to dose additional adult patients in the middle of 2017.
Topline data from this trial is expected in the first half of 2018.
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•

Advanced Solid Tumors. In October 2015, we initiated enrollment for a Phase 1 dose escalation trial for cancer patients with
advanced solid tumors. In this ongoing trial, AEB1102 is well-tolerated and patients have demonstrated a reduction in blood
arginine levels, providing proof-of-mechanism. We expect to announce results of this Phase 1 dose escalation in patients with
advanced solid tumors and anticipate initiating expansion arms in specific solid tumor types, potentially in combination with
existing or emerging standards of care, in the fourth quarter of 2017 or the first quarter of 2018.

•

Hematological Malignancies. In July 2016, we initiated a Phase 1 clinical trial in patients with the hematological malignancies
AML and MDS in the United States and Canada. As demonstrated in the trial for patients with advanced solid tumors, the first
three cohorts of this trial have demonstrated proof-of-mechanism. We expect to announce results of the Phase 1 dose escalation
trial in patients with AML and MDS in the fourth quarter of 2017 or the first quarter of 2018.

We are also building a pipeline of additional product candidates targeting key amino acids and other metabolites, including homocystine,
a target for another IEM as well as cysteine, and its oxidized form cystine, and methionine, for cancer indications.
Since inception, we have devoted substantially all of our efforts and resources to identifying and developing product candidates,
conducting nonclinical studies, initiating and conducting clinical trials, recruiting personnel and raising capital. To date, we have financed our
operations primarily through private placements of our preferred stock, the initial public offering, or IPO, of our common stock, completed on
April 12, 2016, and collection of a research grant.
We have not recorded revenue from product sales and all of our revenue to date has been grant revenue. Since our inception, and
through March 31, 2017, we have raised an aggregate of $109.7 million to fund our operations through sale and issuance of convertible
preferred and common equity securities and collected $10.8 million in grant proceeds. As of March 31, 2017, we had cash, cash equivalents,
and marketable securities of $57.9 million.
We have incurred net losses in each year since inception. Our net losses were $6.2 million and $4.5 million for the three months ended
March 31, 2017 and 2016, respectively, and have resulted from costs incurred in connection with our research and development programs and
from general and administrative expenses associated with our operations. As of March 31, 2017, we had an accumulated deficit of $51.5
million. We expect to continue to incur significant expenses and operating losses over the next several years. Our net losses may fluctuate
significantly from quarter to quarter and from year to year. We anticipate that our expenses will increase significantly as we continue our clinical
and diagnostic development activities for our lead product candidate, AEB1102; concurrently develop our pipeline product candidates; expand
and protect our intellectual property portfolio; and hire additional personnel. In addition, we have incurred and expect to continue to incur
additional costs associated with operating as a public company.
Recent Developments
In April 2017, we presented preclinical data at the 2017 American Association of Cancer Research (AACR) Annual Meeting, which
demonstrated that reducing systemic arginine with AEB1102 in preclinical models did not suppress the immune response induced by anti-PD-1
and anti-PD-L1, and exerted an additive anti-tumor and synergistic survival benefit.
Components of Operating Results
Revenue
To date, we have recognized revenue solely from a research grant from the Cancer Prevention and Research Institute of Texas, or
CPRIT, and have not generated any revenue from the sale of any of our product candidates. Our ability to generate product revenues, which
we do not expect will occur for several years, if ever, will depend heavily on the successful development, regulatory approval and eventual
commercialization of our product candidates.
In June 2015, we entered into a grant agreement with CPRIT, or the Grant Contract, for $19.8 million for use in developing cancer
treatments by exploiting the metabolism of cancer cells. The Grant Contract covers a four year period from June 1, 2014 through May 31, 2018.
The grant allows us to receive funds in advance of costs and allowable expenses being incurred. We record the revenue as qualifying costs are
incurred and there is reasonable assurance that the conditions of the award have been met for collection. Proceeds received prior to the costs
being incurred or the conditions of the award being met are recognized as deferred revenue until the services are performed and the conditions
of the award are met.
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On a quarterly basis, we are required to submit a financial reporting package outlining the nature and extent of reimbursable costs paid
and requesting reimbursement under the grant. At the end of each period, qualifying costs paid prior to reimbursement result in the recognition
of a grant receivable.
Research and development expenses
Research and development expenses consist primarily of costs incurred for the discovery and development of our product candidates,
most notably, our lead product candidate AEB1102. Since we currently do not have manufacturing capabilities and did not have an internal
research laboratory before February 2017, we contracted with external providers for nonclinical studies, clinical trials and manufacturing
services. Our research and development expenses include:
•

costs from acquiring clinical trial materials and services performed for contracted services with a contract manufacturing
organization;

•

fees paid to clinical trial sites, clinical research organizations, contract research organizations, contract manufacturing
organizations, nonclinical research companies, and academic institutions;

•

employee and consultant-related expenses incurred, which include salaries, benefits, travel and share-based compensation; and

•

expenses incurred under license agreements with third parties.

Research and development costs are expensed as incurred. Advance payments for goods or services to be rendered in the future for
use in research and development activities are deferred and capitalized. The capitalized amounts are expensed as the related goods are
delivered or the services are performed.
Research and development expenses have historically represented the largest component of our total operating expenses. We plan to
increase our research and development expenses for the foreseeable future as we continue the development of our product candidates.
Our expenditures on current and future nonclinical and clinical development programs are subject to numerous uncertainties in timing
and cost to completion. The duration, costs, and timing of clinical trials and development of our product candidates will depend on a variety of
factors, including:
•

the scope, rate of progress, and expenses of our ongoing research activities as well as any additional clinical trials and other
research and development activities;

•

future clinical trial results;

•

uncertainties in clinical trial enrollment rates or drop-out or discontinuation rates of patients;

•

potential safety monitoring or other studies requested by regulatory agencies;

•

significant and changing government regulation; and

•

the timing and receipt of regulatory approvals, if any.

The process of conducting the necessary clinical research to obtain FDA and other regulatory approval is costly and time consuming and
the successful development of our product candidates is highly uncertain. The risks and uncertainties associated with our research and
development projects are discussed more fully in Part II, Item 1A of this Quarterly Report titled “Risk Factors.” As a result of these risks and
uncertainties, we are unable to determine with any degree of certainty the duration and completion costs of our research and development
projects, or if, when, or to what extent we will generate revenues from the commercialization and sale of any of our product candidates that
obtain regulatory approval. We may never succeed in achieving regulatory approval for any of our product candidates.
General and administrative expenses
General and administrative expenses consist primarily of salaries and other related costs, including stock-based compensation, for
personnel in executive, finance, accounting, operations, and human resources functions. Other significant costs include legal fees relating to
corporate matters and fees for insurance, accounting, consulting, and recruiting services.
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We expect that our general and administrative expenses will increase in the future to support our continued research and development
activities, and the potential commercialization of our product candidates. These increases will likely include higher costs related to the hiring of
additional personnel and fees to outside consultants, lawyers and accountants, among other expenses. Additionally, we have incurred and
expect to continue to incur increased costs associated with being a public company, including expenses related to services associated with
maintaining compliance with NASDAQ listing rules and SEC requirements, insurance and investor relations costs.
Interest income
Interest income consists of interest earned on our cash, cash equivalents, and marketable securities.
Income taxes
We serve as a holding company for our seven wholly-owned subsidiary corporations and file consolidated corporate federal income tax
returns. We use the asset and liability method of accounting for income taxes. Under this method, deferred tax assets and liabilities are
recognized for the expected future tax consequences of temporary differences between the financial statements and the tax bases of assets
and liabilities. A valuation allowance is established against the deferred tax assets to reduce their carrying value to an amount that is more
likely than not to be realized. The deferred tax assets and liabilities are classified as noncurrent along with the related valuation allowance. Due
to our lack of earnings history, the net deferred tax assets have been fully offset by a valuation allowance.
We recognize benefits of uncertain tax positions if it is more likely than not that such positions will be sustained upon examination based
solely on the technical merits, as the largest amount of benefits that is more likely than not to be realized upon the ultimate settlement. Our
policy is to recognize interest and penalties related to the unrecognized tax benefits as a component of income tax expense.
Critical Accounting Policies and Estimates
Our condensed consolidated financial statements are prepared in accordance with U.S. generally accepted accounting principles, or
GAAP. The preparation of these condensed consolidated financial statements requires us to make estimates and assumptions that affect the
reported amounts of assets, liabilities, revenue, costs and expenses, and related disclosures. These estimates form the basis for judgments we
make about the carrying values of our assets and liabilities, which are not readily apparent from other sources. We base our estimates and
judgments on historical experience and on various other assumptions that we believe are reasonable under the circumstances. On an ongoing
basis, we evaluate our estimates and assumptions. Our actual results may differ from these estimates under different assumptions or
conditions.
Our critical accounting policies are those policies which require the most significant judgments and estimates in the preparation of our
consolidated financial statements. We believe that the assumptions and estimates associated with our most critical accounting policies are
those relating to accrued research and development costs and stock-based compensation.
There have been no significant changes in our critical accounting policies and estimates as compared to the critical accounting policies
and estimates disclosed in Management’s Discussion and Analysis of Financial Condition and Operations included in our Annual Report on
Form 10-K for the year ended December 31, 2016.
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Results of Operations
Comparison of the Three Months Ended March 31, 2017 and 2016
The following table summarizes our results of operations for the three months ended March 31, 2017 and 2016, together with the
changes in those items in dollars and as a percentage:
Three Months Ended
March 31,
2017
2016
(dollars in thousands)

Revenues:
Grant
Operating expenses:
Research and development
General and administrative
Total operating expenses
Loss from operations
Interest income
Other expense, net
Net loss
*

$
$

$

982

$

4,949 $
2,364
7,313
(6,331)
95
(11)
(6,247) $

859

$

3,596 $
1,830
5,426
(4,567)
26
(6)
(4,547) $

Dollar
Change

% Change

123
1,353
534
1,887
(1,764)
69
(5)
(1,700)

14%
38%
29%
35%
39%
*
83%
37%

Percentage not meaningful

Grant Revenues. Grant revenues increased by $0.1 million, or 14%, to $1.0 million for the three months ended March 31, 2017 from
$0.9 million for the three months ended March 31, 2016. The increase was primarily due to additional research and development costs
associated with the clinical trials for AEB1102 in patients with advanced solid tumors and the hematological malignancies AML and MDS, for
which we received grant revenue pursuant to the Grant Contract.
Research and Development Expenses. Research and development expenses increased by $1.3 million, or 38%, to $4.9 million for the
three months ended March 31, 2017 from $3.6 million for the three months ended March 31, 2016. The change in research and development
expenses was primarily due to:
•

Higher personnel-related expenses, which increased by $0.8 million as a result of additional employee headcount to expand our
internal regulatory, research laboratory, and clinical development capabilities;

•

Higher manufacturing expenses, which increased by $0.6 million as a result of scaling-up the development and clinical
manufacturing for AEB1102 and manufacturing activities for pipeline development;

•

Higher clinical development expenses, which increased by $0.3 million as a result of initiating our Phase 1 dose escalation trial for
AEB1102 in patients with Arginase 1 Deficiency in June 2016 and our Phase 1 trial for AEB1102 in patients with hematological
malignancies in July 2016;

•

Higher intellectual property-related expenses, which increased by $0.2 million as a result of amending and consolidating license
agreements with the University of Texas at Austin for our product candidates AEB3103 and AEB2109; and

•

Lower nonclinical expenses, which decreased by $0.6 million as a result of completing toxicology studies in 2016 for the
preparation of multi-dose clinical trials related to AEB1102.

General and Administrative Expenses. General and administrative expenses increased by $0.5 million, or 29%, to $2.3 million for the
three months ended March 31, 2017 from $1.8 million for the three months ended March 31, 2016. The increase in general and administrative
expenses was primarily due to an increase of $0.4 million in employee compensation, recruiting, and travel expenses and $0.1 million in
insurance and other administrative costs associated with being a public company.
Interest Income. Interest income consists of interest earned on our cash, cash equivalents, and marketable securities. The increase in
interest income to $95,000 for the three months ended March 31, 2017 from $26,000 for the three months ended March 31, 2016 was primarily
due to the investment of additional funds received as a result of our IPO in April 2016.
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Liquidity and Capital Resources
Sources of liquidity
We are a clinical-stage biotechnology company with a limited operating history, and due to our significant research and development
expenditures, we have generated operating losses since our inception and have not generated any revenue from the sale of any products.
Since our inception and through March 31, 2017, we have funded our operations by raising an aggregate of $109.7 million of gross proceeds
from the sale and issuance of convertible preferred and common equity securities and collecting $10.8 million in grant proceeds. Additionally,
we entered into an agreement with a contract manufacturing organization, or CMO, in 2013 whereby we issued convertible preferred shares to
the CMO in exchange for services performed, with the obligation fully satisfied in June 2015.
In April 2016, we completed our IPO and sold 5,481,940 shares of common stock for aggregate proceeds of $47.3 million net of
underwriting discounts and commissions and offering expenses.
In June 2015, we entered into the Grant Contract with CPRIT, under which we expect to generate up to $19.8 million in grant funding to
fund our development of AEB1102. Through March 31, 2017, we have collected $10.8 million in grant proceeds with $9.0 million available for
future collection under the grant contract. As of March 31, 2017, we have a grant receivable outstanding of $1.0 million.
Our primary use of cash is to fund the development of our lead product candidate, AEB1102. This includes both the research and
development costs and the general and administrative expenses required to support those operations. Since we are a clinical-stage
biotechnology company, we have incurred significant operating losses since our inception and we anticipate such losses, in absolute dollar
terms, to increase as we continue our clinical trials in AEB1102 and expand our development efforts in our pipeline of nonclinical candidates.
As of March 31, 2017, we had available cash, cash equivalents, and marketable securities of $57.9 million. Under our current operating
plan, we believe that we have sufficient resources to fund our operations through March 31, 2019 with our existing cash, cash equivalents, and
marketable securities.
Future funding requirements and operational plan
Our operational plan for the near future is to continue clinical trials for our lead product candidate AEB1102 in three separate indications:
Arginase 1 Deficiency, advanced solid tumors, and the hematological malignancies AML and MDS, and to expand development for at least one
additional product candidate. As such, we plan to increase our research and development expenditures for the foreseeable future with
nonclinical studies, clinical trials, manufacturing and an integrated biomarker strategy. We expect our principal expenditures during this time
period to include expenses for the following:
•

funding the continuing development of AEB1102;

•

funding the advancement of additional product candidates; and

•

funding working capital, including general operating expenses.

We anticipate that we will continue to generate losses into the foreseeable future as we develop our product candidates, seek regulatory
approval of those candidates and begin to commercialize any approved products. Until such time as we can generate substantial product
revenue, we expect to finance our cash needs through a combination of equity or debt financings, research grants, collaborations, or other
sources. We currently have no debt or debt facility or additional committed capital. To the extent that we raise additional equity, the ownership
interest of our shareholders will be diluted.
Due to our significant research and development expenditures, we have generated substantial losses in each period since inception. We
have an accumulated deficit of $51.5 million as of March 31, 2017. We expect to incur substantial losses in the future as we expand our
research and development capabilities. Based on those plans, we expect that our existing cash, cash equivalent, and marketable securities will
enable us to fund our operating expenses and capital expenditure requirements at least through March 31, 2019. We have based this estimate
on assumptions that may prove to be incorrect, however, and we could deplete our capital resources sooner than we expect.
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Cash flows
The following table summarizes our cash flows for the periods indicated (in thousands):
Three Months Ended
March 31,
2017
2016

Net cash and cash equivalents (used in) provided by:
Operating activities
Investing activities
Financing activities
Net decrease in cash and cash equivalents

$

$

(5,432) $
(25,611)
96
(30,947) $

(3,988)
(1,192)
(98)
(5,278)

Cash used in operating activities
Cash used in operating activities for the three months ended March 31, 2017 was $5.4 million and reflected a net loss of $6.2 million.
Our net loss was offset in part by non-cash expenses of $0.4 million for stock-based compensation and by changes in operating assets and
liabilities of $0.4 million. The change in operating assets and liabilities was primarily due to the collection and recognition of $1.2 million and
$1.0 million, respectively, in grant accounts receivable under the Grant Contract during the three months ended March 31, 2017 and increased
manufacturing and clinical activities resulting in decreased prepaid expenses of $0.2 million.
Cash used in operating activities for the three months ended March 31, 2016 was $4.0 million and reflected a net loss of $4.5 million.
Our net loss was offset in part by non-cash expenses of $0.1 million for stock-based compensation and by changes in operating assets and
liabilities of $0.4 million. The change in operating assets and liabilities was primarily due to an increase in nonclinical and clinical activities in
preparation for multi-dose clinical trials and conducting our Phase 1 dose escalation trial for AEB1102 in patients with advanced solid tumors
which resulted in increased accounts payable and accrued liabilities of $0.7 million and decreased prepaid expenses of $0.4 million.
Cash used in investing activities
Cash used in investing activities for the three months ended March 31, 2017 was $25.6 million and primarily consisted of $32.8 million in
purchases of marketable securities and $0.3 million in purchases of property and equipment to develop an internal research laboratory, offset
by $7.4 million in maturities of marketable securities.
Cash used in investing activities for the three months ended March 31, 2016 was $1.2 million and consisted of $3.0 million in purchases
of marketable securities offset by $1.8 million in maturities of marketable securities.
Cash provided by financing activities
Cash provided by financing activities for the three months ended March 31, 2017 was $0.1 million and was a result of the sale of
common stock under our 2016 Employee Stock Purchase Plan and the exercise of stock options.
Cash used in financing activities for the three months ended March 31, 2016 was $0.1 million from offering cost payments related to our
IPO of our common stock.
Contractual Obligations
In September 2016, we amended our operating lease agreement for office space in Austin, Texas. The amended lease increased the
office space and extended the lease term through December 31, 2020. The total estimated rent payments over the remaining term of the lease
as of March 31, 2017 is approximately $1.1 million.
In February 2017, we entered into a separate lease agreement for laboratory space in Austin, Texas, which will expire on December 31,
2017. The total estimated rent payments over the remaining term of the lease as of March 31, 2017 is approximately $52,000.
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In August 2016, we amended our research agreement with the University. The scope and term under the agreement were extended
through August 31, 2017 with a $750,000 increase in the maximum expenditure limitation. As of March 31, 2017, the research agreement, as
amended, expires on August 31, 2017 with no remaining payment obligations after such date.
Contingent contractual obligations
The terms of the Grant Contract require that we pay CPRIT tiered royalties in the low- to mid-single digit percentages on revenues from
sales and license or products or services that are based upon, utilize, are developed from or materially incorporate the intellectual property
resulting from the grant-funded activities for AEB1102. Such royalties reduce to less than one percent after a mid-single digit multiple of the
grant funds have been repaid to CPRIT in royalties. Such royalties are payable for so long as we have marketing exclusivity or patents covering
the applicable product or service (or twelve years from commercial sale of product or service in certain countries if there is no such exclusivity
or patent protection).
On December 24, 2013, two of our wholly owned subsidiaries, AECase, Inc., or AECase, and AEMase, Inc., or AEMase, entered into
license agreements with the University under which the University granted to AECase and AEMase exclusive, worldwide, sublicenseable
licenses. The University granted to AECase a license under a patent application relating to the right to use technology related to our AEB3103
product candidate. The University granted to AEMase a license under a patent relating to the right to use technology related to our AEB2109
product candidate. On January 31, 2017, we entered into an Amended and Restated Patent License Agreement, or the Restated License, with
the University which consolidated the two license agreements dated December 24, 2013, revised certain obligations, and licensed additional
patent applications and invention disclosures to Aeglea.
With respect to each product candidate covered by the Restated License, we could be required to pay the University up to $6.4 million in
milestone payments based on the achievement of certain development milestones, including clinical trials and regulatory approvals, the
majority of which are due upon the achievement of later development milestones, including a $5.0 million payment due on regulatory approval
of a product and a $500,000 payment payable on final regulatory approval of a product for a second indication. In addition, we are required to
pay the University a low single digit royalty on worldwide-net sales of products covered under the Restated License, together with a revenue
share on non-royalty consideration received from sublicensees. The rate of the revenue share ranges from 6.5% to 25% depending on the date
the sublicense agreement is signed. The University may terminate the agreement under certain circumstances, including for a breach by us
that is not cured within 30 or 60 days of notice (depending on the type of breach), or if we or any of our affiliates or sublicensees participate in
any proceeding to challenge the licensed patent rights (unless, with respect to sublicensees, we terminate the applicable sublicense).
Off Balance Sheet Arrangements
Through March 31, 2017, we do not have any off balance sheet arrangements, as defined by applicable SEC regulations.
Recent Accounting Pronouncements
In February 2016, the FASB issued ASU No. 2016-02, Leases (Topic 842), which establishes a comprehensive new lease accounting
model. The new standard: (a) clarifies the definition of a lease; (b) requires a dual approach to lease classification similar to current lease
classifications; and, (c) causes lessees to recognize leases on the balance sheet as a lease liability with a corresponding right-of-use asset for
leases with a lease-term of more than twelve months. The new standard is effective for fiscal years and interim periods beginning after
December 15, 2018 and requires modified retrospective application. Early adoption is permitted. We are currently evaluating the impact that the
adoption of ASU 2016-02 will have on our consolidated financial statements, but expect the impact to be limited to the operating lease
agreement for office and laboratory space in Austin, Texas.
Item 3.

Quantitative and Qualitative Disclosures About Market Risk.

We are exposed to market risks in the ordinary course of our business. These risks primarily include interest rate sensitivities.
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As of March 31, 2017, we held $57.9 million in cash, cash equivalents, and marketable securities, all of which was denominated in U.S.
dollar assets, and consisting primarily of investments in reverse repurchase agreements and U.S government and agency securities.
Our primary exposure to market risk is interest rate sensitivity, which is affected by changes in the general level of U.S. interest rates,
particularly because our investments are in short-term marketable securities. Our marketable securities are subject to interest rate risk and
could fall in value if market interest rates increase. Due to the short-term duration of our investment portfolio and the low risk profile of our
investments, an immediate 10% change in interest rates would not have a material effect on the fair market value of our investment portfolio.
We have the ability to hold our marketable securities until maturity, and therefore we would not expect our operating results or cash flows to be
affected to any significant degree by the effect of a change in market interest rates on our investments.
Item 4.

Controls and Procedures.

