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PART I - FINANCIAL INFORMATION
Item 1. Financial Statements
ZOSANO PHARMA CORPORATION
CONDENSED BALANCE SHEETS
(in thousands, except par value and share amounts)
June 30,
2019

December 31,
2018

(unaudited)

ASSETS
Current assets:
Cash and cash equivalents
Marketable securities at fair value
Prepaid expenses and other current assets
Total current assets

$

14,252
3,488
991

$

18,731
455
20,568
6,016
17

Restricted cash
Property and equipment, net
Operating lease right-of-use assets
Other long-term assets
Total assets

9,140
13,862
358
23,360
455
11,916
—
49

$

45,787

$

35,780

$

5,985
1,459
3,147
1,026
3,678

$

4,450
2,092
2,326
—
2,419

LIABILITIES AND STOCKHOLDERS’ EQUITY
Current liabilities:
Accounts payable
Accrued compensation
Build-to-suit obligation, current portion
Operating lease liabilities, current portion
Other accrued liabilities
Total current liabilities
Build-to-suit obligation, long-term portion, net of debt issuance costs and discount
Operating lease liabilities, long-term portion
Other liabilities
Deferred rent
Total liabilities

15,295
5,091
6,369
25
—

11,287
4,478
—
18
1,287

26,780

17,070

—

—

Commitments and contingencies (note 8)
Stockholders’ equity:
Preferred stock, $0.0001 par value; 5,000,000 shares authorized; none issued and outstanding as of June 30, 2019
and December 31, 2018
Common stock, $0.0001 par value; 250,000,000 shares authorized; 17,723,039 and 11,973,039 shares issued and
outstanding as of June 30, 2019 and December 31, 2018, respectively
Additional paid-in capital
Accumulated deficit
Accumulated other comprehensive loss
Total stockholders’ equity
Total liabilities and stockholders’ equity

2
299,023
(280,018)
—
19,007
$

The accompanying notes are an integral part of these condensed financial statements.
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1
279,946
(261,232)
(5)

45,787

18,710
$

35,780
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ZOSANO PHARMA CORPORATION
CONDENSED STATEMENTS OF OPERATIONS AND COMPREHENSIVE LOSS
(in thousands, except share and per share amounts)
(unaudited)
Three Months Ended June 30,
2019

Revenue

$

Six Months Ended June 30,

2018

—

$

2019

—

$

2018

—

$

—

Operating expenses:
Research and development
General and administrative
Total operating expenses

6,640
2,767

Loss from operations
Other income (expense):
Interest income
Interest expense
Other income, net
Loss before provision for income taxes

6,533
2,272

13,256
5,638

12,339
4,532

9,407

8,805

18,894

16,871

(9,407)

(8,805)

(18,894)

(16,871)

82
(35)
—

79
(112)
2

162
(76)
22

94
(268)
3

(9,360)
—

(8,836)
—

(18,786)
—

(17,042)
—

Provision for income taxes
Net loss

$

(9,360)
(1)

$

(8,836)
—

$

(18,786)
5

$

Unrealized gain (loss) on marketable securities, net of tax
Comprehensive loss

(17,042)
—

$

(9,361)

$

(8,836)

$

(18,781)

$

(17,042)

Net loss per common share – basic and diluted

$

(0.55)

$

(0.75)

$

(1.30)

$

(2.47)

Weighted-average shares used in computing net loss per common share – basic
and diluted

16,868,643

11,753,259

The accompanying notes are an integral part of these condensed financial statements.
3

14,434,365

6,890,166
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ZOSANO PHARMA CORPORATION
CONDENSED STATEMENTS OF CHANGES IN STOCKHOLDERS’ EQUITY
(in thousands, except share amounts)
(unaudited)
Accumulated
Other
Comprehensive Income
(Loss)

Common Stock
Shares

Additional
Paid-In Capital

Amount

1,973,039

Stock-based compensation

—
—

—

139

—

—

(8,206)

—

(8,206)

1,973,039

—

233,061

(234,080)

—

(1,019)
45,605

Balance at March 31, 2018
Issuance of common stock in
connection with public offering

—

$

232,922

$

(225,874)

$

—

Total
Stockholders’
Equity (Deficit)

Balance at January 1, 2018
Net loss

$

Accumulated
Deficit

—

10,000,000

1

45,604

—

—

—

—

330

—

—

Net loss

—

—

—

11,973,039

$

1

$

278,995

(8,836)
$

(242,916)

Shares

Amount

Balance at January 1, 2019

11,973,039

Stock-based compensation

—

—

361

—
—

—
—

—
—

11,973,039

1

280,307

Unrealized gain on marketable
securities
Net loss
Balance at March 31, 2019
Issuance of common stock in
connection with public offering

$

1

$

279,946

$

(261,232)

330

—

(8,836)
$

36,080

Accumulated
Other
Comprehensive Income
(Loss)

Accumulated
Deficit

$

139

—

Common Stock
Additional
Paid-In Capital

7,048

—

Stock-based compensation
Balance at June 30, 2018

$

$

(5)

Total
Stockholders’
Equity

$

18,710

—

—

—
(9,426)

6
—

(9,426)

(270,658)

1

9,651

361
6

5,750,000

1

18,330

—

—

18,331

Stock-based compensation

—

—

386

—

—

386

Unrealized loss on marketable
securities

—

—

—

Net loss

—

—

—

Balance at June 30, 2019

17,723,039

$

2

$

299,023

—

(1)

(9,360)
$

(280,018)

$

The accompanying notes are an integral part of these condensed financial statements.
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(1)

—
—

(9,360)
$

19,007
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ZOSANO PHARMA CORPORATION
CONDENSED STATEMENTS OF CASH FLOWS
(in thousands)
(unaudited)
Six Months Ended June 30,
2019

2018

Cash flows from operating activities:
Net loss
Adjustments to reconcile net loss to net cash used in operating activities:
Stock-based compensation
Amortization of operating lease right-of-use assets
Depreciation
Deferred rent
Other
Change in operating assets and liabilities:
Prepaid expenses and other assets
Accounts payable
Accrued compensation and other accrued liabilities
Operating lease liabilities
Net cash used in operating activities

$

(18,786)

$

(17,042)

747
399
361
—
42

469
—
391
515
45

(657)
635
(904)
(451)

635
615
(21)
—

(18,614)

(14,393)

13,900
(3,476)
(6,213)

16,000
(37,475)
(2,106)

4,211

(23,581)

18,472
2,277
(1,234)

45,603
—
(3,083)

19,515

42,520

5,112
9,595

4,546
11,686

Cash flows from investing activities:
Proceeds from maturities of marketable securities
Purchases of marketable securities
Purchases of property and equipment
Net cash provided by (used in) investing activities
Cash flows used in financing activities:
Proceeds from public offering of securities, net of underwriting commissions and offering costs
Proceeds from build-to-suit obligation, net of issuance costs
Principal payments on financing obligations
Net cash provided by financing activities
Net increase in cash, cash equivalents and restricted cash
Cash, cash equivalents and restricted cash at beginning of period
Cash, cash equivalents and restricted cash at end of period
Supplemental cash flow information:
Cash paid for interest
Cash paid for taxes
Non-cash investing and financing activities:
Acquisition of property and equipment under accounts payable and other accrued liabilities
Accrued offering costs
Right-of-use assets acquired under finance lease obligations
The accompanying notes are an integral part of these condensed financial statements.
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$