Evaluation of Disclosure Controls and Procedures
Our management, with the participation of our principal executive officer and our principal financial officer, evaluated, as of the end of the
period covered by this Quarterly Report on Form 10-Q, the effectiveness of our disclosure controls and procedures. Based on that evaluation of
our disclosure controls and procedures as of March 31, 2017, our principal executive officer and principal financial officer concluded that our
disclosure controls and procedures as of such date are effective at the reasonable assurance level. The term “disclosure controls and
procedures,” as defined in Rules 13a-15(e) and 15d-15(e) under the Securities Exchange Act of 1934, as amended, or the Exchange Act,
means controls and other procedures of a company that are designed to ensure that information required to be disclosed by a company in the
reports that it files or submits under the Exchange Act are recorded, processed, summarized and reported within the time periods specified in
the SEC’s rules and forms. Disclosure controls and procedures include, without limitation, controls and procedures designed to ensure that
information required to be disclosed by us in the reports we file or submit under the Exchange Act is accumulated and communicated to our
management, including our principal executive officer and principal financial officer, as appropriate to allow timely decisions regarding required
disclosure. Management recognizes that any controls and procedures, no matter how well designed and operated, can provide only reasonable
assurance of achieving their objectives and our management necessarily applies its judgment in evaluating the cost-benefit relationship of
possible controls and procedures.
Changes in Internal Control over Financial Reporting
There have been no changes in our internal control over financial reporting during our fiscal quarter ended March 31, 2017 that have
materially affected, or are reasonably likely to materially affect, our internal control over financial reporting.
PART II. – OTHER INFORMATION
Item 1.

Legal Proceedings

From time to time, we may become involved in legal proceedings relating to claims arising from the ordinary course of business. Our
management believes that there are currently no claims or actions pending against us, the ultimate disposition of which could have a material
adverse effect on our results of operations, financial condition or cash flows.
Item 1A.

Risk Factors

Investing in our common stock involves a high degree of risk. You should carefully consider the risks and uncertainties described below,
together with all of the other information in this quarterly report on Form 10-Q, including our consolidated financial statements and related notes
and “Management’s Discussion and Analysis of Financial Condition and Results of Operations,” before investing in our common stock. The
risks and uncertainties described below are not the only ones we face. Additional risks and uncertainties that we are unaware of, or that we
currently believe are not material, may also become important factors that affect us. If any of the following risks occur, our business, operating
results and prospects could be materially harmed. In that event, the price of our common stock could decline, and you could lose part or all of
your investment.
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Risks Related to Our Business and Industry
Our limited operating history may make it difficult for you to evaluate the success of our business to date and to assess our future
viability.
We are a clinical-stage biotechnology company. We began operations as a limited liability company in December 2013 and converted to
a Delaware corporation in March 2015. Our operations to date have been limited to organizing and staffing our company, business planning,
raising capital, acquiring and developing our technology, identifying potential product candidates, undertaking nonclinical studies, and preparing
for, commencing and conducting initial clinical trials of our most advanced product candidate, AEB1102.
We have not yet demonstrated our ability to successfully complete any clinical trials, including large-scale, pivotal clinical trials, obtain
marketing approvals, manufacture a commercial scale product or arrange for a third party to do so on our behalf, or conduct sales and
marketing activities necessary for successful product commercialization. Products, on average, take ten to 15 years to be developed from the
time they are discovered to the time they are approved and available for treating patients. Although we have recruited a team that has
experience with clinical trials, as a company we have little experience in conducting clinical trials. In part because of this lack of experience, we
cannot be certain that planned or ongoing clinical trials will begin or be completed on time, if at all. Consequently, any predictions you make
about our future success or viability based on our short operating history to date may not be as accurate as they could be if we had a longer
operating history or an established track record in commercializing products or conducting clinical trials.
In addition, as a new business, we may encounter unforeseen expenses, difficulties, complications, delays and other known and
unknown factors. We will need to transition from a company with a research focus to a company capable of supporting commercial activities.
We may not be successful in such a transition.
We have no source of product revenue and we have incurred significant losses since inception. We expect to incur losses for the
foreseeable future and may never achieve or maintain profitability.
We have a limited operating history. We have no approved products and have only recently begun clinical development of AEB1102. Our
ability to generate revenue and become profitable depends upon our ability to successfully complete the development of any of our product
candidates, including AEB1102, for any of our target indications and to obtain necessary regulatory approvals. To date, we have recognized
revenue solely from a government grant and have not generated any product revenue. Even if we receive regulatory approval for any of our
product candidates, we do not know when these product candidates will generate revenue for us, if at all.
In addition, since inception, we have incurred significant operating losses. For the three months ended March 31, 2017, we reported a
net loss of $6.2 million. For the years ended December 31, 2016 and 2015, we reported a net loss of $21.7 million and $11.3 million,
respectively. As of March 31, 2017, we had an accumulated deficit of $51.5 million. We have financed our operations primarily through private
placements of our preferred stock, the initial public offering, or IPO, of our common stock, which closed on April 12, 2016, and collection of a
research grant. We have devoted substantially all of our efforts to research and development. We have only recently initiated clinical
development for AEB1102 for the treatment of advanced solid tumors, Arginase 1 Deficiency and the hematological malignancies AML and
MDS. We have not initiated clinical development of our other product candidates and expect that it will be many years, if ever, before we have a
product candidate ready for commercialization. We expect to continue to incur significant expenses and increasing operating losses for the
foreseeable future, and the net losses we incur may fluctuate significantly from quarter to quarter. We anticipate that our expenses will increase
substantially if and as we:
•

continue our research, nonclinical and clinical development of our product candidates;

•

seek to identify additional product candidates;

•

conduct additional nonclinical studies and initiate clinical trials for our product candidates;

•

seek marketing approvals for any of our product candidates that successfully complete clinical trials, including pivotal trials;

•

ultimately establish a sales, marketing and distribution infrastructure to commercialize any product candidates for which we may
obtain marketing approval;

•

maintain, expand and protect our intellectual property portfolio;

•

hire additional executive, clinical, quality control and scientific personnel;
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•

add operational, financial and management information systems and personnel, including personnel to support our product
development; and

•

acquire or in-license other product candidates and technologies.

We are unable to predict the timing or amount of increased expenses, or when, or if, we will be able to achieve or maintain profitability
because of the numerous risks and uncertainties associated with product development. In addition, our expenses could increase significantly
beyond expectations if we are required by the FDA, EMA, MHRA or other relevant regulatory authorities to modify protocols of our clinical trials
or perform studies in addition to those that we currently anticipate. Even if AEB1102, or any of our other product candidates, is approved for
commercial sale, we anticipate incurring significant costs associated with the commercial launch of any product candidate.
To become and remain profitable, we must develop and eventually commercialize a product candidate or product candidates with
significant market potential. This will require us to be successful in a range of challenging activities, including completing nonclinical testing,
initiating and completing clinical trials of one or more of our product candidates, obtaining marketing approval for these product candidates,
manufacturing, marketing and selling those product candidates for which we obtain marketing approval and satisfying any post-marketing
requirements. We may never succeed in these activities and, even if we do, we may never generate revenues that are significant or large
enough to achieve profitability. We are currently only in the nonclinical development stages for most of our product candidates, and have only
recently initiated clinical development for AEB1102 for the treatment of advanced solid tumors, Arginase 1 Deficiency and the hematological
malignancies AML and MDS. If we do achieve profitability, we may not be able to sustain or increase profitability on a quarterly or annual basis.
Our failure to become and remain profitable would decrease the value of the company and could impair our ability to raise capital, maintain or
expand our research and development efforts, expand our business or continue our operations. A decline in the value of our company would
also cause you to lose part or even all of your investment.
We may not be successful in advancing the clinical development of our product candidates, including AEB1102.
In order to execute on our strategy of advancing the clinical development of our product candidates, we are conducting three clinical
trials for AEB1102, consisting of one Phase 1/2 clinical trial for the treatment of Arginase 1 Deficiency and two Phase 1 clinical trials for the
treatment of patients with advanced solid tumors and the hematological malignancies AML and MDS. We have designed the planned
expansion portion of our Phase 1 trial of AEB1102 for the treatment of advanced solid tumors, predicted to be dependent on arginine, based on
our biomarker studies in archival tumor samples and in patient-derived xenograft efficacy studies, or studies involving the growth of tissue or
cells from one species in a different species. If our product candidate fails to work as we expect, our ability to assess the therapeutic effect,
seek regulatory approval or otherwise begin or further clinical development, could be compromised. This may result in longer development
times, larger trials and a greater likelihood of terminating the trial or not obtaining regulatory approval.
In addition, as we pursue oncology-related applications of our product candidates, because the natural history of different tumor types is
variable, we will need to study our product candidates, including AEB1102, in clinical trials specific for a given tumor type and this may result in
increased time and cost. Even if our product candidate demonstrates efficacy in a particular tumor type, we cannot guarantee that any product
candidate, including AEB1102, will behave similarly in all tumor types, and we will be required to obtain separate regulatory approvals for each
tumor type we intend a product candidate to treat. If any of our ongoing or planned clinical trials are unsuccessful, our business will suffer.
We or third parties may not be successful in developing companion diagnostic assays for our product candidates.
In developing a product candidate, we expect that if we use a biomarker-based test to identify and only enroll patients in clinical trials
with tumors that express the biomarker, the FDA will require the development and regulatory approval of a companion diagnostic assay as a
condition to approval of the product candidate. We do not have experience or capabilities in developing or commercializing these companion
diagnostics and plan to rely in large part on third parties to perform these functions. Companion diagnostic assays are subject to regulation by
the FDA as medical devices and require separate regulatory approval prior to the use of such diagnostic assays with a therapeutic product
candidate. If we, or any third parties that we engage to assist us, are unable to successfully develop companion diagnostic assays for use with
our product candidates, or experience delays in development, we may be unable to identify patients with the specific profile targeted by our
product candidates for enrollment in our clinical trials. Accordingly, further investment may be required to further develop or obtain the required
regulatory approval for the relevant companion
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diagnostic assay, which would delay or substantially impact our ability to conduct further clinical trials or obtain regulatory approval. In addition,
if a companion diagnostic is necessary for any of our product candidates, the delay or failure to obtain regulatory approval of the companion
diagnostic would delay or prevent the approval of the therapeutic product candidate. EMA, MHRA or comparable foreign regulatory authorities
may also require the development and regulatory approval of a companion diagnostic assay as a condition to approval of the product
candidate.
We will need substantial additional funding. If we are unable to raise capital when needed, we would be compelled to delay, reduce or
eliminate our product development programs or commercialization efforts.
We expect our expenses to increase in parallel with our ongoing activities, particularly as we continue our discovery and nonclinical
development to identify new clinical candidates and initiate and continue clinical trials of, and seek marketing approval for, our product
candidates. In addition, if we obtain marketing approval for any of our product candidates, we expect to incur significant commercialization
expenses related to product sales, marketing, manufacturing and distribution. Furthermore, we expect to continue to incur additional costs
associated with operating as a public company. Accordingly, we will need to obtain substantial additional funding in connection with our
continuing operations. If we are unable to raise capital when needed or on acceptable terms, we would be forced to delay, reduce or eliminate
our discovery and nonclinical development programs or any future clinical development or commercialization efforts.
Based upon our planned use of our cash, cash equivalents, and marketable securities as of March 31, 2017, we estimate such funds will
be sufficient for us to fund our Phase 1/2 clinical trial for the treatment of patients with Arginase 1 Deficiency and our two ongoing Phase 1
clinical trials for the treatment of patients with advanced solid tumors and the hematological malignancies AML and MDS. Our future capital
requirements will depend on many factors, including:
•

the costs associated with the scope, progress and results of compound discovery, nonclinical development, laboratory testing and
clinical trials for our product candidates;

•

the costs related to the extent to which we enter into partnerships or other arrangements with third parties in order to further
develop our product candidates;

•

the costs and fees associated with the discovery, acquisition or in-license of product candidates or technologies;

•

our ability to establish collaborations on favorable terms, if at all;

•

the costs of future commercialization activities, if any, including product sales, marketing, manufacturing and distribution, for any of
our product candidates for which we receive marketing approval;

•

revenue, if any, received from commercial sales of our product candidates, should any of our product candidates receive
marketing approval; and

•

the costs of preparing, filing and prosecuting patent applications, maintaining and enforcing our intellectual property rights and
defending intellectual property-related claims.

Our product candidates, if approved, may not achieve commercial success. Our commercial revenues, if any, will be derived from sales
of product candidates that we do not expect to be commercially available for many years, if at all. Accordingly, we will continue to rely on
additional financing to achieve our business objectives, which may not be available to us on acceptable terms, or at all.
Raising additional capital may cause dilution to our stockholders, restrict our operations or require us to relinquish rights to our
technologies or product candidates.
Until such time, if ever, as we can generate substantial product revenues, we expect to finance our cash needs through a combination of
equity or equity-linked offerings, debt financings, grants from research organizations and license and collaboration agreements. We do not
have any committed external source of funds other than our grant agreement with the Cancer Prevention and Research Institute of Texas. To
the extent that we raise additional capital through the sale of equity or convertible debt securities, your ownership interest will be diluted, and
the terms of these securities may rank senior to our common stock and include liquidation or other preferences, covenants or other terms that
adversely affect your rights as a common stockholder. Further, any future sales of our common stock by us or resale of our common stock by
our existing stockholders could cause the market price of our common stock to decline. Debt financing and preferred equity financing, if
available, may involve agreements that include covenants limiting or restricting our ability to take specific actions, such as incurring additional
debt, making capital expenditures or declaring dividends.
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If we raise additional funds through collaborations, strategic alliances or marketing, distribution or licensing arrangements with third
parties, we may have to relinquish valuable rights to our technologies, future revenue streams, research programs or product candidates or
grant licenses on terms that may not be favorable to us and/or that may reduce the value of our common stock.
We depend heavily on the success of our most advanced product candidate, AEB1102. All of our product candidates, other than
AEB1102, are still in nonclinical development or nonclinical testing, and for AEB1102, the early stages of clinical development.
Existing and future clinical trials of our product candidates, including AEB1102, may not be successful. If we are unable to
commercialize our product candidates or experience significant delays in doing so, our business will be materially harmed.
We have invested a significant portion of our efforts and financial resources in the nonclinical and clinical development and testing of our
most advanced product candidate, AEB1102, for the treatment of patients with Arginase 1 Deficiency and patients with advanced solid tumors
and the hematological malignancies AML and MDS. Our ability to generate product revenues, which we do not expect will occur for many
years, if ever, will depend heavily on the successful development and eventual commercialization of AEB1102. The success of AEB1102 and
our other product candidates will depend on many factors, including the following:
•

successful enrollment of patients in, and the completion of, our ongoing and planned clinical trials;

•

receiving required regulatory approvals for the development and commercialization of our product candidates;

•

establishing commercial manufacturing capabilities or making arrangements with third-party manufacturers;

•

obtaining and maintaining patent and trade secret protection and non-patent exclusivity for our product candidates and their
components;

•

enforcing and defending intellectual property rights and claims;

•

achieving desirable therapeutic properties for our product candidates’ intended indications;

•

launching commercial sales of our product candidates, if and when approved, whether alone or in collaboration with third parties;

•

acceptance of our product candidates, if and when approved, by patients, the medical community and third-party payors;

•

effectively competing with other therapies; and

•

maintaining an acceptable safety profile of our product candidates through clinical trials and following regulatory approval.

If we do not achieve one or more of these factors in a timely manner or at all, we could experience significant delays or an inability to
successfully commercialize our product candidates, which would materially harm our business.
Clinical drug development involves a lengthy and expensive process with an uncertain outcome. We may experience delays in
completing, or ultimately be unable to complete, the development and commercialization of any of our product candidates.
We have only recently initiated clinical trials of our lead product candidate AEB1102, and the risk of failure for all of our product
candidates is high. Before obtaining marketing approval from regulatory authorities for the sale of any product candidate, we must complete
nonclinical development and then conduct extensive clinical trials to demonstrate the safety and efficacy of our product candidates in humans
for the respective target indications. Clinical testing is expensive, difficult to design and implement and can take many years to complete, and
its outcome is inherently uncertain. Failure can occur at any time during the clinical trial process, and we only recently commenced clinical trials
for AEB1102 for the treatment of patients with advanced solid tumors, Arginase 1 Deficiency and the hematological malignancies AML and
MDS. Further, the results of nonclinical studies and early clinical trials of our product candidates may not be predictive of the results of laterstage clinical trials that will likely differ in design and size from early-stage clinical trials, and interim results of a clinical trial do not necessarily
predict final results. For example, while we have observed a reduction in blood arginine for AEB1102 for the treatment of patients with Arginase
1 Deficiency, advanced solid tumors, and the hematological malignancies AML and MDS, this data may not necessarily be predictive of the
final results of all patients intended to be enrolled in these Phase 1 clinical trials or in future trials. Furthermore, our ongoing Phase 1 clinical
trials for the treatment of advanced solid tumors and the hematological malignancies AML and MDS, will evaluate the safety of our
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product candidates, and we will not be evaluating the efficacy of our product candidates in these early trials. Moreover, nonclinical and clinical
data are often susceptible to varying interpretations and analyses, and many companies that have believed their product candidates performed
satisfactorily in nonclinical studies and clinical trials have nonetheless failed to obtain marketing approval of their products. It is impossible to
predict when or if any of our product candidates will prove effective or safe in humans or will receive regulatory approval.
We may experience delays in our ongoing and planned clinical trials and we do not know whether planned clinical trials will begin or
enroll subjects on time, whether they will need to be redesigned or whether they will be able to be completed on schedule, if at all. There can
be no assurance that the FDA, EMA, MHRA or any similar foreign regulatory agency will allow us to begin clinical trials or that they will not put
any of the trials for any of our product candidates that enter or have entered clinical development on clinical hold in the future. We may
experience numerous unforeseen events during, or as a result of, clinical trials that could delay or prevent our ability to receive marketing
approval or commercialize our product candidates. Clinical trials may be delayed, suspended or prematurely terminated because costs are
greater than we anticipate or for a variety of reasons, such as:
•

delay or failure in reaching agreement with the FDA, EMA, MHRA or a comparable foreign regulatory authority on a trial design
that we are able to execute;

•

delay or failure in obtaining authorization to commence a trial or inability to comply with conditions imposed by a regulatory
authority regarding the scope or design of a clinical trial;

•

delays in reaching, or failure to reach, agreement on acceptable clinical trial contracts or clinical trial protocols with planned trial
sites;

•

modifications to our ongoing and planned clinical trial protocols due to regulatory requirements or decisions made by regulatory
authorities;

•

reports of safety issues, side effects or dose-limiting toxicities, or any additional or more severe safety issues in addition to those
observed to date;

•

inability, delay, or failure in identifying and maintaining a sufficient number of trial sites, many of which may already be engaged in
other clinical programs;

•

delay or failure in recruiting and enrolling suitable subjects to participate in one or more clinical trials;

•

delay or failure in having subjects complete a trial or return for post-treatment follow-up;

•

clinical sites and investigators deviating from the trial protocol, failing to conduct the trial in accordance with regulatory
requirements, or dropping out of a trial;

•

a clinical hold for any of our ongoing or planned clinical trials, including for AEB1102, where a clinical hold in a trial in one
indication could result in a clinical hold for clinical trials in other indications;

•

clinical trials of our product candidates may produce negative or inconclusive results, and we may decide, or regulators may
require us, to conduct more clinical trials than we anticipate or abandon product development programs;

•

the number of patients required for clinical trials of our product candidates may be larger than we anticipate, enrollment in these
clinical trials may be slower than we anticipate or insufficient or participants may drop out of these clinical trials at a higher rate
than we anticipate;

•

we may experience delays or difficulties in the enrollment of patients with Arginase 1 Deficiency or patients with tumors or
hematological malignancies, including the identification of patients with Arginase 1 Deficiency or development or identification of a
test, if needed, to screen for those cancer patients;

•

our third-party contractors may fail to comply with regulatory requirements or meet their contractual obligations to us in a timely
manner, or at all;

•

we may have difficulty partnering with experienced CROs that can screen for patients with tumors or hematological malignancies
dependent on arginine that AEB1102 is designed to target and with CROs that can run our clinical trials effectively;

•

regulators may require that we or our investigators suspend or terminate clinical research for various reasons, including
noncompliance with regulatory requirements or a finding that the participants are being exposed to unacceptable health risks;
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•

the supply or quality of our product candidates or other materials necessary to conduct clinical trials of our product candidates may
be insufficient or inadequate; or

•

there may be changes in governmental regulations or administrative actions.

If we are required to modify our ongoing clinical trial protocols, conduct additional clinical trials or other testing of our product candidates
beyond those that we currently contemplate, if we are unable to successfully initiate or complete clinical trials of our product candidates or other
testing, if the results of these trials or tests do not demonstrate sufficient clinical benefit or if our product candidates do not have an acceptable
safety profile, we may:
•

be delayed in obtaining marketing approval for our product candidates;

•

not obtain marketing approval at all;

•

cease development of our product candidates;

•

obtain approval for indications or patient populations that are not as broad as intended or desired;

•

obtain approval with labeling that includes significant use or distribution restrictions or safety warnings that would reduce the
potential market for our product candidates or inhibit our ability to successfully commercialize our product candidates;

•

be subject to additional post-marketing restrictions and/or testing requirements; or

•

have the product removed from the market after obtaining marketing approval.

We do not know whether any of our planned or current nonclinical studies, or ongoing or planned clinical trials, will need to be
restructured or will be completed on schedule, or at all. For example, in November 2016, we submitted a protocol amendment to broaden the
scope of our Phase 1 clinical trial for the treatment of Arginase 1 Deficiency into a Phase 1/2 trial. The amended protocol includes dosing of
pediatric patients (two and older) and weekly repeat dosing. In March 2017, we received an information request from the FDA which included
comments and recommendations on the protocol amendment and a request for supporting documents based on their review of our completed
toxicology studies, our dose escalation plan and our information to support the inclusion of pediatric patients. While we have replied with
supporting information and believe that our Phase 1/2 protocol provides an appropriate path to evaluate the safety and tolerability of AEB1102
in pediatric patients, the FDA may disagree with us, require additional information or studies to be conducted, or impose conditions that could
delay or restrict our planned clinical activities. Significant nonclinical or clinical trial delays also could shorten any periods during which we may
have the exclusive right to commercialize our product candidates or allow our competitors to bring products to market before we do and impair
our ability to successfully commercialize our product candidates and may materially harm our business and results of operations.
We may not be able to submit INDs, or foreign equivalents outside of the United States, to commence clinical trials for product
candidates on the timeframes we expect, and even if we are able to, the FDA, EMA, MHRA or comparable foreign regulatory
authorities may not permit us to proceed with planned clinical trials.
We are currently conducting nonclinical development of our product candidates other than our clinical trials for AEB1102 for the
treatment of patients with advanced solid tumors, Arginase 1 Deficiency and the hematological malignancies AML and MDS. Progression of
any candidate into clinical trials is inherently risky and dependent on the results obtained in nonclinical programs, and other potential results
such as the results of other clinical programs and results of third-party programs. If results are not available when expected or problems are
identified during therapy development, we may experience significant delays in clinical development. This may also impact our ability to
achieve certain financial milestones and the expected timeframes to market any of our product candidates. Failure to submit or have effective
INDs, CTAs or other comparable foreign equivalents and commence clinical programs will significantly limit our opportunity to generate
revenue.
Our engineered human enzyme product candidates for our oncology indications represent a novel approach to cancer treatment,
which could result in heightened regulatory scrutiny, delays in clinical development, or delays in our ability to achieve regulatory
approval or commercialization of our product candidates.
Engineered human enzyme products are a new category of therapeutics. Because this is a relatively new and expanding area of novel
therapeutic interventions, there can be no assurance as to the length of the trial period, the manufacturing and qualify control standards
required to be met by regulators, the number of patients the FDA, EMA, MHRA or another applicable regulatory authority will require to be
enrolled in the trials in order to establish the safety,
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efficacy, purity and potency of engineered human enzyme products, or that the data generated in these trials will be acceptable to the FDA or
another applicable regulatory authority to support marketing approval.
We have only recently initiated our Phase 1 clinical trials for AEB1102 for the treatment of patients with advanced solid tumors,
Arginase 1 Deficiency and the hematological malignancies AML and MDS. We have not dosed any of our other product candidates in
humans. Our existing and future planned clinical trials may reveal significant adverse events, toxicities or other side effects not seen
in our nonclinical studies and may result in a safety profile that could inhibit regulatory approval or market acceptance of any of our
product candidates.
In order to obtain marketing approval for any of our product candidates, we must demonstrate the safety and efficacy of the product
candidate for the relevant clinical indication or indications through nonclinical studies and clinical trials as well as additional supporting data. If
our product candidates are associated with undesirable side effects in nonclinical studies or clinical trials or have characteristics that are
unexpected, we may need to interrupt, delay or abandon their development or limit development to more narrow uses or subpopulations in
which the undesirable side effects or other characteristics are less prevalent, less severe or more acceptable from a risk-benefit perspective.
We have only recently initiated our clinical trials for AEB1102 for the treatment of patients with advanced solid tumors, Arginase 1
Deficiency and the hematological malignancies AML and MDS. Given the nature of the patient population enrolled in these trials, we have
observed and expect to continue to observe serious adverse events which could be related or unrelated to AEB1102. For example, in each of
our Phase 1 trials for AEB1102 for the treatment of patients with advanced solid tumors and the hematological malignancies AML and MDS, we
have observed serious adverse events in some patients, including death. To date, three serious adverse events, consisting of hypertension,
encephalopathy manifested as acute agitation, and nausea and vomiting, have been considered to be possibly related to the administration of
AEB1102. Subjects in our ongoing and planned clinical trials may suffer significant serious adverse events, including those that are drugrelated, or other side effects not observed in our nonclinical studies, including, but not limited to, immune responses, organ toxicities such as
liver, heart or kidney or other tolerability issues. We have not dosed any of our other product candidates in humans.
Testing in animals, such as our primate studies for AEB1102, may not uncover all side effects in humans or any observed side effects in
animals may be more severe in humans. For example, it is possible that patients’ immune systems may recognize our engineered human
enzymes as foreign and trigger an immune response. This risk is heightened in patients who lack the target enzyme, as is the case with
patients with Arginase 1 Deficiency that we are treating in our recently initiated Phase 1/2 trial and our future trials for this IEM. In addition, our
product candidates such as AEB1102 break down target amino acids such as arginine, thereby releasing metabolites such as ornithine into the
bloodstream. Some patients may be sensitive to these metabolites, increasing the risk of an adverse reaction due to treatment, which risk may
not be able to be mitigated through dosing. Finally, although our engineered human enzyme product candidates such as AEB1102 are
engineered from the human genome, AEB1102 is produced in E. coli. This manufacturing process could lead AEB1102 to be more likely to
trigger an immune response than we expect.
To the extent significant adverse events or other side effects are observed in any of our clinical trials, we may have difficulty recruiting
patients to the clinical trial, patients may drop out of our trial, or we may be required to abandon the trial or our development efforts of that
product candidate altogether. Some potential therapeutics developed in the biotechnology industry that initially showed therapeutic promise in
early-stage studies have later been found to cause side effects that prevented their further development. Even if the side effects do not
preclude the drug from obtaining or maintaining marketing approval, undesirable side effects may inhibit market acceptance of the approved
product due to its tolerability versus other therapies. Any of these developments could materially harm our business, financial condition and
prospects.
Further, toxicities associated with our product candidates may also develop after regulatory approval and lead to the withdrawal of the
product from the market. We cannot predict whether our product candidates will cause organ or other injury in humans that would preclude or
lead to the revocation of regulatory approval based on nonclinical studies or early stage clinical testing.
If we experience delays or difficulties in the enrollment of patients in our ongoing or planned clinical trials, our receipt of necessary
regulatory approvals could be delayed or prevented.
We may not be able to initiate or continue our ongoing or planned clinical trials if we are unable to locate and enroll a sufficient number of
eligible patients to participate in these trials as required by the FDA, EMA, MHRA or comparable regulatory authorities outside the United
States. More specifically, many of our product candidates, including AEB1102,
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initially target indications that may be characterized as orphan markets, which can prolong the clinical trial timeline for the regulatory process if
sufficient patients cannot be enrolled in a timely manner. Arginase 1 Deficiency, for example, is the least common of the urea cycle disorders,
with a reported incidence of 1:350,000 to 1:1,000,000 live births. Urea cycle disorders are the IEM resulting from defects in the enzymes of the
urea cycle, the process by which the human body detoxifies ammonia, a natural byproduct of protein metabolism. While there is currently a
neonatal blood test to screen for Arginase 1 Deficiency, it has only been in broad use in the United States since 2006 and is not commonly
used in Europe. To date, the urea cycle disorder consortium and one national urea cycle disorder patient group have together identified
approximately 40 treating physicians with over 50 patients with Arginase 1 Deficiency in the United States and Europe. Because neonatal blood
testing for this disorder did not become common in the United States until 2006, we believe that approximately half of those individuals
identified in the United States are younger than 18. However, due to screening requirements and enrollment restrictions in our amended clinical
trial protocol, or any additional restrictions that may be imposed by the FDA, not all pediatric patients, if any at all, may be eligible for inclusion
in our Phase 1/2 trial in the United States.
Delays in patient enrollment could result in increased costs, delays in advancing our product development, delays in testing the
effectiveness of our technology or termination of the clinical trials altogether.
Patient enrollment is affected by factors including:
•

the severity of the disease under investigation;

•

the design of the clinical trial protocol;

•

the novelty of the product candidate and acceptance by physicians;

•

the patient eligibility criteria for the study in question;

•

the size of the total patient population;

•

the design of the clinical trials;

•

the perceived risks and benefits of the product candidate under study;

•

the availability and efficacy of competing therapies and clinical trials;

•

our payments for conducting clinical trials;

•

the patient referral practices of physicians;

•

the ability to monitor patients adequately during and after treatment with the product candidate; and

•

the proximity and availability of clinical trial sites for prospective patients.

In addition, some patients with Arginase 1 Deficiency suffer from heightened levels of ammonia, or hyperammonemia. Horizon Pharma
plc has gained approval for its product RAVICTI (glycerol phenylbutyrate) to treat patients with urea cycle disorders suffering from
hyperammonemia. Some patients who may be eligible for our ongoing or planned clinical trials may instead pursue treatment for this effect of
their condition by taking RAVICTI (glycerol phenylbutyrate) or through dietary protein restriction. Our inability to enroll a sufficient number of
patients for any of our clinical trials could result in significant delays and could require us to abandon one or more clinical trials altogether.
Enrollment delays in our clinical trials may result in increased development costs for our product candidates and in delays to commercially
launching our product candidates, if approved, which would cause the value of our company to decline and limit our ability to obtain additional
financing.
Even though we have obtained orphan drug designation for AEB1102 in the United States and Europe for the treatment of
hyperargininemia, we may not obtain or maintain orphan drug exclusivity for AEB1102 and we may not obtain orphan drug
designation or exclusivity for any of our other product candidates or indications.
Regulatory authorities in some jurisdictions, including the United States and Europe, may designate drugs or biologics for relatively small
patient populations as orphan drugs. Under the Orphan Drug Act, the FDA may designate a product as an orphan drug if it is a drug or biologic
intended to treat a rare disease or condition, which is generally defined as a patient population of fewer than 200,000 individuals in the United
States. Similarly, the European Commission may designate a product as an orphan drug under certain circumstances.
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Generally, if a product with an orphan drug designation subsequently receives the first marketing approval for the indication for which it
has such designation, the product is entitled to a period of marketing exclusivity, which precludes the FDA or the EMA from approving another
marketing application for the same drug for that time period. The applicable period is seven years in the United States and ten years in Europe.
The European exclusivity period can be reduced to six years if a drug no longer meets the criteria for orphan drug designation or if the drug is
sufficiently profitable so that market exclusivity is no longer justified. Orphan drug exclusivity may be lost if the FDA or EMA determines that the
request for designation was materially defective or if the manufacturer is unable to assure sufficient quantity of the drug to meet the needs of
patients with the rare disease or condition.
In March 2015, we obtained orphan drug designation in the United States for AEB1102 for the treatment of patients with
hyperargininemia, also known as Arginase 1 Deficiency. In July 2016, we also received orphan drug designation in Europe for AEB1102 for the
treatment of patients with Arginase 1 Deficiency. A company that first obtains FDA or EMA approval for a designated orphan drug for the
specified rare disease or condition receives orphan drug marketing exclusivity for that drug for a period of seven years in the United States or
ten years in the European Union, respectively. This orphan drug exclusivity prevents the FDA or EMA from approving another application,
including a Biologics License Application, or BLA, in the United States or a MAA in the European Union, to market a drug containing the same
principal molecular structural features for the same orphan indication, except in very limited circumstances, including when the FDA or the EMA
concludes that the later drug is safer, more effective or makes a major contribution to patient care. In addition, a designated orphan drug may
not receive orphan drug exclusivity if it is approved for a use that is broader than the indication for which it received orphan designation.
Even though we have received orphan drug designation for AEB1102 for the treatment of Arginase 1 Deficiency, we may not be the first
to obtain marketing approval for the orphan-designated indication due to the uncertainties associated with developing pharmaceutical product
candidates. Further, even if we obtain orphan drug exclusivity for a product, that exclusivity may not effectively protect the product from
competition because different drugs with different active moieties can be approved for the same condition or a drug with the same principal
molecular structural features can be approved for a different indication. Orphan drug designation neither shortens the development time or
regulatory review time of a drug nor gives the drug any advantage in the regulatory review or approval process. In addition, even if we intend to
seek orphan drug designation for other product candidates or indications, we may never receive such designations or obtain orphan drug
exclusivity.
If the market opportunities for our product candidates are smaller than we believe they are, our future product revenues may be
adversely affected and our business may suffer.
Our understanding of both the number of people who suffer from conditions such as Arginase 1 Deficiency or who have advanced
tumors or hematological malignancies dependent on arginine, as well as the potential subset of those who have the potential to benefit from
treatment with our product candidates such as AEB1102, are based on estimates. These estimates may prove to be incorrect and new studies
may reduce the estimated incidence or prevalence of these diseases. The number of patients in the United States, Europe or elsewhere may
turn out to be lower than expected, may not be otherwise amenable to treatment with our product candidates or patients may become
increasingly difficult to identify and access, all of which would adversely affect our business, financial condition, results of operations and
prospects.
Further, there are several factors that could contribute to making the actual number of patients who receive our potential product
candidates less than the potentially addressable market. These include the lack of widespread availability of, and limited reimbursement for,
new therapies in many underdeveloped markets.
Even if any of our product candidates receives marketing approval, it may fail to achieve the degree of market acceptance by
physicians, patients, third-party payors and others in the medical community necessary for commercial success.
Even if any of our product candidates receives marketing approval, it may nonetheless fail to gain sufficient market acceptance by
physicians, patients, third-party payors and others in the medical community necessary for commercial success. For example, current cancer
treatments like chemotherapy and radiation therapy are well established in the medical community, and physicians may continue to rely on
these treatments instead of adopting the use of AEB1102 for the treatment of patients with arginine dependent cancers. In addition, many new
drugs have been recently approved and many more are in the pipeline to treat patients with cancer. Additionally, current treatments for
Arginase 1 Deficiency include dietary protein restriction and, in some instances, nitrogen-scavenging drugs such as RAVICTI (glycerol
phenylbutyrate). If our product candidates do not achieve an adequate level of acceptance, we may never generate
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significant product revenues and we may not become profitable. The degree of market acceptance of our product candidates, if approved for
commercial sale, will depend on a number of factors, including:
•

their efficacy, safety and other potential advantages compared to alternative treatments;

•

our ability to offer them for sale at competitive prices;

•

their convenience and ease of administration compared to alternative treatments;

•

the willingness of the target patient population to try new therapies and of physicians to prescribe these therapies;

•

the strength of marketing and distribution support;

•

the availability of third-party coverage and adequate reimbursement for our product candidates;

•

the prevalence and severity of their side effects;

•

any restrictions on the use of our product candidates together with other medications;

•

interactions of our product candidates with other products patients are taking; and

•

inability of patients with certain medical histories to take our product candidates.

We expect to expand our development and regulatory capabilities and potentially implement sales, marketing and distribution
capabilities, and, as a result, we may encounter difficulties in managing our growth, which could disrupt our operations.
We expect to experience significant growth in the number of our employees and the scope of our operations, particularly in the areas of
product candidate development, regulatory affairs and, if any of our product candidates receives marketing approval, sales, marketing and
distribution.
We currently do not have a marketing or sales team for the marketing, sales and distribution of any of our product candidates that are
potentially able to obtain regulatory approval. In order to commercialize any product candidates, we must build on a territory-by-territory basis
marketing, sales, distribution, managerial and other non-technical capabilities or make arrangements with third parties to perform these
services, and we may not be successful in doing so. If our product candidates receive regulatory approval, we intend to establish an internal
sales or marketing team with technical expertise and supporting distribution capabilities to commercialize our product candidates, which will be
expensive and time consuming and will require significant attention of our executive officers to manage. Any failure or delay in the development
of our internal sales, marketing and distribution capabilities would adversely impact the commercialization of any of our product candidates that
we obtain approval to market. With respect to the commercialization of all or certain of our product candidates, we may choose to collaborate,
either globally or on a territory-by-territory basis, with third parties that have direct sales forces and established distribution systems, either to
augment our own sales force and distribution systems or in lieu of our own sales force and distribution systems. If we are unable to enter into
such arrangements when needed on acceptable terms, or at all, we may not be able to successfully commercialize any of our product
candidates that receive regulatory approval or any such commercialization may experience delays or limitations. If we are not successful in
commercializing our product candidates, either on our own or through collaborations with one or more third parties, our future product revenue
will suffer and we may incur significant additional losses.
To manage our anticipated future growth, we must continue to implement and improve our managerial, operational and financial
systems, expand our facilities and continue to recruit and train additional qualified personnel. Due to our limited financial resources and the
limited experience of our management team in managing a public company with such anticipated growth, we may not be able to effectively
manage the expansion of our operations or recruit and train additional qualified personnel. The expansion of our operations may lead to
significant costs and may divert our management and business development resources. Any inability to manage growth could delay the
execution of our business plans or disrupt our operations.
We face significant competition from other biotechnology and pharmaceutical companies and our operating results will suffer if we
fail to compete effectively.
The biotechnology and pharmaceutical industries are intensely competitive. We have competitors both in the United States and
internationally, including major multinational pharmaceutical companies, biotechnology companies, universities and other research institutions.
Many of our competitors have substantially greater financial, technical and other
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resources, such as larger research and development staff and experienced marketing and manufacturing organizations and well-established
sales forces. Competition may increase further as a result of advances in the commercial applicability of technologies and greater availability of
capital for investment in these industries. Our competitors may succeed in developing, acquiring or licensing, on an exclusive basis, product
candidates that are more effective or less costly than any product candidate that we are currently developing or that we may develop.
We face intense competition from companies developing products to address urea cycle disorders. For example, Horizon Pharma plc
has gained approval for its drug RAVICTI (glycerol phenylbutyrate), which is used to treat patients with urea cycle disorders suffering from
hyperammonemia, which may sometimes include patients suffering from Arginase 1 Deficiency. Patients with Arginase 1 Deficiency may also
benefit from taking RAVICTI (glycerol phenylbutyrate). We also face intense competition from companies developing products and therapies to
treat cancer. For example, Polaris Pharmaceuticals is conducting numerous clinical trials of ADI-PEG 20, an enzyme derived from
mycoplasma, which degrades arginine in the blood.
Our ability to compete successfully will depend largely on our ability to leverage our experience in product candidate discovery and
development to:
•

discover and develop product candidates that are superior to other products in the market;

•

attract qualified scientific, product development and commercial personnel;

•

obtain and maintain patent and/or other proprietary protection for our product candidates and technologies;

•

obtain required regulatory approvals; and

•

successfully collaborate with research institutions or pharmaceutical companies in the discovery, development and
commercialization of new product candidates.

The availability and price of our competitors’ products could limit the demand, and the price we are able to charge, for any of our product
candidates, if approved. We will not achieve our business plan if acceptance is inhibited by price competition or the reluctance of physicians to
switch from existing drug products or other therapies to our product candidates, or if physicians switch to other new drug products or choose to
reserve our product candidates for use in limited circumstances.
Established biotechnology companies may invest heavily to accelerate discovery and development of products that could make our
product candidates less competitive. In addition, any new product that competes with an approved product must demonstrate compelling
advantages in efficacy, convenience, tolerability and safety in order to overcome price competition and to be commercially successful.
Accordingly, our competitors may succeed in obtaining patent protection, receiving FDA or non-U.S. regulatory approval or discovering,
developing and commercializing product candidates before we do, which would have a material adverse impact on our business. Many of our
competitors have greater resources than we do and have established sales and marketing capabilities, whether internally or through third
parties. We will not be able to successfully commercialize our product candidates without establishing sales and marketing capabilities
internally or through strategic partners.
The insurance coverage and reimbursement status of newly-approved products is uncertain. Failure to obtain or maintain adequate
coverage and reimbursement for new or current product candidates could limit our ability to market those product candidates and
decrease our ability to generate revenue.
The availability and extent of reimbursement by governmental and private payors is essential for most patients to be able to afford
expensive treatments. Sales of any of our product candidates that receive marketing approval will depend substantially, both in the United
States and internationally, on the extent to which the costs of our product candidates will be paid by health maintenance, managed care,
pharmacy benefit and similar healthcare management organizations, or reimbursed by government health administration authorities, private
health coverage insurers and other third-party payors. If reimbursement is not available, or is available only to limited levels, we may not be
able to successfully commercialize our product candidates. Even if coverage is provided, the approved reimbursement amount may not be high
enough to allow us to establish or maintain pricing sufficient to realize a sufficient return on our investment.
There is significant uncertainty related to the insurance coverage and reimbursement of newly approved products. In the United States,
the principal decisions about reimbursement for new products are typically made by the Centers for Medicare & Medicaid Services, or CMS, an
agency within the U.S. Department of Health and Human Services since CMS decides whether and to what extent a new product will be
covered and reimbursed under Medicare. Private payors tend to
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follow CMS to a substantial degree. It is difficult to predict what CMS will decide with respect to reimbursement for novel products such as ours
since there is no body of established practices and precedents for these new products. Reimbursement agencies in Europe may be more
conservative than CMS. For example, a number of cancer drugs have been approved for reimbursement in the United States and have not
been approved for reimbursement in certain European countries.
Outside the United States, international operations are generally subject to extensive governmental price controls and other market
regulations, and we believe the increasing emphasis on cost-containment initiatives in Europe, Canada and other countries has and will
continue to put pressure on the pricing and usage of therapeutics such as our product candidates. In many countries, particularly the countries
of the European Union, the prices of medical products are subject to varying price control mechanisms as part of national health systems. In
these countries, pricing negotiations with governmental authorities can take considerable time after the receipt of marketing approval for a
product. To obtain reimbursement or pricing approval in some countries, we may be required to conduct a clinical trial that compares the costeffectiveness of our product candidate to other available therapies. In general, the prices of products under such systems are substantially
lower than in the United States. Other countries allow companies to fix their own prices for products, but monitor and control company profits.
Additional foreign price controls or other changes in pricing regulation could restrict the amount that we are able to charge for our product
candidates. Accordingly, in markets outside the United States, the reimbursement for our products may be reduced compared with the United
States and may be insufficient to generate commercially reasonable revenues and profits.
Moreover, increasing efforts by governmental and third-party payors, in the United States and internationally, to cap or reduce healthcare
costs may cause such organizations to limit both coverage and level of reimbursement for new products approved and, as a result, they may
not cover or provide adequate payment for our product candidates. The U.S. Congress and the new Trump administration have similarly
expressed concerns over the pricing of pharmaceutical products and there can be no assurance as to how this scrutiny will impact future
pricing of pharmaceutical products generally. We expect to experience pricing pressures in connection with the sale of any of our product
candidates due to the trend toward managed healthcare, the increasing influence of health maintenance organizations and additional legislative
changes. The downward pressure on healthcare costs in general, particularly prescription drugs and surgical procedures and other treatments,
has become very intense. As a result, increasingly high barriers are being erected to the entry of new products into the healthcare market.
In addition to CMS and private payors, professional organizations such as the National Comprehensive Cancer Network and the
American Society of Clinical Oncology can influence decisions about reimbursement for new products by determining standards for care. In
addition, many private payors contract with commercial vendors who sell software that provide guidelines that attempt to limit utilization of, and
therefore reimbursement for, certain products deemed to provide limited benefit to existing alternatives. Such organizations may set guidelines
that limit reimbursement or utilization of our product candidates.
Furthermore, some of our target indications, including for Arginase 1 Deficiency for AEB1102, are orphan indications where patient
populations are small. In order for therapeutics that are designed to treat smaller patient populations to be commercially viable, the
reimbursement for such therapeutics must be higher, on a relative basis, to account for the lack of volume. Accordingly, we will need to
implement a coverage and reimbursement strategy for any approved product candidate that accounts for the smaller potential market size. If
we are unable to establish or sustain coverage and adequate reimbursement for any future product candidates from third-party payors, the
adoption of those products and sales revenue will be adversely affected, which, in turn, could adversely affect the ability to market or sell those
product candidates, if approved, and ultimately our financial results.
Our future success depends on our ability to retain key executives and to attract, retain and motivate qualified personnel.
We are a clinical-stage biotechnology company with a limited operating history, and, as of March 31, 2017, had only 38 employees,
including five executive officers. We are highly dependent on the research and development, clinical and business development expertise of
our executive officers, as well as the other principal members of our management, scientific and clinical team. Any of our management team
members may terminate their employment with us at any time. We do not maintain “key person” insurance for any of our executives or other
employees.
Recruiting and retaining qualified scientific, clinical, manufacturing and sales and marketing personnel will also be critical to our success.
The loss of the services of our executive officers or other key employees could impede the achievement of our research, development and
commercialization objectives and seriously harm our ability to successfully
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implement our business strategy. Furthermore, replacing executive officers and key employees may be difficult and may take an extended
period of time because of the limited number of individuals in our industry with the breadth of skills and experience required to successfully
develop, facilitate regulatory approval of and commercialize product candidates. Competition to hire from this limited pool is intense, and we
may be unable to hire, train, retain or motivate these key personnel on acceptable terms given the competition among numerous
pharmaceutical and biotechnology companies for similar personnel. For instance, we have recently appointed Dr. Anthony Quinn, a member of
our board of directors, as interim Chief Medical Officer, and are currently in the process of searching for a permanent Chief Medical Officer.
There is no assurance that a qualified individual will be found timely or engaged on acceptable terms. We also experience competition for the
hiring of scientific and clinical personnel from universities and research institutions.
In addition, we rely on consultants and advisors, including scientific and clinical advisors such as our scientific advisory board, to assist
us in formulating our discovery and nonclinical development and commercialization strategy. Our consultants and advisors, including members
of our scientific advisory board, may be employed by employers other than us and may have commitments under consulting or advisory
contracts with other entities that may limit their availability to us. If we are unable to continue to attract and retain high quality personnel, our
ability to pursue our growth strategy will be limited.
Our product candidates for which we intend to seek approval as biologic products may face competition sooner than anticipated.
With the enactment of the Biologics Price Competition and Innovation Act of 2009, or BPCIA, an abbreviated pathway for the approval of
biosimilar and interchangeable biological products was created. The abbreviated regulatory pathway establishes legal authority for the FDA to
review and approve biosimilar biologics, including the possible designation of a biosimilar as interchangeable based on its similarity to an
existing reference product. Under the BPCIA, an application for a biosimilar product cannot be approved by the FDA until 12 years after the
original branded product is approved under a BLA. On March 6, 2015, the FDA approved the first biosimilar product under the BPCIA.
However, the law is complex and is still being interpreted and implemented by the FDA. As a result, its ultimate impact, implementation, and
meaning are subject to uncertainty. While it is uncertain when the processes intended to implement BPCIA may be fully adopted by the FDA,
any such processes could have a material adverse effect on the future commercial prospects for our biological products.
We believe that if any of our product candidates are approved as a biological product under a BLA, it should qualify for the 12-year
period of exclusivity. However, there is a risk that the FDA will not consider any of our product candidates to be reference products for
competing products, potentially creating the opportunity for biosimilar competition sooner than anticipated. Additionally, this period of regulatory
exclusivity does not apply to companies pursuing regulatory approval via their own traditional BLA, rather than via the abbreviated pathway.
Moreover, the extent to which a biosimilar, once approved, will be substituted for any one of our reference products that may be approved in a
way that is similar to traditional generic substitution for non-biological products is not yet clear, and will depend on a number of marketplace and
regulatory factors that are still developing.
Our business and operations would suffer in the event of system failures.
Despite the implementation of security measures, our internal computer systems and those of our strategic partners and third-parties on
whom we rely are vulnerable to damage from computer viruses, unauthorized access, natural disasters, terrorism, war and telecommunication
and electrical failures. Furthermore, we have little or no control over the security measures and computer systems of third parties including the
University of Texas at Austin and any CROs we may work with in the future. While we and, to our knowledge, our third-party strategic partners
have not experienced any such system failure, accident or security breach to date, if such an event were to occur and cause interruptions in
our operations, the operations of our strategic partner the University of Texas at Austin, our other third-party strategic partners, or our
manufacturers or suppliers, it could result in a material disruption of our product candidate development programs. For example, the loss of
research data by University of Texas at Austin could delay development of our product candidates and the loss of clinical trial data from
completed or ongoing or planned clinical trials could result in delays in our regulatory approval efforts, and we may incur substantial costs to
attempt to recover or reproduce the data. If any disruption or security breach resulted in a loss of or damage to our data or applications, or
inappropriate disclosure of confidential or proprietary information, we could incur liability or the further development of our product candidates
could be delayed.
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Risks Related to Our Reliance on Third Parties
We will rely on third parties to conduct our ongoing and future planned clinical trials, and those third parties may not perform
satisfactorily, including failing to meet deadlines for the completion of such trials.
We currently rely and will continue to rely on third parties to provide manufacturing, discovery and clinical development capabilities. For
example, we rely on the University of Texas at Austin to provide research under our sponsored research agreement, and we rely on a contract
manufacturing organization, KBI BioPharma, Inc., or KBI, to manufacture and supply nonclinical and clinical trial quantities of the biological
substance of our lead product candidate, AEB1102 and pipeline product candidates. We also expect to rely on KBI to manufacture and supply
commercial quantities of AEB1102. Until we develop our own drug discovery capabilities, we will continue to depend on third parties such as
the University of Texas at Austin for the identification of future targets for our product candidates.
We will rely on third-party CROs to conduct our ongoing and future planned clinical trials of AEB1102. We do not plan to independently
conduct clinical trials of our other product candidates. These agreements might terminate for a variety of reasons, including a failure to perform
by the third parties. If we need to enter into alternative arrangements, that would delay our product development activities.
Our reliance on these third parties for research and development activities will reduce our control over these activities but will not relieve
us of our responsibilities. For example, we will remain responsible for ensuring that each of our ongoing and future planned clinical trials is
conducted in accordance with the general investigational plan and protocols for the trial. Moreover, the FDA requires us to comply with
regulatory standards, commonly referred to as good clinical practices for conducting, recording and reporting the results of clinical trials to
assure that data and reported results are credible and accurate and that the rights, integrity and confidentiality of trial participants are protected.
Other countries’ regulatory agencies also have requirements for clinical trials with which we must comply. We also will be required to register
ongoing clinical trials and post the results of completed clinical trials on a government-sponsored database, ClinicalTrials.gov, within specified
timeframes. Failure to do so can result in fines, adverse publicity and civil and criminal sanctions.
Furthermore, these third parties may also have relationships with other entities, some of which may be our competitors. If these third
parties do not successfully carry out their contractual duties, meet expected deadlines or conduct our ongoing and future planned clinical trials
in accordance with regulatory requirements or our stated protocols, we will not be able to complete our clinical trials, obtain, or may be delayed
in obtaining, marketing approvals for our product candidates and will not be able to, or may be delayed in our efforts to, successfully
commercialize our product candidates.
We also expect to rely on other third parties to store and distribute drug supplies for our clinical trials. Any performance failure on the part
of our distributors could delay clinical development or marketing approval of our product candidates or commercialization of our product
candidates, producing additional losses and depriving us of potential product revenue.
We contract with third parties for the manufacture of our product candidates for nonclinical studies and our ongoing and future
planned clinical testing and expect to continue to do so for commercialization. This reliance on third parties increases the risk that
we will not have sufficient quantities of our product candidates at an acceptable cost and quality, which could delay, prevent or
impair our development or commercialization efforts.
We do not own or operate facilities for the manufacture of our product candidates, and we do not have any manufacturing personnel. We
currently have no plans to build our own clinical or commercial scale manufacturing capabilities. We rely, and expect to continue to rely, on third
parties, including KBI and Lyophilization Services of New England, Inc., for the manufacture of our product candidates for nonclinical studies
and for our existing and future planned clinical trials. We also expect to rely on third parties, including KBI, for commercial manufacture if any of
our product candidates receive marketing approval. This reliance on third parties increases the risk that we will not have sufficient quantities of
our product candidates or such quantities at an acceptable cost or quality, which could delay, prevent or impair our development or
commercialization efforts.
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Any performance failure on the part of our existing or future manufacturers could delay clinical development or marketing approval. We
do not currently have arrangements in place for redundant supply or a source for bulk drug substance. Currently, KBI is supplying, and is
expected to continue to supply, the drug substance requirements for our ongoing and planned clinical trials with AEB1102. If KBI cannot supply
us with sufficient amounts, pursuant to product requirements as agreed, we may be required to identify alternative manufacturers, which would
lead us to incur added costs and delays in identifying and qualifying any replacement.
The formulation used in early studies is not a final formulation for commercialization. If we are unable to demonstrate that our
commercial scale product is comparable to the product used in clinical trials, we may not receive regulatory approval for that product without
additional clinical trials. We have contracted with KBI for certain studies related to potential commercial scale manufacturing of AEB1102 at a
separate KBI facility, but there is no guarantee that such studies, the transfer of technology to or any potential manufacturing at such facility, will
be completed successfully, on time, or at all. We also cannot guarantee that we will be able to make any required modifications within currently
anticipated timeframes or that such modifications, if and when made, will obtain regulatory approval or that the new processes or modified
processes will be successfully implemented by or transferred to any third-party contract suppliers within currently anticipated timeframes.
These may require additional studies, and may delay our clinical trials and/or commercialization.
We expect to rely on third-party manufacturers, including KBI, or third-party strategic partners for the manufacture of commercial supply
of any product candidates for which our strategic partners or we obtain marketing approval. We may be unable to establish any additional
agreements with third-party manufacturers, including KBI, or to do so on acceptable terms. Even if we are able to establish agreements with
third-party manufacturers on acceptable terms, such third-party manufacturers may have limited experience manufacturing pharmaceutical
drugs for commercialization, and reliance on third-party manufacturers for the commercial supply of our products may expose us to various
risks, including:
•

possible noncompliance by the third party with regulatory requirements and quality assurance;

•

the possible breach of the manufacturing agreement by the third party;

•

the possible misappropriation of our proprietary information, including our trade secrets and know-how; and

•

the possible termination or nonrenewal of the agreement by the third party at a time that is costly or inconvenient for us.

Third-party manufacturers may not be able to comply with current good manufacturing practices, or cGMP or similar regulatory
requirements outside the United States. Although we do not have day-to-day control over third-party manufacturers’ compliance with these
regulations and standards, we are responsible for ensuring compliance with such regulations and standards. Our failure, or the failure of our
third-party manufacturers, to comply with applicable regulations could result in sanctions being imposed on us, including clinical holds, fines,
injunctions, civil penalties, delays, suspension or withdrawal of approvals, license revocation, seizures or recalls of product candidates,
operating restrictions and criminal prosecutions, any of which would significantly and adversely affect supplies of our product candidates and
our business.
In addition, the process of manufacturing and administering our product candidates is complex and highly regulated. As a result of the
complexities, our manufacturing and supply costs are likely to be higher than those at more traditional manufacturing processes and the
manufacturing process is less reliable and more difficult to reproduce.
We also expect to rely on other third parties to store and distribute drug supplies for our clinical trials. Any performance failure on the part
of our distributors could delay clinical development or marketing approval of our product candidates or commercialization of our product
candidates, producing additional losses and depriving us of potential product revenue.
Our product candidates and any products that we may develop may compete with other product candidates and products for access to
manufacturing facilities. There are a limited number of manufacturers that operate under cGMP regulations and that might be capable of
manufacturing for us.
Our current and anticipated future dependence upon others for the manufacture of our product candidates may adversely affect our
future profit margins and our ability to commercialize any product candidates that receive marketing approval on a timely and competitive basis.
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Failure of any future third-party collaborators to successfully commercialize companion diagnostics developed for use with our
therapeutic product candidates for oncology indications could harm our ability to commercialize these product candidates.
We do not plan to develop companion diagnostics internally and, as a result, we are dependent on the efforts of our third-party strategic
partners to successfully commercialize any needed companion diagnostics. Our strategic partners:
•

may not perform their obligations as expected;

•

may encounter production difficulties that could constrain the supply of the companion diagnostics;

•

may have difficulties gaining acceptance of the use of the companion diagnostics in the clinical community;

•

may not pursue commercialization of any companion diagnostics;

•

may elect not to continue or renew commercialization programs based on changes in the strategic partners’ strategic focus or
available funding, or external factors, such as an acquisition, that divert resources or create competing priorities;

•

may not commit sufficient resources to the marketing and distribution of such companion diagnostic product candidates; and

•

may terminate their relationship with us.

If companion diagnostics needed for use with our therapeutic product candidates in oncology fail to gain market acceptance, our ability
to derive revenues from sales of these therapeutic product candidates could be harmed. If our strategic partners fail to commercialize these
companion diagnostics, it could adversely affect and delay the development or commercialization of our therapeutic product candidates.
We may not be successful in finding strategic partners for continuing development of certain of our product candidates or
successfully commercializing or competing in the market for certain indications.
We may seek to develop strategic partnerships for developing certain of our product candidates, due to capital costs required to develop
the product candidates or manufacturing constraints. We may not be successful in our efforts to establish such a strategic partnership or other
alternative arrangements for our product candidates because our research and development pipeline may be insufficient, our product
candidates may be deemed to be at too early of a stage of development for collaborative effort or third parties may not view our product
candidates as having the requisite potential to demonstrate safety and efficacy. In addition, we may be restricted under existing collaboration
agreements from entering into future agreements with potential strategic partners. We cannot be certain that, following a strategic transaction
or license, we will achieve an economic benefit that justifies such transaction.
If we are unable to reach agreements with suitable strategic partners on a timely basis, on acceptable terms or at all, we may have to
curtail the development of a product candidate, reduce or delay its development program, delay its potential commercialization, reduce the
scope of any sales or marketing activities or increase our expenditures and undertake development or commercialization activities at our own
expense. If we elect to fund development or commercialization activities on our own, we may need to obtain additional expertise and additional
capital, which may not be available to us on acceptable terms or at all. If we fail to enter into collaborations and do not have sufficient funds or
expertise to undertake the necessary development and commercialization activities, we may not be able to further develop our product
candidates and our business, financial condition, results of operations and prospects may be materially and adversely affected.
Our employees may engage in misconduct or other improper activities, including non-compliance with regulatory standards and
requirements, which could cause significant liability for us and harm our reputation.
We are exposed to the risk of employee fraud or other misconduct, including intentional failures to comply with FDA regulations or similar
regulations of comparable non-U.S. regulatory authorities, provide accurate information to the FDA or comparable non-U.S. regulatory
authorities, comply with manufacturing standards we have established, comply with the Foreign Corrupt Practices Act and federal and state
healthcare fraud and abuse laws and regulations and similar laws and regulations established and enforced by comparable non-U.S. regulatory
authorities, report financial information or data accurately or disclose unauthorized activities to us. Employee misconduct could also involve the
improper use of information obtained in the course of clinical trials, which could result in regulatory sanctions and serious harm to our
reputation. It is not always possible to identify and deter employee misconduct, and the precautions we take to detect and
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prevent this activity may not be effective in controlling unknown or unmanaged risks or losses or in protecting us from governmental
investigations or other actions or lawsuits stemming from a failure to be in compliance with such laws, standards or regulations. If any such
actions are instituted against us, and we are not successful in defending ourselves or asserting our rights, those actions could have a
significant impact on our business and results of operations, including the imposition of significant fines or other sanctions.
We may be subject to claims by third parties asserting that our employees or we have misappropriated their intellectual property, or
claiming ownership of what we regard as our own intellectual property.
Many of our employees were previously employed at universities or other biotechnology or pharmaceutical companies, including our
competitors or potential competitors. Although we try to ensure that our employees do not use the proprietary information or know-how of
others in their work for us, we may be subject to claims that these employees or we have used or disclosed intellectual property, including trade
secrets or other proprietary information, of any such employee’s former employer. Litigation may be necessary to defend against these claims.
In addition, while it is our policy to require our employees and contractors who may be involved in the development of intellectual
property to execute agreements assigning such intellectual property to us, we may be unsuccessful in executing such an agreement with each
party who in fact develops intellectual property that we regard as our own. Our and their assignment agreements may not be self-executing or
may be breached, and we may be forced to bring claims against third parties, or defend claims they may bring against us, to determine the
ownership of what we regard as our intellectual property.
If we fail in prosecuting or defending any such claims, in addition to paying monetary damages, we may lose valuable intellectual
property rights or personnel. Even if we are successful in prosecuting or defending against such claims, litigation could result in substantial
costs and be a distraction to management.
We and our strategic partners that we rely on may be adversely affected by natural disasters, and our business continuity and
disaster recovery plans may not adequately protect us from a serious disaster.
Natural disasters could severely disrupt our operations or the operations of KBI’s manufacturing facilities and have a material adverse
effect on our business, financial condition, results of operations and prospects. If a natural disaster, power outage or other event occurred that
prevented us from using all or a significant portion of our headquarters, that damaged critical infrastructure, such as KBI’s manufacturing
facilities, or that otherwise disrupted operations, it may be difficult or, in certain cases, impossible for us to continue our business for a
substantial period of time. The disaster recovery and business continuity plans we have in place currently are limited and may not prove
adequate in the event of a serious disaster or similar event. Substantially all of our current supply of product candidates are located at KBI’s
manufacturing facilities, and we do not have any existing back-up facilities in place or plans for such back-up facilities. We may incur
substantial expenses as a result of the limited nature of our disaster recovery and business continuity plans, which could have a material
adverse effect on our business, financial condition, results of operations and prospects.
Risks Related to Government Regulation
If we are not able to obtain, or if there are delays in obtaining, required regulatory approvals in the United States or in foreign
jurisdictions, we will not be able to commercialize our product candidates, and our ability to generate revenue will be materially
impaired.
Our product candidates must be approved by the FDA pursuant to a BLA in the United States, and by the EMA pursuant to a MAA, and
by other comparable regulatory authorities outside the United States prior to commercialization. The process of obtaining marketing approvals,
both in the United States and internationally, is expensive and takes many years, if approval is obtained at all, and can vary substantially based
upon a variety of factors, including the type, complexity and novelty of the product candidates involved. The approval procedure varies among
countries and can involve additional testing. The time required to obtain approval in Europe or another non-U.S. jurisdiction may differ
substantially from that required to obtain FDA approval. The regulatory approval process outside the United States generally includes all of the
risks associated with obtaining FDA approval. In addition, in many countries outside the United States, it is required that the product be
approved for reimbursement before the product can be approved for sale in that country. We or our third-party strategic partners may not obtain
approvals from regulatory authorities outside the United States on a timely basis, if at all. Approval by the FDA does not ensure approval by
regulatory authorities in other countries or jurisdictions, and approval by one regulatory authority outside the United States does not ensure
approval by
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regulatory authorities in other countries or jurisdictions or by the FDA. We may not be able to file for marketing approvals and may not receive
necessary approvals to commercialize our product candidates in any market.
Failure to obtain marketing approval for a product candidate will prevent us from commercializing the product candidate. We have not
received approval to market any of our product candidates from regulatory authorities in any jurisdiction. We have no experience in filing and
supporting the applications necessary to gain marketing approvals and expect to rely on third-party CROs to assist us in this process. Securing
marketing approval requires the submission of extensive nonclinical and clinical data and supporting information to regulatory authorities for
each therapeutic indication to establish the product candidate’s safety and efficacy. Securing marketing approval also requires the submission
of information about the product manufacturing process to, and inspection of manufacturing facilities by, the regulatory authorities. Our product
candidates may not be effective, may be only moderately effective or may prove to have undesirable or unintended side effects, toxicities or
other characteristics that may preclude our obtaining marketing approval or prevent or limit commercial use. Regulatory authorities have
substantial discretion in the approval process and may refuse to accept any application or may decide that our data are insufficient for approval
and require additional nonclinical, clinical or other studies. In addition, varying interpretations of the data obtained from nonclinical and clinical
testing could delay, limit or prevent marketing approval of a product candidate. Changes in marketing approval policies during the development
period, changes in or the enactment of additional statutes or regulations, or changes in regulatory review for each submitted product
application, may also cause delays in or prevent the approval of an application.
Approval of our product candidates may be delayed or refused for many reasons, including the following:
•

the FDA, EMA, MHRA or other comparable foreign regulatory authorities may disagree with the design or implementation of our
clinical trials;

•

we may be unable to demonstrate to the satisfaction of the FDA, EMA, MHRA or other comparable foreign regulatory authorities
that our product candidates are safe and effective for any of their proposed indications;

•

the results of clinical trials may not meet the level of statistical significance required by the FDA, EMA, MHRA or other comparable
foreign regulatory authorities for approval;

•

we may be unable to demonstrate that our product candidates’ clinical and other benefits outweigh their safety risks;

•

the FDA, EMA, MHRA or other comparable foreign regulatory authorities may disagree with our interpretation of data from
preclinical programs or clinical trials;

•

the data collected from clinical trials of our product candidates may not be sufficient to the satisfaction of the FDA, EMA, MHRA or
other comparable foreign regulatory authorities to support the submission of a BLA, MAA or other comparable submission in other
jurisdictions or to obtain regulatory approval in the United States or elsewhere;

•

the facilities of the third-party manufacturers with which we partner may not be adequate to support approval of our product
candidates; and

•

the approval policies or regulations of the FDA, EMA or other comparable foreign regulatory authorities may significantly change in
a manner rendering our clinical data insufficient for approval.

New products for the treatment of cancer frequently are initially indicated only for patient populations that have not responded to an
existing therapy or have relapsed. If any of our product candidates receives marketing approval, the approved labeling may limit the use of our
product candidates in this way, which could limit sales of the product.
Any marketing approval we ultimately obtain may be limited or subject to restrictions or post-approval commitments that render the
approved product not commercially viable. If we experience delays in obtaining approval or if we fail to obtain approval of our product
candidates, the commercial prospects for our product candidates may be harmed and our ability to generate revenues will be materially
impaired.
Any Fast Track Designation by the FDA, even if granted for any of our product candidates, may not lead to a faster development or
regulatory review or approval process, and does not increase the likelihood that our product candidates will receive marketing
approval.
We have received Fast Track Designation from the FDA for our lead product candidate AEB1102 for the treatment of hyperargininemia
secondary to Arginase 1 Deficiency, and may seek such designation for some or all of our product
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candidates. If a drug or biologic is intended for the treatment of a serious or life-threatening condition and the drug or biologic demonstrates the
potential to address unmet medical needs for this condition, the drug or biologic sponsor may apply for FDA Fast Track Designation. The FDA
has broad discretion whether or not to grant this designation. Even if we believe a particular product candidate is eligible for this designation,
we cannot assure you that the FDA would decide to grant it. Even though we have received Fast Track Designation for AEB1102 for the
treatment of hyperargininemia secondary to Arginase 1 Deficiency, and even if we receive Fast Track Designation for other product candidates
or indications in the future, we may not experience a faster development process, review or approval compared to conventional FDA
procedures. The FDA may withdraw Fast Track Designation if it believes that the designation is no longer supported by data from our clinical
development program. Many drugs or biologics that have received Fast Track Designation have failed to obtain approval.
We may also seek accelerated approval for products that have obtained fast track designation. Under the FDA’s accelerated approval
program, the FDA may approve a drug or biologic for a serious or life-threatening illness that provides meaningful therapeutic benefit to
patients over existing treatments based upon a surrogate endpoint that is reasonably likely to predict clinical benefit, or on a clinical endpoint
that can be measured earlier than irreversible morbidity or mortality, that is reasonably likely to predict an effect on irreversible morbidity or
mortality or other clinical benefit, taking into account the severity, rarity, or prevalence of the condition and the availability or lack of alternative
treatments. For drugs or biologics granted accelerated approval, post-marketing confirmatory trials are required to describe the anticipated
effect on irreversible morbidity or mortality or other clinical benefit. These confirmatory trials must be completed with due diligence and, in some
cases, the FDA may require that the trial be designed and/or initiated prior to approval. Moreover, the FDA may withdraw approval of our
product candidate or indication approved under the accelerated approval pathway if, for example:
•

the trial or trials required to verify the predicted clinical benefit of our product candidate fail to verify such benefit or do not
demonstrate sufficient clinical benefit to justify the risks associated with the drug;

•

other evidence demonstrates that our product candidate is not shown to be safe or effective under the conditions of use;

•

we fail to conduct any required post-approval trial of our product candidate with due diligence; or

•

we disseminate false or misleading promotional materials relating to the relevant product candidate.

A Breakthrough Therapy Designation by the FDA, even if granted for any of our product candidates, may not lead to a faster
development or regulatory review or approval process, and does not increase the likelihood that our product candidates will receive
marketing approval.
We do not currently have Breakthrough Therapy Designation for any of our product candidates, but may seek such designation. A
Breakthrough Therapy is defined as a drug or biologic that is intended, alone or in combination with one or more other drugs, to treat a serious
or life-threatening disease or condition, and preliminary clinical evidence indicates that the drug or biologic may demonstrate substantial
improvement over existing therapies with respect to one or more clinically significant endpoints, such as substantial treatment effects observed
early in clinical development. For drugs or biologics that have been designated as Breakthrough Therapies, interaction and communication
between the FDA and the sponsor can help to identify the most efficient path for development.
Designation as a Breakthrough Therapy is within the discretion of the FDA. Accordingly, even if we believe, after completing early clinical
trials, that one of our product candidates meets the criteria for designation as a Breakthrough Therapy, the FDA may disagree and instead
determine not to make such designation. In any event, the receipt of a Breakthrough Therapy designation for a product candidate may not
result in a faster development process, review or approval compared to drugs or biologics considered for approval under conventional FDA
procedures and does not assure ultimate approval by the FDA. In addition, even if one or more of our product candidates qualify as
Breakthrough Therapies, the FDA may later decide that such product candidates no longer meet the conditions for qualification.
Any product candidate for which we obtain marketing approval will be subject to extensive post-marketing regulatory requirements
and could be subject to post-marketing restrictions or withdrawal from the market, and we may be subject to penalties if we fail to
comply with regulatory requirements or if we experience unanticipated problems with our product candidates, when and if any of
them are approved.
Our product candidates and the activities associated with their development and commercialization, including their testing, manufacture,
recordkeeping, labeling, storage, approval, advertising, promotion, sale and distribution, are subject
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to comprehensive regulation by the FDA and other regulatory authorities. These requirements include submissions of safety and other postmarketing information and reports, registration and listing requirements, cGMP, requirements relating to manufacturing, quality control, quality
assurance and corresponding maintenance of records and documents, including periodic inspections by the FDA and other regulatory
authorities, requirements regarding the distribution of samples to physicians and recordkeeping.
The FDA may also impose requirements for costly post-marketing studies or clinical trials and surveillance to monitor the safety or
efficacy of any approved product. The FDA closely regulates the post-approval marketing and promotion of drugs and biologics to ensure drugs
and biologics are marketed only for the approved indications and in accordance with the provisions of the approved labeling. The FDA imposes
stringent restrictions on manufacturers’ communications regarding use of their products and if we promote our product candidates beyond their
approved indications, we may be subject to enforcement action for off-label promotion. Violations of the Federal Food, Drug, and Cosmetic Act
relating to the promotion of prescription drugs may lead to investigations alleging violations of federal and state healthcare fraud and abuse
laws, as well as state consumer protection laws.
In addition, later discovery of previously unknown adverse events or other problems with our product candidates, manufacturers or
manufacturing processes, or failure to comply with regulatory requirements, may yield various results, including:
•

restrictions on such product candidates, manufacturers or manufacturing processes;

•

restrictions on the labeling or marketing of a product;

•

restrictions on product distribution or use;

•

requirements to conduct post-marketing studies or clinical trials;

•

warning or untitled letters;

•

withdrawal of any approved product from the market;

•

refusal to approve pending applications or supplements to approved applications that we submit;

•

recall of product candidates;

•

fines, restitution or disgorgement of profits or revenues;

•

suspension or withdrawal of marketing approvals;

•

refusal to permit the import or export of our product candidates;

•

product seizure; or

•

injunctions or the imposition of civil or criminal penalties.

Non-compliance with European requirements regarding safety monitoring or pharmacovigilance, and with requirements related to the
development of products for the pediatric population, can also result in significant financial penalties. Similarly, failure to comply with Europe’s
requirements regarding the protection of personal information can also lead to significant penalties and sanctions.
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Our relationships with customers and third-party payors will be subject to applicable anti-kickback, fraud and abuse and other
healthcare laws and regulations, which could expose us to criminal sanctions, civil penalties, contractual damages, reputational
harm and diminished profits and future earnings.
Healthcare providers, physicians and third-party payors will play a primary role in the recommendation and prescription of any product
candidates for which we obtain marketing approval. Our future arrangements with third-party payors and customers may expose us to broadly
applicable fraud and abuse and other healthcare laws and regulations that may constrain the business or financial arrangements and
relationships through which we market, sell and distribute any product candidates for which we obtain marketing approval. Restrictions under
applicable U.S. federal and state healthcare laws and regulations include the following:
•

the federal Anti-Kickback Statute prohibits, among other things, persons from knowingly and willfully soliciting, offering, receiving
or providing remuneration, directly or indirectly, in cash or in kind, to induce or reward, or in return for, either the referral of an
individual for, or the purchase, order or recommendation of, any good or service, for which payment may be made under a federal
healthcare program such as Medicare and Medicaid;

•

the federal False Claims Act imposes criminal and civil penalties, including civil whistleblower or qui tam actions, against
individuals or entities for knowingly presenting, or causing to be presented, to the federal government, claims for payment that are
false or fraudulent or making a false statement to avoid, decrease or conceal an obligation to pay money to the federal
government;

•

the federal Health Insurance Portability and Accountability Act of 1996, or HIPAA, imposes criminal and civil liability for executing a
scheme to defraud any healthcare benefit program or making false statements relating to healthcare matters;

•

HIPAA, as amended by the Health Information Technology for Economic and Clinical Health Act and its implementing regulations,
also imposes obligations, including mandatory contractual terms, with respect to safeguarding the privacy, security and
transmission of individually identifiable health information;

•

federal law requires applicable manufacturers of covered drugs to report payments and other transfers of value to physicians and
teaching hospitals, which includes annual data collection and reporting obligations. The information was made publicly available
on a searchable website in September 2014 and will be disclosed on an annual basis; and

•

analogous state and foreign laws and regulations, such as state anti-kickback and false claims laws, may apply to sales or
marketing arrangements and claims involving healthcare items or services reimbursed by non-governmental third-party payors,
including private insurers.

Some state laws require pharmaceutical companies to comply with the pharmaceutical industry’s voluntary compliance guidelines and
the relevant compliance guidance promulgated by the federal government and may require drug manufacturers to report information related to
payments and other transfers of value to physicians and other healthcare providers or marketing expenditures. State and foreign laws also
govern the privacy and security of health information in some circumstances, many of which differ from each other in significant ways and often
are not preempted by HIPAA, thus complicating compliance efforts.
Efforts to ensure that our business arrangements with third parties will comply with applicable healthcare laws and regulations will
involve substantial costs. It is possible that governmental authorities will conclude that our business practices may not comply with current or
future statutes, regulations or case law involving applicable fraud and abuse or other healthcare laws and regulations. If our operations are
found to be in violation of any of these laws or any other governmental regulations that may apply to us, we may be subject to significant civil,
criminal and administrative penalties, damages, fines, imprisonment, exclusion of product candidates from government funded healthcare
programs, such as Medicare and Medicaid, and the curtailment or restructuring of our operations. If any of the physicians or other healthcare
providers or entities with whom we expect to do business is found to be not in compliance with applicable laws, they may be subject to criminal,
civil or administrative sanctions, including exclusions from government funded healthcare programs.
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Recently enacted and future legislation may increase the difficulty and cost for us to obtain marketing approval of and commercialize
our product candidates and affect the prices we may obtain.
In the United States and some foreign jurisdictions, there have been a number of legislative and regulatory changes and proposed
changes regarding the healthcare system that could prevent or delay marketing approval of our product candidates, restrict or regulate postapproval activities and affect our ability to profitably sell any product candidates for which we obtain marketing approval.
In the United States, the Medicare Prescription Drug, Improvement, and Modernization Act of 2003, or the MMA, changed the way
Medicare covers and pays for pharmaceutical products. The legislation expanded Medicare coverage for drug purchases by the elderly and
introduced a new reimbursement methodology based on average sales prices for physician-administered drugs. In addition, this legislation
provided authority for limiting the number of drugs that will be covered in any therapeutic class. Cost reduction initiatives and other provisions of
this legislation could decrease the coverage and price that we receive for any approved product candidates. While the MMA only applies to
drug benefits for Medicare beneficiaries, private payors often follow Medicare coverage policy and payment limitations in setting their own
reimbursement rates. Therefore, any reduction in reimbursement that results from the MMA may result in a similar reduction in payments from
private payors.
More recently, in March 2010, President Obama signed into law the Patient Protection and Affordable Care Act, as amended by the
Health Care and Education Reconciliation Act, or collectively the ACA, a sweeping law intended to broaden access to health insurance, reduce
or constrain the growth of healthcare spending, enhance remedies against fraud and abuse, add transparency requirements for the healthcare
and health insurance industries, impose new taxes and fees on the health industry and impose additional health policy reforms.
Among the provisions of the ACA of importance to our potential product candidates are the following:
•

an annual, nondeductible fee on any entity that manufactures or imports specified branded prescription drugs and biologic agents;

•

an increase in the statutory minimum rebates a manufacturer must pay under the Medicaid Drug Rebate Program;

•

expansion of healthcare fraud and abuse laws, including the False Claims Act and the Anti-Kickback Statute, new government
investigative powers, and enhanced penalties for noncompliance;

•

a Medicare Part D coverage gap discount program, in which manufacturers must agree to offer 50% point-of-sale discounts off
negotiated prices;

•

extension of manufacturers’ Medicaid rebate liability to manage care initiation;

•

expansion of eligibility criteria for Medicaid programs;

•

expansion of the entities eligible for discounts under the Public Health Service pharmaceutical pricing program;

•

requirements to report financial arrangements with physicians and teaching hospitals;

•

a requirement to annually report drug samples that manufacturers and distributors provide to physicians; and

•

a Patient-Centered Outcomes Research Institute to oversee, identify priorities in, and conduct comparative clinical effectiveness
research, along with funding for such research.

In addition, other legislative changes have been proposed and adopted since the ACA was enacted. These changes included aggregate
reductions to Medicare payments to providers of up to 2% per fiscal year, starting in 2013. In January 2013, President Obama signed into law
the American Taxpayer Relief Act of 2012, which, among other things, reduced Medicare payments to several providers, and increased the
statute of limitations period for the government to recover overpayments to providers from three to five years. More recently, President Trump
has suggested that he plans to seek repeal of all or portions of the ACA, and he has indicated that he wants Congress to replace the ACA with
new legislation. We cannot predict whether these challenges will continue or other proposals will be made or adopted, or what impact these
efforts may have on us.
We expect that the ACA, as well as other healthcare reform measures that may be adopted in the future, may result in more rigorous
coverage criteria and in additional downward pressure on the price that we receive for any approved product. Any reduction in reimbursement
from Medicare or other government programs may result in a similar reduction in
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payments from private payors. The implementation of cost containment measures or other healthcare reforms may prevent us from being able
to generate revenue, attain profitability, or commercialize our product candidates.
Legislative and regulatory proposals have been made to expand post-approval requirements and restrict sales and promotional activities
for pharmaceutical products. We cannot be sure whether additional legislative changes will be enacted, or whether FDA regulations, guidance
or interpretations will be changed, or what the impact of such changes on the marketing approvals of our product candidates, if any, may be. In
addition, increased scrutiny by the U.S. Congress of the FDA’s approval process may significantly delay or prevent marketing approval, as well
as subject us to more stringent product labeling and post-marketing testing and other requirements.
If we fail to comply with environmental, health and safety laws and regulations, we could become subject to fines or penalties or
incur costs that could harm our business.
We are subject to numerous environmental, health and safety laws and regulations, including those governing laboratory procedures and
the handling, use, storage, treatment and disposal of hazardous materials and wastes. Our operations involve the use of hazardous and
flammable materials, including chemicals and biological materials. Our operations also produce hazardous waste products. We generally
contract with third parties for the disposal of these materials and wastes. We cannot eliminate the risk of contamination or injury from these
materials. In the event of contamination or injury resulting from our use of hazardous materials, we could be held liable for any resulting
damages, and any liability could exceed our resources. We also could incur significant costs associated with civil or criminal fines and penalties
for failure to comply with such laws and regulations.
Although we maintain workers’ compensation insurance that we believe is consistent with industry norms to cover us for costs and
expenses we may incur due to injuries to our employees resulting from the use of hazardous materials, we cannot assure you that it will be
sufficient to cover our liability in such cases. We do not maintain insurance for environmental liability or toxic tort claims that may be asserted
against us in connection with our storage or disposal of biological, hazardous or radioactive materials.
In addition, we may incur substantial costs in order to comply with current or future environmental, health and safety laws and
regulations. These current or future laws and regulations may impair our discovery, nonclinical development or production efforts. Our failure to
comply with these laws and regulations also may result in substantial fines, penalties or other sanctions.
Risks Related to Our Intellectual Property
If we are unable to obtain and maintain intellectual property protection for our technology and product candidates, or if the scope of
the intellectual property protection obtained is not sufficiently broad, our competitors could develop and commercialize technology
and product candidates similar or identical to ours, and our ability to successfully commercialize our technology and product
candidates may be impaired.
We rely upon a combination of patents, trade secret protection and confidentiality agreements to protect the intellectual property related
to our technology and product candidates.
In particular, our success depends in large part on our ability, and our licensors’ ability, to obtain and maintain patent protection in the
United States and other countries with respect to our proprietary technology and product candidates, including any companion diagnostic
developed by us or a third-party strategic partner. We seek to protect our proprietary position by filing patent applications in the United States
and abroad related to our novel technologies and product candidates, and rely on our licensors to obtain patent protection for our licensed
intellectual property. Our patent portfolio includes patents and patent applications own or we exclusively license from the University of Texas at
Austin. This patent portfolio includes issued patents and pending patent applications covering compositions of matter and methods of use.
The patent prosecution process is expensive and time-consuming, and we may not be able to file, prosecute, maintain, enforce or
license all necessary or desirable patent applications at a reasonable cost or in a timely manner, or in all jurisdictions. We may choose not to
seek patent protection for certain innovations and may choose not to pursue patent protection in certain jurisdictions, and under the laws of
certain jurisdictions, patents or other intellectual property rights may be unavailable or limited in scope. It is also possible that we will fail to
identify patentable aspects of our discovery and nonclinical development output before it is too late to obtain patent protection. Moreover, the
risks pertaining to our patents and intellectual property rights also apply to the intellectual property rights that we license from third parties. In
some circumstances, we do not have the right to control the preparation, filing and prosecution of patent applications, or
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to maintain the patents, covering technology that we license from third parties. We may also require the cooperation of our licensors in order to
enforce the licensed patent rights, and such cooperation may not be provided. Therefore, these patents and applications may not be
prosecuted and enforced in a manner consistent with the best interests of our business and the rights we have licensed may be reduced or
eliminated.
The patent position of biotechnology and pharmaceutical companies generally is highly uncertain, involves complex legal and factual
questions and has in recent years been the subject of much litigation. The U.S. Patent and Trademark Office, or U.S. PTO, has not established
a consistent policy regarding the breadth of claims that it will allow in biotechnology patents. In addition, the laws of foreign jurisdictions may
not protect our rights to the same extent as the laws of the United States. For example, India and China do not allow patents for methods of
treating the human body. Publications of discoveries in the scientific literature often lag behind the actual discoveries, and patent applications in
the United States and other jurisdictions are typically not published until 18 months after filing, or in some cases not at all. Therefore, we cannot
know with certainty whether we were the first to make the inventions claimed in our owned or licensed patents or pending patent applications,
or that we were the first to file for patent protection of such inventions, nor can we know whether those from whom we license patents were the
first to make the inventions claimed or were the first to file. As a result, the issuance, scope, validity, enforceability and commercial value of our
patent rights are highly uncertain. Our pending and future patent applications may not result in patents being issued that protect our technology
or product candidates, in whole or in part, or which effectively prevent others from commercializing competitive technologies and product
candidates. Changes in either the patent laws or interpretation of the patent laws in the United States and other countries may diminish the
value of our patents or narrow the scope of our patent protection. In addition, during prosecution of any patent application, the issuance of any
patents based on the application may depend upon our ability to generate additional preclinical or clinical data that supports the patentability of
our proposed claims. We may not be able to generate such data on a timely basis, to the satisfaction of the U.S. PTO, or at all.
Moreover, we may be subject to a third-party preissuance submission of prior art to the U.S. PTO or patent offices in foreign jurisdictions,
or become involved in opposition, derivation, reexamination, inter partes review, post-grant review or interference proceedings challenging our
patent rights or the patent rights of others. An adverse determination in any such submission, proceeding or litigation could reduce the scope
of, or invalidate, our patent rights, allow third parties to commercialize our technology or product candidates and compete directly with us,
without payment to us, or result in our inability to manufacture or commercialize product candidates without infringing third-party patent rights.
In addition, if the breadth or strength of protection provided by our patents and patent applications is threatened, it could dissuade companies
from collaborating with us to license, develop or commercialize current or future product candidates.
Even if our owned and licensed patent applications issue as patents, they may not issue in a form that will provide us with any
meaningful protection, prevent competitors from competing with us or otherwise provide us with any competitive advantage. Our competitors
may be able to circumvent our owned or licensed patents by developing similar or alternative technologies or product candidates in a noninfringing manner.
The issuance of a patent is not conclusive as to its inventorship, scope, validity or enforceability, and our owned and licensed patents
may be challenged in the courts or patent offices in the United States and abroad. Such challenges may result in loss of exclusivity or freedom
to operate or in patent claims being narrowed, invalidated or held unenforceable, in whole or in part, which could limit our ability to stop others
from using or commercializing similar or identical technology and product candidates, or limit the duration of the patent protection of our
technology and product candidates. In addition, patents have a limited lifespan. In the United States, the natural expiration of a patent is
generally 20 years after the first non-provisional filing in the patent family. Given the amount of time required for the development, testing and
regulatory review of new product candidates, patents protecting such candidates might expire before or shortly after such candidates are
commercialized. As a result, our owned and licensed patent portfolio may not provide us with sufficient rights to exclude others from
commercializing product candidates similar or identical to ours.
Any inability on our part to adequately protect our intellectual property may have a material adverse effect on our business, operating
results and financial position.
Obtaining and maintaining our patent protection depends on compliance with various procedural, document submission, fee
payment and other requirements imposed by governmental patent agencies, and our patent protection could be reduced or
eliminated for non-compliance with these requirements.
Periodic maintenance fees, renewal fees, annuity fees and various other governmental fees on patents and/or applications will be due to
be paid to the U.S. PTO and various governmental patent agencies outside the United States in several stages over the lifetime of the patents
and/or applications. We have systems in place to remind us to pay these
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fees, and we employ an outside firm and rely on our outside counsel to pay these fees due to non-U.S. patent agencies. The U.S. PTO and
various non-U.S. governmental patent agencies require compliance with a number of procedural, documentary, fee payment and other similar
provisions during the patent application process. We employ reputable law firms and other professionals to help us comply, and in many cases,
an inadvertent lapse can be cured by payment of a late fee or by other means in accordance with the applicable rules. However, in some cases
we rely on licensors to effect such payments with respect to the patents and patent applications that we in-license. Moreover, there are
situations in which non-compliance can result in abandonment or lapse of the patent or patent application, resulting in partial or complete loss
of patent rights in the relevant jurisdiction. In such an event, our competitors might be able to enter the market and this circumstance would
have a material adverse effect on our business.
Third parties may initiate legal proceedings alleging that we are infringing their intellectual property rights, the outcome of which
would be uncertain and could have a material adverse effect on the success of our business.
Our commercial success depends upon our ability, and the ability of our collaborators, to develop, manufacture, market and sell our
product candidates and use our proprietary technologies without infringing the proprietary rights of third parties. There is considerable
intellectual property litigation in the biotechnology and pharmaceutical industries. We may become party to, or threatened with, future
adversarial proceedings or litigation regarding intellectual property rights with respect to our product candidates and technology, including
interference or derivation proceedings before the U.S. PTO and similar bodies in other jurisdictions. Third parties may assert infringement
claims against us based on existing patents or patents that may be granted in the future.
It is also possible that we have failed to identify relevant third-party patents or applications. For example, applications filed before
November 29, 2000 and certain applications filed after that date that will not be filed outside the United States remain confidential until patents
issue. Moreover, it is difficult for industry participants, including us, to identify all third-party patent rights that may be relevant to our product
candidates and technologies because patent searching is imperfect due to differences in terminology among patents, incomplete databases
and the difficulty in assessing the meaning of patent claims. We may fail to identify relevant patents or patent applications or may identify
pending patent applications of potential interest but incorrectly predict the likelihood that such patent applications may issue with claims of
relevance to our technology. In addition, we may be unaware of one or more issued patents that would be infringed by the manufacture, sale or
use of a current or future product candidate, or we may incorrectly conclude that a third-party patent is invalid, unenforceable or not infringed by
our activities. Additionally, pending patent applications that have been published can, subject to certain limitations, be later amended in a
manner that could cover our technologies, our products or the use of our products.
If we are found to infringe a third party’s intellectual property rights, we could be required to obtain a license from such third party to
continue developing and marketing our product candidates and technology. However, we may not be able to obtain any required license on
commercially reasonable terms or at all. Even if we were able to obtain a license, it could be non-exclusive, thereby giving our competitors
access to the same technologies licensed to us. We could be forced, including by court order, to cease commercializing the infringing
technology or product. In addition, we could be found liable for monetary damages, including treble damages and attorneys’ fees, if we are
found to have willfully infringed a patent. A finding of infringement could prevent us from commercializing our product candidates or force us to
cease some of our business operations, which could materially harm our business. Claims that we have misappropriated the confidential
information or trade secrets of third parties could have a similar negative impact on our business.
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We may be subject to claims that our employees, consultants or independent contractors have wrongfully used or disclosed
confidential information or trade secrets of third parties or that our employees, consultants or independent contractors have
wrongfully used or disclosed alleged trade secrets of former or other employers.
Many of our employees, independent contractors and consultants, including our senior management, have been previously employed or
retained by universities or other biotechnology or pharmaceutical companies, including our competitors or potential competitors. Further, many
of our consultants are currently retained by other biotechnology or pharmaceutical companies and may be subject to conflicting obligations to
these third parties. Although we try to ensure that our employees, consultants and independent contractors do not use the proprietary
information or know-how of third parties in their work for us, and do not perform work for us that is in conflict with their obligations to another
employer or any other entity, we may be subject to claims that we or our employees, consultants or independent contractors have inadvertently
or otherwise improperly used or disclosed confidential information, including trade secrets or other proprietary information, of a former employer
or other third parties. We may also be subject to claims that an employee, advisor, consultant, or independent contractor performed work for us
that conflicts with that person's obligations to a third party, such as an employer, and thus, that the third party has an ownership interest in the
intellectual property arising out of work performed for us. We are not aware of any threatened or pending claims related to these matters, but in
the future litigation may be necessary to defend against such claims.
In addition, while it is our policy to require our employees, independent contractors and consultants who may be involved in the
development of intellectual property to execute agreements assigning such intellectual property to us, we may be unsuccessful in timely
obtaining such an agreement with each party who in fact develops intellectual property that we regard as our own. Even if timely obtained,
such agreements may be breached, and we may be forced to bring claims against third parties, or defend claims they may bring against us, to
determine the ownership of what we regard as our intellectual property.
If we fail in defending any such claims, in addition to paying monetary damages, we may lose valuable personnel or intellectual property
rights, such as exclusive ownership of, or right to use, valuable intellectual property. As a result, we may also elect to enter into license
agreements in order to settle patent infringement claims or to resolve disputes prior to litigation, and any such license agreements may require
us to pay royalties and other fees that could be significant. Such an outcome could have a material adverse effect on our business. Even if we
are successful in defending against such claims, litigation could result in substantial costs and be a distraction to management.
Any lawsuits relating to infringement of intellectual property rights necessary to defend ourselves or enforce our rights will be costly
and time consuming, and could be unsuccessful.
Because competition in our industry is intense, competitors may infringe or otherwise violate our issued patents, patents of our licensors
or other intellectual property. To counter infringement or unauthorized use, we may be required to file infringement claims, which can be
expensive and time consuming. Any claims we assert against perceived infringers could provoke these parties to assert counterclaims against
us alleging, among other claims, that we infringe their patents. In addition, in a patent infringement proceeding there are many grounds upon
which a party may assert invalidity or unenforceability of a patent, and a court may decide that a patent of ours is invalid or unenforceable, in
whole or in part, construe the patent’s claims narrowly or refuse to stop the other party from using the technology at issue on the grounds that
our patents do not cover the technology in question. Litigation is uncertain and we cannot predict whether we would be successful in any such
litigation. Such litigation or proceedings could substantially increase our operating losses and reduce the resources available for development
activities or any future sales, marketing or distribution activities. We may not have sufficient financial, managerial or other resources to
adequately conduct such litigation or proceedings. Some of our competitors may be able to sustain the costs of such litigation or proceedings
more effectively than we can because of their greater financial, managerial and other resources. Uncertainties resulting from the initiation and
continuation of patent litigation or other proceedings could have a material adverse effect on our business. Furthermore, because of the
substantial amount of discovery required in connection with intellectual property litigation, there is a risk that some of our confidential
information could be compromised by disclosure.
Intellectual property disputes could cause us to spend substantial resources and distract our personnel from their normal
responsibilities.
Even if resolved in our favor, litigation or other legal proceedings relating to intellectual property claims may cause us to incur significant
expenses, and could distract our technical and/or management personnel from their normal responsibilities. In addition, there could be public
announcements of the results of hearings, motions or other interim proceedings or developments and if securities analysts or investors
perceive these results to be negative, it could have a
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substantial adverse effect on the market price of our common stock. In some cases, we may choose not to pursue litigation against those that
have infringed on our patents, or used them without authorization, due to the associated expenses and time commitment of monitoring these
activities. If we fail to protect or to enforce our intellectual property rights successfully, our competitive position could suffer, which could harm
our results of operations
We may not be successful in obtaining or maintaining necessary rights for our development pipeline through acquisitions and inlicenses.
Presently we have rights to intellectual property to develop our product candidates, including patents and patent applications we own or
exclusively license from the University of Texas at Austin. Because our programs may involve additional product candidates that may require
the use of proprietary rights held by third parties, the growth of our business may depend in part on our ability to acquire, in-license or use
these proprietary rights. We may be unable to acquire or in-license any compositions, methods of use, processes or other third-party
intellectual property rights from third parties that we identify as necessary for our product candidates. The licensing and acquisition of thirdparty intellectual property rights is a competitive area, and a number of more established companies are also pursuing strategies to license or
acquire third-party intellectual property rights that we may consider attractive. These established companies may have a competitive advantage
over us due to their size, cash resources and greater clinical development and commercialization capabilities. In addition, companies that
perceive us to be a competitor may be unwilling to assign or license rights to us. We also may be unable to license or acquire third-party
intellectual property rights on terms that would allow us to make an appropriate return on our investment. If we are unable to successfully
obtain rights to required third-party intellectual property rights, our business, financial condition and prospects for growth could suffer.
If we are not able to prevent disclosure of our trade secrets and other proprietary information, the value of our technology and
product candidates could be significantly diminished.
We rely on trade secret protection to protect our interests in proprietary know-how and in processes that are unpatentable or for which
patents are difficult to obtain or enforce. We may not be able to protect our trade secrets adequately. We have a policy of requiring our
consultants, advisors and strategic partners to enter into confidentiality agreements and our employees to enter into invention, non-disclosure
and non-compete agreements. However, no assurance can be given that we have entered into appropriate agreements with all parties that
have had access to our trade secrets, know-how or other proprietary information, or that such agreements will provide for a meaningful
protection of our trade secrets, know-how or other proprietary information in the event of any unauthorized use or disclosure of information.
Enforcing a claim that a party illegally disclosed or misappropriated a trade secret is difficult, expensive and time-consuming, and the outcome
is unpredictable. Even if we are successful in prosecuting such claims, any remedy awarded may be insufficient to fully compensate us for the
improper disclosure or misappropriation. Furthermore, although we seek to preserve the integrity and confidentiality of our data, trade secrets
and know-how by maintaining physical security of our premises and physical and electronic security of our information technology systems, it is
also possible that our trade secrets, know-how or other proprietary information could be obtained by third parties as a result of breaches of
such systems.
Any disclosure of confidential information into the public domain or to third parties could allow our competitors to learn our trade secrets
and use the information in competition against us. In addition, others may independently discover or develop our trade secrets and proprietary
information or substantially equivalent techniques. Any action to enforce our rights is likely to be time consuming and expensive, and may
ultimately be unsuccessful, or may result in a remedy that is not commercially valuable. These risks are accentuated in foreign countries where
laws or law enforcement practices may not protect proprietary rights as fully as in the United States or Europe. Any unauthorized disclosure of
our trade secrets or confidential information could harm our competitive position.
We may not be able to protect our intellectual property rights throughout the world.
Filing, prosecuting and defending patents on all of our product candidates throughout the world would be prohibitively expensive, and our
patent rights in some countries outside the United States can be less extensive than those in the United States. The requirements for
patentability may differ in certain countries, particularly developing countries. For example, unlike other countries, China has a heightened
requirement for patentability and specifically requires a detailed description of medical uses of a claimed therapeutic. In addition, the laws of
some foreign countries do not protect intellectual property rights to the same extent as federal and state laws in the United States.
Consequently, we may not be able to prevent third parties from practicing our inventions in all countries outside the United States, or from
selling or importing products made using our inventions in and into the United States or other jurisdictions.
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As part of ordinary course prosecution and maintenance activities, we determine whether to seek patent protection outside the United
States and in which countries. This also applies to patents we have acquired or in-licensed from third parties. In some cases, this means that
we, or our predecessors in interest or licensors of patents within our portfolio, have sought patent protection in a limited number of countries for
patents covering our product candidates. Competitors may use our technologies in jurisdictions where we have not pursued and obtained
patent protection to develop their own products and, further, may export otherwise infringing products to territories where we have patent
protection but where enforcement is not as strong as in the United States. These products may compete with our products in jurisdictions
where we do not have any issued patents and, even in jurisdictions where we have or are able to obtain issued patents, our patent claims or
other intellectual property rights may not be effective or sufficient to prevent them from so competing. Many companies have encountered
significant problems in protecting and defending intellectual property rights in foreign jurisdictions. The legal systems of certain countries,
particularly certain developing countries, do not favor the enforcement of patents and other intellectual property protection, particularly those
relating to biopharmaceuticals, which could make it difficult for us to stop the infringement of our patents or marketing of competing products in
violation of our proprietary rights generally. Proceedings to enforce our patent rights in foreign jurisdictions could result in substantial cost and
divert our efforts and attention from other aspects of our business, could put our patents at risk of being invalidated or interpreted narrowly and
our patent applications at risk of not issuing and could provoke third parties to assert claims against us. We may not prevail in any lawsuits that
we initiate and the damages or other remedies awarded, if any, may not be commercially meaningful. In addition, certain countries in Europe
and certain developing countries, including India and China, have compulsory licensing laws under which a patent owner may be compelled to
grant licenses to third parties. In those countries, we may have limited remedies if our patents are infringed or if we are compelled to grant a
license to our patents to a third party, which could materially diminish the value of those patents. In addition, there may be patent law reforms in
foreign jurisdictions that could increase the uncertainties and costs surrounding the prosecution of our patent applications and the enforcement
or defense of our issued patents in those foreign jurisdictions. This could limit our potential revenue opportunities.
Accordingly, our efforts to obtain, register, and enforce our intellectual property rights around the world may be inadequate to obtain a
significant commercial advantage from the intellectual property that we own or license. Moreover, patent protection must ultimately be sought
on a country-by-country basis, which is an expensive and time-consuming process with uncertain outcomes. Accordingly, we may choose not
to seek patent protection in certain countries, and we will not have the benefit of patent protection in such countries.
If we breach any of the agreements under which we license patent rights to use, develop and commercialize our product candidates
or our technologies from third parties or, in certain cases, we fail to meet certain development deadlines, we could lose license rights
that are important to our business.
We are a party to a number of license agreements under which we are granted rights to intellectual property that are important to our
business and we expect that we may need to enter into additional license agreements in the future. In particular, we partner with the University
of Texas at Austin, which is a U.S. academic institution, in order to accelerate our discovery and nonclinical development work under a
Sponsored Research Agreement. Under the Sponsored Research Agreement, we made payments of $188,000, and $457,000 for the three
months ended March 31, 2017 and 2016, respectively, to sponsor research in the laboratory of our director, Dr. George Georgiou, at the
University of Texas at Austin on the engineering, optimization and initial animal validation of human enzymes to determine the systemic
depletion of amino acids for cancer therapy and to analyze enzyme replacement for the treatment of patients having inborn metabolic defects.
The University of Texas at Austin has provided us with an option to negotiate a royalty-bearing, exclusive license to any invention or
discovery that is conceived or reduced to practice during the term of the Sponsored Research Agreement. Regardless of such right of first
negotiation for intellectual property, we may be unable to negotiate a license within the specified time frame or under terms that are acceptable
to us. If we are unable to do so, the institution may offer the intellectual property rights to other parties, potentially blocking our ability to pursue
a program based on that technology.
In December 2013, our wholly-owned subsidiaries AECase, Inc. and AEMase, Inc. each entered into an exclusive, worldwide license
agreement, including the right to grant sublicenses, with the University of Texas at Austin for certain intellectual property owned by the
University of Texas at Austin related to our product candidates AEB3103 and AEB2109. On January 31, 2017, we and the University of Texas
at Austin entered into an Amended and Restated Patent License Agreement which consolidated the two license agreements, revised certain
obligations, and licensed additional patent applications and invention disclosures to us, or the Restated License. The intellectual property
licensed under the Restated License includes an invention that was made with U.S. government support. The U.S. government therefore has
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certain rights in such inventions under the applicable funding agreements and under applicable law. In addition, we are subject to a requirement
that the products covered by the applicable patents that are sold or used in the United States must be manufactured substantially in the United
States unless a written waiver is obtained in advance from the U.S government. The Restated License obligates us to make certain payments
at the achievement of certain milestones and at regular intervals throughout the life of the license. The University of Texas at Austin may
terminate the Restated License under certain circumstances, including for a breach by us that is not cured within 30 or 60 days of notice
(depending on the type of breach), or if we or any of our affiliates or sublicensees participate in any proceeding to challenge the licensed patent
rights (unless, with respect to sublicensees, we terminate the applicable sublicense).
Licensing of intellectual property is of critical importance to our business and involves complex legal, business and scientific issues. Any
other licenses or other intellectual property agreements we may enter into may impose various diligence, milestone payment, royalty and other
obligations on us. If disputes arise between us and our licensor or if we fail to comply with our obligations under current or future intellectual
property agreements, potentially giving our counterparties the right to terminate these agreements, we might not be able to develop,
manufacture or market any product that is covered by the agreement or face other penalties under the agreement. Such an occurrence could
materially adversely affect the value of the product candidate being developed under any such agreement. Termination of these agreements or
reduction or elimination of our rights under these agreements may result in our having to negotiate new or reinstated agreements with less
favorable terms, or cause us to lose our rights under these agreements, including our rights to important intellectual property or technology.
The loss of any one of our current licenses, or any other license we may acquire in the future, could prevent or impair our ability to
successfully develop and commercialize the affected product candidates and thus materially harm our business, prospects, financial condition
and results of operations.
Intellectual property rights do not necessarily address all potential threats to our competitive advantage.
The degree of future protection afforded by our intellectual property rights is uncertain because intellectual property rights have
limitations, and may not adequately protect our business, provide a barrier to entry against our competitors or potential competitors, or permit
us to maintain our competitive advantage. Moreover, if a third party has intellectual property rights that cover the practice of our technology or
product candidates, we may not be able to fully exercise or extract value from our intellectual property rights. The following examples are
illustrative:
•

others may be able to make compounds that are similar to our product candidates but that are not covered by the claims of the
patents that we own or license;

•

we or our licensors or collaborators might not have been the first to make the inventions covered by an issued patent or pending
patent application that we own or license;

•

we or our licensors or collaborators might not have been the first to file patent applications covering an invention;

•

others may independently develop similar or alternative technologies or duplicate any of our technologies without infringing or
misappropriating our intellectual property rights;

•

pending patent applications that we own or license may not lead to issued patents;

•

issued patents that we own or license may not provide us with any competitive advantages, or may be narrowly construed or held
invalid or unenforceable, as a result of legal challenges by our competitors;

•

our competitors might conduct research and development activities in countries where we do not have patent rights and then use
the information learned from such activities to develop competitive products for sale in our major commercial markets;

•

we may not develop or in-license additional proprietary technologies that are patentable; and

•

the patents of others may have an adverse effect on our business.

Any of these events could significantly harm our business, results of operations and prospects.
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Changes in U.S. patent law could diminish the value of patents in general, thereby impairing our ability to protect our products, and
recent patent reform legislation could increase the uncertainties and costs surrounding the prosecution of our patent applications
and the enforcement or defense of our issued patents.
As is the case with other biotechnology companies, our success is heavily dependent on patents. Obtaining and enforcing patents in the
biotechnology industry involve both technological and legal complexity, and is therefore costly, time-consuming and inherently uncertain. In
addition, the United States has recently enacted and is currently implementing wide-ranging patent reform legislation. Recent U.S. Supreme
Court rulings have narrowed the scope of patent protection available in certain circumstances and weakened the rights of patent owners in
certain situations. In addition to increasing uncertainty with regard to our ability to obtain patents in the future, this combination of events has
created uncertainty with respect to the value of patents, once obtained. Depending on decisions by the U.S. Congress, the federal courts, and
the U.S. PTO, the laws and regulations governing patents could change in unpredictable ways that would weaken our ability to obtain new
patents or to enforce our existing patents and patents that we might obtain in the future.
For our U.S. patent applications containing a claim not entitled to priority before March 16, 2013, there is a greater level of uncertainty in
the patent law. On September 16, 2011, the Leahy-Smith America Invents Act, or the Leahy-Smith Act, was signed into law. The Leahy-Smith
Act includes a number of significant changes to U.S. patent law, which affect both the way patent applications will be prosecuted and potentially
patent litigation. The U.S. PTO has promulgated regulations and developed procedures to govern administration of the Leahy-Smith Act, and
many of the substantive changes to patent law associated with the Leahy-Smith Act (in particular, the first to file provisions) did not come into
effect until March 16, 2013. Accordingly, it is not yet clear what, if any, impact the Leahy-Smith Act will have on the operation of our business.
However, the Leahy-Smith Act and its implementation could increase the uncertainties and costs surrounding the prosecution of our patent
applications and the enforcement or defense of our issued patents, all of which could have a material adverse effect on our business and
financial condition.
An important change introduced by the Leahy-Smith Act is that, as of March 16, 2013, the United States transitioned to a "first-to-file"
system for deciding which party should be granted a patent when two or more patent applications are filed by different parties claiming the
same invention. A third party that files a patent application in the U.S. PTO after that date but before us could therefore be awarded a patent
covering an invention of ours even if we had made the invention before it was made by the third party. This will require us to be cognizant going
forward of the time from invention to filing of a patent application. Furthermore, our ability to obtain and maintain valid and enforceable patents
depends on whether the differences between our technology and the prior art allow our technology to be patentable over the prior art. Since
patent applications in the United States and most other countries are confidential for a period of time after filing, we cannot be certain that we
were the first to either (i) file any patent application related to our product candidates or (ii) invent any of the inventions claimed in our patents
or patent applications.
Among some of the other changes introduced by the Leahy-Smith Act are changes that limit where a patentee may file a patent
infringement suit and that allow third parties to challenge any issued patent, whether issued before or after March 16, 2013, in the U.S. PTO.
Because of a lower evidentiary standard in U.S. PTO proceedings compared to the evidentiary standard in United States federal court
necessary to invalidate a patent claim, a third party could potentially provide evidence in a U.S. PTO proceeding sufficient for the U.S. PTO to
hold a claim invalid even though the same evidence would be insufficient to invalidate the claim if first presented in a district court action.
Accordingly, a third party may attempt to use the U.S. PTO procedures to invalidate our patent claims that would not have been invalidated if
first challenged by the third party as a defendant in a district court action.
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If we do not obtain patent term extensions in the United States under the Hatch-Waxman Act and in foreign countries under similar
legislation, thereby potentially extending the term of our marketing exclusivity for our product candidates, our business may be
materially harmed.
Depending upon the timing, duration and specifics of FDA marketing approval of our product candidates, if any, one of the U.S. patents
covering each of such approved product(s) or the use thereof may be eligible for up to five years of patent term restoration under the HatchWaxman Act. The Hatch-Waxman Act allows a maximum of one patent to be extended per FDA-approved product. Patent term extension also
may be available in certain foreign countries upon regulatory approval of our product candidates. Nevertheless, we may not be granted patent
term extension either in the United States or in any foreign country because of, for example, failing to apply within applicable deadlines, failing
to apply prior to expiration of relevant patents or otherwise failing to satisfy applicable requirements. Moreover, the term of extension, as well as
the scope of patent protection during any such extension, afforded by the governmental authority could be less than we request. In addition, if a
patent we wish to extend is owned by another party and licensed to us, we may need to obtain approval and cooperation from our licensor to
request the extension.
If we are unable to obtain patent term extension or restoration, or the term of any such extension is less than we request, the period
during which we will have the right to exclusively market our product will be shortened and our competitors may obtain approval of competing
products following our patent expiration, and our revenue could be reduced, possibly materially.
Risks Related to Our Common Stock
Our executive officers, directors and principal stockholders, if they choose to act together, will continue to have the ability to control
all matters submitted to stockholders for approval.
We have a concentrated stockholder base and our executive officers and directors, combined with our stockholders who each owned
more than 5% of our outstanding common stock, in the aggregate, beneficially own shares representing a majority of our capital stock as of
March 31, 2017. As a result, if these stockholders were to choose to act together, they would be able to control all matters submitted to our
stockholders for approval, as well as our management and affairs. For example, these persons, if they choose to act together, would control the
election of directors and approval of any merger, consolidation or sale of all or substantially all of our assets. This concentration of ownership
control may:
•

delay, defer or prevent a change in control;

•

entrench our management and the board of directors; or

•

impede a merger, consolidation, takeover or other business combination involving us that other stockholders may desire or may
result in you obtaining a premium for your shares.

Our internal control over financial reporting does not currently meet the standards required by Section 404 of the Sarbanes-Oxley
Act, and failure to achieve and maintain effective internal control over financial reporting in accordance with Section 404 of the
Sarbanes-Oxley Act could have a material adverse effect on our business and stock price.
We are not currently required to comply with the rules of the Securities and Exchange Commission that implement Section 404 of the
Sarbanes-Oxley Act of 2002, or Section 404, and are therefore not required to make a formal assessment of the effectiveness of our internal
control over financial reporting for that purpose until our annual report for the year ended December 31, 2017. Pursuant to Section 404, we will
be required to furnish a report by our management on our internal control over financial reporting. However, while we remain an emerging
growth company, we will not be required to include an attestation report on internal control over financial reporting issued by our independent
registered public accounting firm. Internal control over financial reporting is a process designed to provide reasonable assurance regarding the
reliability of financial reporting and the preparation of financial statements in accordance with generally accepted accounting principles in the
United States. We are not currently in compliance with, and we cannot be certain when we will be able to implement the requirements of
Section 404(a). We may encounter problems or delays in implementing any changes necessary to make a favorable assessment of our internal
control over financial reporting. If we cannot favorably assess the effectiveness of our internal control over financial reporting, or if our
independent registered public accounting firm is unable to provide an unqualified attestation report on our internal controls when required,
investors could lose confidence in our financial information and the price of our common stock could decline.
Additionally, the existence of any material weakness or significant deficiency would require management to devote significant time and
incur significant expense to remediate any such material weaknesses or significant deficiencies and
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management may not be able to remediate any such material weaknesses or significant deficiencies in a timely manner. The existence of
any material weakness in our internal control over financial reporting could also result in errors in our financial statements that could require us
to restate our financial statements causing us to fail to meet our reporting obligations and cause stockholders to lose confidence in our reported
financial information, all of which could materially and adversely affect us.
Provisions in our corporate charter documents and under Delaware law could make an acquisition of our company, which may be
beneficial to our stockholders, more difficult and may prevent attempts by our stockholders to replace or remove our current
management.
Provisions in our certificate of incorporation and our bylaws may discourage, delay or prevent a merger, acquisition or other change in
control of our company that stockholders may consider favorable, including transactions in which you might otherwise receive a premium for
your shares. These provisions could also limit the price that investors might be willing to pay in the future for shares of our common stock,
thereby depressing the market price of our common stock. In addition, because our board of directors is responsible for appointing the
members of our management team, these provisions may frustrate or prevent any attempts by our stockholders to replace or remove our
current management by making it more difficult for stockholders to replace members of our board of directors. Among other things, these
provisions:
•

establish a classified board of directors such that only one of three classes of directors is elected each year;

•

allow the authorized number of our directors to be changed only by resolution of our board of directors;

•

limit the manner in which stockholders can remove directors from our board of directors;

•

establish advance notice requirements for stockholder proposals that can be acted on at stockholder meetings and nominations to
our board of directors;

•

require that stockholder actions must be effected at a duly called stockholder meeting and prohibit actions by our stockholders by
written consent;

•

limit who may call stockholder meetings;

•

authorize our board of directors to issue preferred stock without stockholder approval, which could be used to institute a “poison
pill” that would work to dilute the stock ownership of a potential hostile acquirer, effectively preventing acquisitions that have not
been approved by our board of directors; and

•

require the approval of the holders of at least two-thirds of the votes that all our stockholders would be entitled to cast to amend or
repeal specified provisions of our certificate of incorporation or bylaws.

Moreover, we are governed by the provisions of Section 203 of the Delaware General Corporation Law, which prohibits a person who
owns in excess of 15% of our outstanding voting stock from merging or combining with us for a period of three years after the date of the
transaction in which the person acquired in excess of 15% of our outstanding voting stock, unless the merger or combination is approved in a
prescribed manner.
Any of these provisions of our charter documents or Delaware law could, under certain circumstances, depress the market price of our
common stock.
Our amended and restated certificate of incorporation designates the Court of Chancery of the State of Delaware as the sole and
exclusive forum for certain types of actions and proceedings that may be initiated by our stockholders, which could limit our
stockholders’ ability to obtain a favorable judicial forum for disputes with us or our directors, officers, employees or agents.
Our amended and restated certificate of incorporation provides that, unless we consent in writing to an alternative forum, the Court of
Chancery of the State of Delaware will be the sole and exclusive forum for any derivative action or proceeding brought on our behalf, any
action asserting a claim of breach of a fiduciary duty owed by any of our directors, officers, employees or agents to us or our stockholders, any
action asserting a claim arising pursuant to any provision of the DGCL, our amended and restated certificate of incorporation or our amended
and restated bylaws or any action asserting a claim that is governed by the internal affairs doctrine, in each case subject to the Court of
Chancery having personal jurisdiction over the indispensable parties named as defendants therein and the claim not being one which is vested
in the exclusive jurisdiction of a court or forum other than the Court of Chancery or for which the Court of Chancery does not have subject
matter jurisdiction. Any person purchasing or otherwise acquiring any interest in any shares of our
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capital stock shall be deemed to have notice of and to have consented to this provision of our amended and restated certificate of
incorporation. This choice of forum provision may limit our stockholders’ ability to bring a claim in a judicial forum that it finds favorable for
disputes with us or our directors, officers, employees or agents, which may discourage such lawsuits against us and our directors, officers,
employees and agents even though an action, if successful, might benefit our stockholders. Stockholders who do bring a claim in the Court of
Chancery could face additional litigation costs in pursuing any such claim, particularly if they do not reside in or near Delaware. The Court of
Chancery may also reach different judgments or results than would other courts, including courts where a stockholder considering an action
may be located or would otherwise choose to bring the action, and such judgments or results may be more favorable to us than to our
stockholders. Alternatively, if a court were to find this provision of our amended and restated certificate of incorporation inapplicable to, or
unenforceable in respect of, one or more of the specified types of actions or proceedings, we may incur additional costs associated with
resolving such matters in other jurisdictions, which could have a material adverse effect on our business, financial condition or results of
operations.
The price of our common stock may be volatile and fluctuate substantially, which could result in substantial losses for purchasers of
our common stock.
Our stock price is volatile. The stock market in general and the market for smaller biotechnology companies in particular have
experienced extreme volatility that has often been unrelated to the operating performance of particular companies. The market price for our
common stock may be influenced by many factors, including:
•

the success or failure of competitive products or technologies;

•

results of ongoing or planned clinical trials of our product candidates or those of our competitors;

•

regulatory or legal developments in the United States and other countries;

•

developments or disputes concerning patent applications, issued patents or other proprietary rights;

•

the recruitment or departure of key personnel;

•

the level of expenses related to any of our product candidates or clinical development programs;

•

the results of our efforts to discover, develop, acquire or in-license additional product candidates or products;

•

actual or anticipated changes in estimates as to financial results, development timelines or recommendations by securities
analysts;

•

operating results that fail to meet expectations of securities analysts that cover our company;

•

variations in our financial results or those of companies that are perceived to be similar to us;

•

changes in the structure of healthcare payment systems;

•

market conditions in the pharmaceutical and biotechnology sectors;

•

general economic and market conditions; and

•

the other factors described in this “Risk Factors” section.

We may be subject to securities litigation, which is expensive and could divert management attention.
Our stock price is volatile, and in the past companies that have experienced volatility in the market price of their stock have been subject
to an increased incidence of securities class action litigation. We may be the target of this type of litigation in the future. Securities litigation
against us could result in substantial costs and divert our management’s attention from other business concerns, which could seriously harm
our business.
If securities or industry analysts do not publish research or reports about our business, or publish negative reports about our business,
our stock price and trading volume could decline.
The trading market for our common stock will depend in part on the research and reports that securities or industry analysts publish
about us or our business. We do not have any control over these analysts. There can be no assurance that analysts will cover us or provide
favorable coverage. If one or more of the analysts who cover us downgrade our stock or change their opinion of our stock, our stock price
would likely decline. If one or more of these analysts cease coverage of our company or fail to regularly publish reports on us, we could lose
visibility in the financial markets, which could cause our stock price or trading volume to decline.
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We have broad discretion in the use of the net proceeds from our IPO and may not use them effectively.
Our management has broad discretion in the application of the net proceeds from the IPO, and you will not have the opportunity as part
of your investment decision to assess whether the net proceeds are being used appropriately. Our management could spend the net proceeds
from the IPO in ways that do not improve our results of operations or enhance the value of our common stock. The failure by our management
to apply these funds effectively could result in financial losses that could have a material adverse effect on our business, cause the price of our
common stock to decline and delay the development of our product candidates. Pending their use, we may invest the net proceeds from our
IPO in a manner that does not produce income or that loses value.
Future sales of our common stock in the public market could cause the market price of our common stock to drop significantly, even
if our business is doing well.
Sales of a substantial number of shares of our common stock in the public market, or the perception in the market that the holders of a
large number of shares intend to sell shares, could reduce the market price of our common stock and make it more difficult for you to sell your
common stock at a time and price that you deem appropriate.
Certain holders of our common stock have rights, subject to conditions, to require us to file registration statements covering their shares
or to include their shares in Securities Act registration statements that we may file for ourselves or other stockholders. Once we register these
shares, they can be freely sold in the public market. Moreover, we have also registered under the Securities Act shares of common stock that
we may issue under our equity compensation plans.
In addition, on May 1, 2017, we filed a shelf registration statement on Form S-3 for the potential offering, issuance and sale by us of up
to $150 million of our common stock, preferred stock, debt securities, warrants to purchase our common stock, preferred stock and debt
securities, subscription rights to purchase our common stock, preferred stock and debt securities, and units consisting of all or some of these
securities. Our shelf registration statement has not been declared effective by the SEC. Up to $20 million of the maximum aggregate offering
price of $150 million under the registration statement, if declared effective by the SEC, may be issued and sold pursuant to an “at-the-market”
offering for sales of our common stock pursuant to a sales agreement between us and JonesTrading Institutional Services LLC, or
JonesTrading. Subject to certain limitations in the sales agreement and compliance with applicable law, we have the discretion to deliver a
placement notice to JonesTrading at any time throughout the term of the sales agreement, which has a term equal to the term of the
registration statement on Form S-3 unless otherwise terminated earlier by us or JonesTrading pursuant to the terms of the sales agreement.
The number of shares that are sold by JonesTrading after delivering a placement notice will fluctuate based on the market price of our common
stock during the sales period and limits we set with JonesTrading. Because the price per share of each share sold will fluctuate based on the
market price of our common stock during the sales period, it is not possible at this stage to predict the number of shares that will be ultimately
issued. Issuances of such shares pursuant to the sales agreement will have a dilutive effect on our existing stockholders. Further, if we sell
common stock, preferred stock, convertible securities and other equity securities in transactions pursuant to our shelf registration statement on
Form S-3, existing investors may be materially diluted by such subsequent sales and new investors could gain rights superior to our existing
stockholders.
In addition, in the future, we may issue additional shares of common stock or other equity or debt securities convertible into common
stock in connection with a financing, acquisition, litigation settlement, employee arrangements or otherwise. Any such issuance could result in
substantial dilution to our existing stockholders and could cause our stock price to decline.
We are an “emerging growth company,” and the reduced disclosure requirements applicable to emerging growth companies may
make our common stock less attractive to investors.
We are an “emerging growth company,” as defined in the Jumpstart Our Business Startups Act of 2012, or the JOBS Act, and may
remain an emerging growth company for up to five years. For so long as we remain an emerging growth company, we are permitted and intend
to rely on exemptions from certain disclosure requirements that are applicable to other public companies that are not emerging growth
companies. These exemptions include:
•

being permitted to provide only two years of audited financial statements, in addition to any required unaudited interim financial
statements, with correspondingly reduced “Management’s Discussion and Analysis of Financial Condition and Results of
Operations” disclosure;

•

not being required to comply with the auditor attestation requirements in the assessment of our internal control over financial
reporting of Section 404(b) of the Sarbanes-Oxley Act;
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•

not being required to comply with any requirement that may be adopted by the Public Company Accounting Oversight Board
regarding mandatory audit firm rotation or a supplement to the auditor’s report providing additional information about the audit and
the financial statements;

•

reduced disclosure obligations regarding executive compensation; and

•

exemptions from the requirements of holding a nonbinding advisory vote on executive compensation and shareholder approval of
any golden parachute payments not previously approved.

The JOBS Act provides that an emerging growth company can take advantage of an extended transition period for complying with new
or revised accounting standards. This allows an emerging growth company to delay the adoption of these accounting standards until they
would otherwise apply to private companies. We have irrevocably elected not to avail ourselves of this exemption and, therefore, we will be
subject to the same new or revised accounting standards as other public companies that are not emerging growth companies.
We will continue to incur increased costs as a result of operating as a public company, and our management will be required to
devote substantial time to new compliance initiatives and corporate governance practices.
As a public company, and particularly after we are no longer an emerging growth company, we will incur significant legal, accounting and
other expenses that we did not incur as a private company. The Sarbanes-Oxley Act of 2002, the Dodd-Frank Wall Street Reform and
Consumer Protection Act, the listing requirements of The NASDAQ Global Market and other applicable securities rules and regulations impose
various requirements on public companies, including establishment and maintenance of effective disclosure and financial controls and
corporate governance practices. Our management and other personnel will need to devote a substantial amount of time to these compliance
initiatives. Moreover, these rules and regulations will continue to increase our legal and financial compliance costs and will make some
activities more time-consuming and costly. For example, we expect that these rules and regulations may make it more difficult and more
expensive for us to obtain and maintain director and officer liability insurance, which in turn could make it more difficult for us to attract and
retain qualified members of our board of directors.
We are evaluating these rules and regulations, and cannot predict or estimate the amount of additional costs we may incur or the timing
of such costs. These rules and regulations are often subject to varying interpretations, in many cases due to their lack of specificity, and, as a
result, their application in practice may evolve over time as new guidance is provided by regulatory and governing bodies. This could result in
continuing uncertainty regarding compliance matters and higher costs necessitated by ongoing revisions to disclosure and governance
practices.
Pursuant to Section 404, we will first be required to furnish a report by our management on our internal control over financial reporting for
the year ending December 31, 2017. As discussed above, if we cease to be an emerging growth company, we will be required to include an
attestation report on internal control over financial reporting issued by our independent registered public accounting firm as required by
Section 404(b). To achieve compliance with Section 404 within the prescribed period, we will be engaged in a process to document and
evaluate our internal control over financial reporting, which is both costly and challenging. In this regard, we will need to continue to dedicate
internal resources, potentially engage outside consultants and adopt a detailed work plan to assess and document the adequacy of internal
control over financial reporting, continue steps to improve control processes as appropriate, validate through testing that controls are
functioning as documented and implement a continuous reporting and improvement process for internal control over financial reporting. Despite
our efforts, there is a risk that we will not be able to conclude, within the prescribed timeframe or at all, that our internal control over financial
reporting is effective as required by Section 404. If we identify one or more material weaknesses, it could result in an adverse reaction in the
financial markets due to a loss of confidence in the reliability of our consolidated financial statements.
Our ability to use our net operating loss carryforwards and certain other tax attributes may be limited.
Under Section 382 of the Internal Revenue Code of 1986, as amended, if a corporation undergoes an “ownership change,” generally
defined as a greater than 50% change (by value) in its equity ownership over a three-year period, the corporation’s ability to use its pre-change
net operating loss carryforwards, or NOLs, and other pre-change tax attributes (such as research tax credits) to offset its post-change income
or taxes may be limited. It is possible that we may have triggered an “ownership change” limitation. We may also experience ownership
changes in the future as a result of subsequent shifts in our stock ownership (some of which are outside of our control). As a result, if we earn
net taxable income, our ability to use our pre-change NOLs and other pre-change tax attributes to offset U.S. federal taxable income or taxes
may be subject to limitations, which could potentially result in increased future tax liability to us. Our NOLs and other tax attributes arising
before our conversion from a Delaware limited liability company to a Delaware corporation in
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2015 also may be limited by the Separate Return Limitation Year rule, which could increase our U.S. federal tax liability. In addition, at the state
level, there may be periods during which the use of NOLs is suspended or otherwise limited, which could accelerate or permanently increase
state taxes owed.
Since we do not anticipate paying any cash dividends on our capital stock in the foreseeable future, stock price appreciation, if any,
will be your sole source of gain.
We have never declared or paid cash dividends on our capital stock. We currently intend to retain all of our future earnings, if any, to
finance the growth and development of our business. In addition, the terms of any future debt agreements may preclude us from paying
dividends. As a result, appreciation, if any, in the market price of our common stock will be your sole source of gain for the foreseeable future.
Item 2.

Unregistered Sales of Equity Securities and Use of Proceeds.

Recent Sales of Unregistered Equity Securities
None.
Use of Proceeds
On April 6, 2016, our Registration Statement on Form S-1 (File No. 333-200501) relating to the IPO of our common stock was declared
effective by the SEC. Pursuant to the IPO, we sold an aggregate of 5,481,940 shares of our common stock, including 481,940 shares of
common stock sold pursuant to the underwriters’ partial exercise of their option to purchase additional shares for aggregate gross proceeds of
$54.8 million. UBS Securities LLC, BMO Capital Markets Corp. and Wells Fargo Securities, LLC acted as joint-book-running managers of the
offering and as representatives of the underwriters. Needham & Company, LLC acted as co-manager for the offering. The offering did not
terminate before all of the securities registered in the registration statement were sold. On April 12, 2016, we closed the sale of such shares,
resulting in net proceeds to us of $47.3 million after deducting underwriting discounts and commissions of $3.8 million and offering costs of
$3.7 million. No payments were made by us to directors, officers or persons owning ten percent or more of our common stock or to their
associates, or to our affiliates.
There has been no material change in our planned use of the net proceeds from the IPO, as described in our final prospectus filed with
the SEC on April 7, 2016.
Item 3.

Defaults Upon Senior Securities.

Not applicable.
Item 4.

Mine Safety Disclosures.

Not applicable.
Item 5.

Other Information.

None.
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Item 6.

Exhibits.

The exhibits filed or furnished as part of this Quarterly Report on Form 10-Q are set forth on the Exhibit Index, which Exhibit Index is
incorporated herein by reference.
Exhibit
Number

Description

10.1

Offer Letter, dated April 21, 2017, issued by the Registrant to Dr. Anthony Quinn.

31.1

Certification of the Principal Executive Officer pursuant to Rule 13a-14(a) or 15d-14(a) of the Securities Exchange Act of
1934.

31.2

Certification of the Principal Financial Officer pursuant to Rule 13a-14(a) or 15d-14(a) of the Securities Exchange Act of
1934.

32.1(1)

Certification of the Principal Executive Officer pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of
the Sarbanes-Oxley Act of 2002.

32.2(1)

Certification of the Principal Financial Officer pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of
the Sarbanes-Oxley Act of 2002.

101.INS

XBRL Instance Document

101.SCH

XBRL Taxonomy Extension Schema Document

101.CAL

XBRL Taxonomy Extension Calculation Linkbase Document

101.DEF

XBRL Taxonomy Extension Definition Linkbase Document

101.LAB

XBRL Taxonomy Extension Label Linkbase Document

101.PRE

XBRL Taxonomy Extension Presentation Linkbase Document

(1)

The certifications on Exhibit 32 hereto are deemed not “filed” for purposes of Section 18 of the Exchange Act or otherwise subject to the
liability of that Section. Such certifications will not be deemed incorporated by reference into any filing under the Securities Act or the
Exchange Act.
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SIGNATURES
Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant has duly caused this report to be
signed on its behalf by the undersigned, thereunto duly authorized.
Date: May 9, 2017
AEGLEA BIOTHERAPEUTICS, INC.
By:
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/s/ David G. Lowe, Ph.D.
David G. Lowe, Ph.D.
President, Chief Executive Officer and Director
(Principal Executive Officer)

SIGNATURES
Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant has duly caused this report to be
signed on its behalf by the undersigned, thereunto duly authorized.
Date: May 9, 2017
AEGLEA BIOTHERAPEUTICS, INC.
By:
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/s/ Charles N. York II
Charles N. York II
Chief Financial Officer and Vice President
(Principal Accounting Officer and Principal Financial
Officer and duly Authorized Signatory)
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Exhibit 10.1
April 21, 2017
Dr. Anthony Quinn
(via email aquinn@aegleabio.com)
Re: Offer of Employment: Chief Medical Officer
Dear Anthony
On behalf of Aeglea BioTherapeutics, Inc. (the “Company”), it is my pleasure to formally offer you the position of Chief Medical Officer with an anticipated
start date of April 21, 2017. This letter contains an overview of the responsibilities, compensation and benefits associated with this position. We are hopeful
that you will accept this offer and look forward to the prospect of having a mutually successful relationship with you.
EMPLOYMENT
During employment with the Company, you will be expected to devote your part-time business time and attention to the business and affairs of the Company.
It is understood and expected at you will be a part-time employee working approximately sixty percent (60%) time, and potentially more as business requires.
You will report to David G. Lowe, President & CEO and will be expected to abide by all of the Company’s employment policies and procedures, including
but not limited to the Company’s policies prohibiting employment discrimination and harassment, the Company’s rules regarding proprietary information and
trade secrets.
BASE SALARY
While employed by the Company, your monthly Base Salary will be $27,000 less any federal, state and local payroll taxes and other withholdings legally
required or properly requested by you (the “Base Salary”). The Base Salary will be payable to you in accordance with the Company’s regular payroll practices
and procedures and will be subject to periodic review and adjustment, at the Company’s discretion.
STOCK
As additional compensation, and subject to approval by the Board of Directors of Aeglea BioTherapeutics, Inc. (“Parent”), the Company will arrange for the
grant to you by Parent of:
i)

an option, which will be an incentive stock option (“ISO’) if available, to purchase 24,000 estimated shares of Company common stock with
an exercise price equal to the fair market value of the Company’s stock on the date of grant. One third (1/3rd) of the total number of shares
will vest each month, in each case, subject to your continued service through the applicable vesting date.

The options will be granted pursuant to and subject to the terms and conditions of Parent’s equity incentive plan and will be further subject to the terms of an
option agreement as approved by Parent’s Board of Directors setting forth the vesting conditions and other restrictions. To the extent there is any discrepancy
between this Offer Letter and the terms of any option agreement, the option agreement will control.
BENEFITS
During your regular part-time employment with the Company, you will not be eligible to participate in any medical, dental, or other health/life employee
benefit plans, if any, of the Company. You may be eligible to participate in employee benefit plans on the same basis and subject to the same qualifications
and limitations, as other similarly situated employees in the Company. Please note that all Company benefit plans will be governed by and subject to plan
documents and/or written policies. You will also be eligible to receive any paid holiday time and vacation time observed by the Company in accordance with
the Company’s policies and procedures. The Company reserves the right to amend, modify, and/or terminate any of its employee benefit plans or policies, or
any other terms of your employment, at any time.
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EXPENSE REIMBURSEMENT
The Company will reimburse you for all reasonable and necessary expenses incurred by you in connection with performing your duties as an employee of the
Company and that are pre-approved by the Company, provided that you comply with any Company policy or practice on submitting, accounting for and
documenting such expenses.
EMPLOYMENT AT WILL
Although we hope for a long and mutually beneficial relationship, this letter is not a contract of employment for a definite term. Employment with the
Company is “at will,” and is not guaranteed for any specific length of service or any specific position.
Accordingly, as an “at-will” employee, the Company may terminate your employment or you may resign your employment with the Company at any time, for
any reason or no reason.
COVENANTS
This offer letter and your employment is subject to a successful criminal background check, written confirmation of salary history, and documentation of
authorization to work in the United States. No later than your first day of employment you will be expected to sign a Proprietary Information and Inventions
Assignment Agreement (the “Agreement”) in the form attached hereto as Exhibit A. Your employment with the Company is contingent upon your execution
of this Agreement.
Except as otherwise expressly provided herein, to the extent any expense reimbursement or the provision of any in-kind benefit under this letter agreement (or
otherwise referenced herein) is determined to be subject to (and not exempt from) Section 409A of the Internal Revenue Code, the amount of any such
expenses eligible for reimbursement, or the provision of any in-kind benefit, in one calendar year shall not affect the expenses eligible for reimbursement or
in kind benefits to be provided in any other calendar year, in no event shall any expenses be reimbursed after the last day of the calendar year following the
calendar year in which you incurred such expenses, and in no event shall any right to reimbursement or the provision of any in-kind benefit be subject to
liquidation or exchange for another benefit.
EMPLOYEE REPRESENTATIONS
Please understand it is the policy of the Company not to solicit or accept proprietary information and / or trade secrets of other companies or third parties. If
you have or have had access to trade secrets or other confidential, proprietary information from your former employer or another third party, the use of such
information in performing your duties at the Company is prohibited. This may include, but is not limited to, confidential or proprietary information in the
form of documents, magnetic media, software, customer lists, and business plans or strategies.
In making this employment offer, the Company has relied on your representation that: (a) you are not currently a party to any agreement that would restrict
your ability to accept this offer or to perform services for the Company; (b) you are not subject to any non- competition or non-solicitation agreement or other
restrictive covenants that might restrict your employment by the Company as contemplated by this offer; (c) you have the full right, power and authority to
execute and deliver the Agreement and to perform all of your obligations thereunder; and (d) you will not bring with you to the Company or use in the
performance of your responsibilities at the Company any materials, documents or work product of a former employer or other third party that are not
generally available to the public, unless you have obtained written authorization from such former employer or third party for their possession and use and
have provided the Company with a copy of same.
This offer, once accepted, and together with the confidentiality agreement referred to above, constitutes the entire agreement between you and the Company
with respect to the subject matter hereof and supersedes all prior offers, negotiations and agreements, if any, whether written or oral, relating to such subject
matter. You acknowledge that neither the Company nor its agents have made any promise, representation or warranty whatsoever, either express or implied,
written or oral, which is not contained in this agreement for the purpose of inducing you to execute the agreement, and you acknowledge that you have
executed this agreement in reliance only upon such promises, representations and warranties as are contained herein.
We look forward to your contribution to the Company. If you have any questions about the terms of this offer or the contents of this letter, please feel free to
contact me. In acknowledgment and acceptance of our offer, please sign this
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Offer Letter as well as the Agreements and return both documents to me directly.
Sincerely,
AEGLEA BIOTHERAPETUICS, INC.
/s/ David G. Lowe
By: David G. Lowe, PhD, President & CEO

AGREED AND ACCEPTED:
/s/ Anthony Quinn
Signature

04/21/17
Date

EXHIBIT A - Non-disclosure Agreement and Invention Rights Assignment.

3

Exhibit A
EMPLOYEE INVENTION ASSIGNMENT, CONFIDENTIALITY AND NON- COMPETITION
AGREEMENT
In consideration of, and as a condition of my employment with Aeglea BioTherapeutics, Inc., a Delaware corporation (the “Company”), I, as
the “Employee” signing this Employee Invention Assignment, Confidentiality and Non-Competition Agreement (this “Agreement”), hereby represent to
the Company, and the Company and I hereby agree as follows:

1.

Purpose of Agreement. I understand that the Company is engaged in a continuous program of research, development, production
and/or marketing in connection with its current and projected business and that it is critical for the Company to preserve and protect its proprietary
information, its rights in certain inventions and works and in related intellectual property rights. Accordingly, I am entering into this Agreement, whether or
not I am expected to create inventions or other works of value for the Company. As used in this Agreement, “Inventions” means proprietary information,
trade secrets, know-how, data, original works of authorship, inventions, improvements, discoveries, designs, technology, computer software programs,
databases, mask works, formulas, processes, methods, techniques, protocols, assays and compositions of matter.

2.

Disclosure of Inventions. I will promptly disclose in confidence to the Company, or to any person designated by it, all Inventions that
I make, create, conceive or first reduce to practice, either alone or jointly with others, during the period of my employment, whether or not in the course of
my employment, and whether or not patentable, copyrightable or protectable as trade secrets. As the sole exception to the foregoing and without limiting my
other obligations under this Agreement, the foregoing shall not apply to Inventions that I make, create, conceive or first reduce to practice, either alone or
jointly with others, in the course of consulting activities conducted by me in my capacity as a part-time patient advocacy consultant and listed in Exhibit B
to the offer letter dated October 25, 2016 between me and the Company (as may be updated from time to time in accordance with such offer letter).

3.

Work for Hire; Assigned Inventions. I acknowledge and agree that any copyrightable works prepared by me within the scope of my
employment will be “works made for hire” under the Copyright Act and that the Company will be considered the author and owner of such copyrightable
works. I agree that all Inventions that I make, create, conceive or first reduce to practice during the period of my employment, whether or not in the course
of my employment, and whether or not patentable, copyrightable or protectable as trade secrets, and that (i) are developed using equipment, supplies,
facilities or trade secrets of the Company;
(ii) result from work performed by me for the Company; or (iii) relate to the Company’s business or actual or demonstrably anticipated research or
development (the “Assigned Inventions”), will be the sole and exclusive property of the Company.

4.

Excluded Inventions and Other Inventions. Attached hereto as Exhibit B is a list describing all existing Inventions, if any, that may
relate to the Company’s business or actual or demonstrably anticipated research or development and that were made by me or acquired by me prior to the
Effective Date (as defined in Section 25, below), and which are not to be assigned to the Company (“Excluded Inventions”). If no such list is attached, I
represent and agree that it is because I have no rights in any existing Inventions that may relate to the Company’s business or actual or demonstrably
anticipated research or development. For purposes of this Agreement, “Other Inventions” means Inventions in which I have or may have an interest, as
of the Effective Date or thereafter, other than Assigned Inventions and Excluded Inventions. I acknowledge and agree that if, in the scope of my
employment, I use any Excluded Inventions or any Other Inventions, or if I include any Excluded Inventions or Other Inventions in any product or service
of the Company or if my rights in any Excluded Inventions or Other Inventions may block or interfere with, or may otherwise be required for, the exercise
by the Company of any rights assigned to the Company under this Agreement, I will immediately so notify the Company in writing. Unless the Company
and I agree otherwise in writing as to particular Excluded Inventions or Other Inventions, I hereby grant to the Company, in such circumstances (whether or
not I give the Company notice as required above), a perpetual, irrevocable, nonexclusive, transferable, world-wide, royalty-free license to use, disclose,
make, sell, offer for sale, import, copy, distribute, modify and create works based on, perform, and display such Excluded Inventions and Other Inventions,
and to sublicense third parties in one or more tiers of sublicensees with the same rights.
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5.

Exception to Assignment. I understand that the Assigned Inventions will not include, and the provisions of this Agreement requiring
assignment of inventions to the Company do not apply to an invention for which no equipment, supplies, facility or trade secret information of the
Company was used and which was developed entirely on my own time, except for those inventions that either: (1) relate at the time of conception or
reduction to practice of the invention to the Company’s business or to actual or demonstrably anticipated research or development of the Company; or (2)
result from any work performed by me for the Company.

6.

Assignment of Rights. I agree to assign, and do hereby irrevocably transfer and assign, to the Company: (i) all of my rights, title and
interests in and with respect to any Assigned Inventions; (ii) all patents, patent applications, copyrights, mask works, rights in databases, trade secrets, and
other intellectual property rights, worldwide, in any Assigned Inventions, along with any registrations of or applications to register such rights; and (iii) to
the extent assignable, any and all Moral Rights (as defined below) that I may have in or with respect to any Assigned Inventions. I also hereby forever waive
and agree never to assert any Moral Rights I may have in or with respect to any Assigned Inventions and any Excluded Inventions or Other Inventions
licensed to the Company under Section 4, even after termination of my employment with the Company. “Moral Rights” means any rights to claim
authorship of a work, to object to or prevent the modification or destruction of a work, to withdraw from circulation or control the publication or
distribution of a work, and any similar right, regardless of whether or not such right is denominated or generally referred to as a “moral right.”

7.

Assistance. I will assist the Company in every proper way to obtain and enforce for the Company all patents, copyrights, mask work
rights, trade secret rights and other legal protections for the Assigned Inventions, worldwide. I will execute and deliver any documents that the Company
may reasonably request from me in connection with providing such assistance. My obligations under this section will continue beyond the termination of
my employment with the Company; provided that the Company agrees to compensate me at a reasonable rate after such termination for time and expenses
actually spent by me at the Company’s request in providing such assistance. I hereby appoint the Secretary of the Company as my attorney-in-fact to
execute documents on my behalf for this purpose. I agree that this appointment is coupled with an interest and will not be revocable.

8.

Proprietary Information. I understand that my employment by the Company creates a relationship of confidence and trust with
respect to any information or materials of a confidential or secret nature that may be made, created or discovered by me or that may be disclosed to me by
the Company or a third party in relation to the business of the Company or to the business of any parent, subsidiary, affiliate, customer or supplier of the
Company, or any other party with whom the Company agrees to hold such information or materials in confidence (the “Proprietary Information”). Without
limitation as to the forms that Proprietary Information may take, I acknowledge that Proprietary Information may be contained in tangible material such as
writings, drawings, samples, electronic media, or computer programs, or may be in the nature of unwritten knowledge or know-how. Proprietary
Information includes, but is not limited to, Assigned Inventions, proprietary information, trade secrets, know-how, data (including technical, scientific and
clinical data), original works of authorship, records, laboratory notebooks, inventions, improvements, discoveries, designs, technology, computer software
programs, databases, mask works, formulas, processes, methods, techniques, protocols, assays, compositions of matter, specimens, compounds, samples,
materials, marketing plans, product plans, products, product candidates, regulatory, marketing, financial or other business information, personnel
information, contract information, customer and supplier lists, and research and development, including research relating to, but not limited to, in vitro
systems, DNA and amino acid sequences, cell strains, biological or chemical substances and compounds.

9.

Confidentiality. At all times, both during my employment and after its termination, I will keep and hold all Proprietary Information in
strict confidence and trust. I will not use or disclose any Proprietary Information without the prior written consent of the Company in each instance, except
as may be necessary to perform my duties as an employee of the Company for the benefit of the Company. Upon termination of my employment with the
Company, I will promptly deliver to the Company all documents and materials of any nature pertaining to my work with the Company, and I will not take
with me or retain in any form any documents or materials or copies containing any Proprietary Information.

10.

Physical Property. All documents, supplies, equipment and other physical property furnished to me by the Company or produced by
me or others in connection with my employment will be and remain the sole property of the Company. I will return to the Company all such items when
requested by the Company, excepting only
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my personal copies of records relating to my employment or compensation and any personal property I bring with me to the Company and designate as
such. Even if the Company does not so request, I will upon termination of my employment return to the Company all Company property, and I will not take
with me or retain any such items.

11.

No Breach of Prior Agreements. I represent that my performance of all the terms of this Agreement and my duties as an employee
of the Company will not breach any invention assignment, proprietary information, confidentiality, non-competition, or other agreement with any former
employer
or
other
party.
I
represent
that
I
will
not
bring
with
me
to
the Company or use in the performance of my duties for the Company any documents or materials or intangibles of my own or of a former
employer or third party that are not generally available for use by the public or have not been legally transferred to the Company.

12.

“At Will” Employment. I understand that this Agreement does not constitute a contract of employment or obligate the Company to
employ me for any stated period of time. I understand that I am an “at will” employee of the Company and that my employment can be terminated at any
time, with or without notice and with or without cause, for any reason or for no reason, by either the Company or by me. I acknowledge that any statements
or representations to the contrary are ineffective, unless put into a writing signed by the Company. I further acknowledge that my participation in any stock
option or benefit program is not to be construed as any assurance of continuing employment for any particular period of time.

13.

Company Opportunities; No Conflicting Activities. During the period of my employment, I will at all times devote my best efforts
to the interests of the Company, and I will not, without the prior written consent of the Company, engage in, or encourage or assist others to engage in, any
other employment or activity that: (i) would divert from the Company any business opportunity in which the Company can reasonably be
expected to have an interest;
(ii) would directly compete with, or involve preparation to compete with, the current or future business of the Company; or (iii) would otherwise conflict
with the Company’s interests or could cause a disruption of its operations or prospects.

14.

Non-Competition; Non-Solicitation.

(a) Non-Competition. I understand that the Company’s interests in protecting its investments, goodwill, and technologies make it reasonable for

the Company to ask me to agree that I will not compete with the Company for a reasonable period after the termination of my employment for
any reason, whether voluntary or involuntary. I further understand that I will be provided with Proprietary Information during the scope of my
employment with the Company. Accordingly, and understanding that the Company’s business is potentially global in scope, I further agree that I
will not, during the twelve month period following the termination of my employment (the “Post-Employment Period”), directly or indirectly,
work for or provide service of any kind, as an employee, consultant, director, owner or in any other capacity, to any person or entity (including
any business in planning or formation) that is or intends to be competitive with, or is engaged in the design, development, manufacture,
production, marketing, sale or servicing of any product or the provision of any service that relates in any way to the business then being
conducted or planned by the Company and any of its subsidiary or affiliated entities. It will not be deemed to be a violation of this Section 14(a)
for me to make or hold either of the following investments: (a) ownership, as a passive investor, of up to two percent (2%) of any publicly traded
company; or (b) an equity interest of up to two percent (2%) in any venture capital fund or other investment vehicle that makes investments in
early stage companies so long as I do not participate in or influence the investment decision process of such fund or vehicle.

(b) Non-Solicitation of Employees/Consultants. During my employment with the Company and the Post-Employment Period, I will not directly or

indirectly solicit away employees or consultants of the Company for my own benefit or for the benefit of any other person or entity, nor will I
encourage or assist others to do so. I acknowledge and agree that even after the expiration of the Post-Employment Period, I will not solicit
(or encourage or assist others to solicit) away any employees or consultants of the Company if, in so doing, I use or disclose any trade secrets or
other Proprietary Information of the Company.

(c) Non-Solicitation of Suppliers/Customers. During my employment with the Company and the Post6

Employment Period, I will not directly or indirectly solicit or otherwise take away customers or suppliers of the Company or otherwise divert or
attempt to divert business away from the Company, nor will I encourage or assist others to do so. I acknowledge and agree that even after the
expiration of the Post-Employment Period, I will not solicit (or encourage or assist others to solicit) any customers or suppliers of the Company
if, in so doing, I use or disclose any trade secrets or other Proprietary Information of the Company.

(d) Reasonableness. I acknowledge that the post-employment restrictions on competition and solicitation in this Section 14 are reasonable and

necessary in light of the Company’s need to protect its trade secrets and other Proprietary Information and the goodwill of the Company’s
business.

15.

Use of Name & Likeness. I hereby authorize the Company to use, reuse, and to grant others the right to use and reuse, my name,
photograph, likeness (including caricature), voice, and biographical information, and any reproduction or simulation thereof, in any form of media or
technology now known or hereafter developed, both during and after my employment, for any purposes related to the Company’s business, such as
marketing, advertising, credits, and presentations.

16.

Notification. I hereby authorize the Company, during and after the termination of my employment with the Company, to notify third
parties, including, but not limited to, actual or potential customers or employers, of the terms of this Agreement and my responsibilities hereunder.

17.

Injunctive Relief. I understand that a breach or threatened breach of this Agreement by me may cause the Company to suffer
irreparable harm and that the Company will therefore be entitled to injunctive relief to enforce this Agreement.

18.

Governing Law; Severability. This Agreement is intended to supplement, and not to supersede, any rights the Company may have
in law or equity with respect to the duties of its employees and the protection of its trade secrets. This Agreement will be governed by and construed in
accordance with the laws of the State of Texas without giving effect to any principles of conflict of laws that would lead to the application of the laws of
another jurisdiction. If any provision of this Agreement is invalid, illegal or unenforceable in any respect, such provision will be enforced to the maximum
extent possible, given the fundamental intentions of the parties when entering into this Agreement. To the extent such provision cannot be so enforced, it
will be stricken from this Agreement and the remainder of this Agreement will be enforced as if such invalid, illegal or unenforceable provision had never
been contained in this Agreement.

19.

Counterparts. This Agreement may be executed in any number of counterparts, each of which when so executed and delivered will
be deemed an original, and all of which together will constitute one and the same agreement.

20.

Entire Agreement. This Agreement and the documents referred to herein constitute the entire agreement and understanding of the
parties with respect to the subject matter of this Agreement, and supersede all prior understandings and agreements, whether oral or written, between the
parties hereto with respect to such subject matter.

21.

Amendment and Waiver. This Agreement may be amended only by a written agreement executed by each of the parties to this
Agreement. No amendment or waiver of, or modification of any obligation under, this Agreement will be enforceable unless specifically set forth in a
writing signed by the party against which enforcement is sought. A waiver by either party of any of the terms and conditions of this Agreement in any
instance will not be deemed or construed to be a waiver of such term or condition with respect to any other instance, whether prior, concurrent or
subsequent.

22.

Successors and Assigns; Assignment. Except as otherwise provided in this Agreement, this Agreement, and the rights and
obligations of the parties hereunder, will bind and benefit the parties and their respective successors, assigns, heirs, executors, administrators, and legal
representatives. The Company may assign any of its rights and obligations under this Agreement. I understand that I will not be entitled to assign or delegate
this Agreement or any of my rights or obligations hereunder, whether voluntarily or by operation of law, except with the prior written consent of the
Company.
7

23.

Further Assurances. The parties will execute such further documents and instruments and take such further actions as may be
reasonably necessary to carry out the purposes and intent of this Agreement. Upon termination of my employment with the Company, I will execute and
deliver a document or documents in a form reasonably requested by the Company confirming my agreement to comply with the post-employment
obligations contained in this Agreement.

24.

Acknowledgement. I certify and acknowledge that I have carefully read all of the provisions of this Agreement and that I
understand and will fully and faithfully comply with this Agreement.
[Section 25 and signatures follow on the next page.]
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25.

Effective Date of Agreement. This Agreement is and will be effective on and after the first day of my employment by the
Company (the “Effective Date”).
Company: Aeglea BioTherapeutics, Inc.
By:

/s/ David G. Lowe

Employee:
/s/ Anthony Quinn
Signature

Name:

David G. Lowe, PhD

Anthony G Quinn
Name

Title:

President & CEO

Exhibit B
LIST OF EXCLUDED INVENTIONS UNDER SECTION 4

Title

Date

Identifying Number
or Brief Description

No inventions, improvements, or original works of authorship
Additional sheets attached
Signature of Employee:
Quinn
Print Name of Employee:

/s/ Anthony
Anthony G Quinn

Date:

5/5/2017

Exhibit 31.1
Certification of Periodic Report under Section 302 of the Sarbanes-Oxley Act of 2002
I, David G. Lowe, Ph.D., certify that:
1.

I have reviewed this Quarterly Report on Form 10-Q of Aeglea BioTherapeutics, Inc.;

2.

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to
make the statements made, in light of the circumstances under which such statements were made, not misleading with respect to the
period covered by this report;

3.

Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material
respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;

4.

The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) for the registrant and have:

5.

a.

Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our
supervision, to ensure that material information relating to the registrant is made known to us by others within those entities,
particularly during the period in which this report is being prepared;

b.

Evaluated the effectiveness of the registrant’s disclosure controls and procedures, and presented in this report our conclusions
about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such
evaluation; and

c.

Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s
most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is
reasonably likely to materially affect, the registrant’s internal control over financial reporting; and

The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial
reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent
functions):
a.

All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are
reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and

b.

Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s
internal control over financial reporting.

Date: May 9, 2017
/s/ David G. Lowe, Ph.D.
David G. Lowe, Ph.D.
President, Chief Executive Officer and Director
(Principal Executive Officer)

Exhibit 31.2
Certification of Periodic Report under Section 302 of the Sarbanes-Oxley Act of 2002
I, Charles N. York II, certify that:
1.

I have reviewed this Quarterly Report on Form 10-Q of Aeglea BioTherapeutics, Inc;

2.

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to
make the statements made, in light of the circumstances under which such statements were made, not misleading with respect to the
period covered by this report;

3.

Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material
respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;

4.

The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) for the registrant and have:

5.

a.

Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our
supervision, to ensure that material information relating to the registrant is made known to us by others within those entities,
particularly during the period in which this report is being prepared;

b.

Evaluated the effectiveness of the registrant’s disclosure controls and procedures, and presented in this report our conclusions
about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such
evaluation; and

c.

Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s
most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is
reasonably likely to materially affect, the registrant’s internal control over financial reporting; and

The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial
reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent
functions):
a.

All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are
reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and

b.

Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s
internal control over financial reporting.

Date: May 9, 2017
/s/ Charles N. York II
Charles N. York II
Chief Financial Officer and Vice President (Principal
Accounting Officer and Principal Financial Officer)

Exhibit 32.1
Certification Of
Principal Executive Officer
Pursuant To 18 U.S.C. Section 1350,
As Adopted Pursuant To
Section 906 of The Sarbanes-Oxley Act Of 2002
In connection with the Quarterly Report of Aeglea BioTherapeutics, Inc. (the “Company”) on Form 10-Q for the period ended March 31, 2017,
as filed with the Securities and Exchange Commission on the date hereof (the “Report”), I, David G. Lowe, Ph.D., President and Chief
Executive Officer of the Company, certify, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act
of 2002, that to my knowledge:
1)

The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and

2)

The information contained in the Report fairly presents, in all material respects, the financial condition of the Company at the end of the
period covered by the Report and results of operations of the Company for the period covered by the Report.

Date: May 9, 2017

/s/ David G. Lowe, Ph.D.
David G. Lowe, Ph.D.
President, Chief Executive Officer and Director
(Principal Executive Officer)

Exhibit 32.2
Certification Of
Principal Financial Officer
Pursuant To 18 U.S.C. Section 1350,
As Adopted Pursuant To
Section 906 Of The Sarbanes-Oxley Act Of 2002
In connection with the Quarterly Report of Aeglea BioTherapeutics, Inc. (the “Company”) on Form 10-Q for the period ended March 31, 2017,
as filed with the Securities and Exchange Commission on the date hereof (the “Report”), I, Charles N. York II, Chief Financial Officer of the
Company, certify, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that to my
knowledge:
1)

The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and

2)

The information contained in the Report fairly presents, in all material respects, the financial condition of the Company at the end of the
period covered by the Report and results of operations of the Company for the period covered by the Report.

Dated: May 9, 2017

/s/ Charles N. York II
Charles N. York II
Chief Financial Officer and Vice President
(Principal Financial Officer and Principal Accounting
Officer)

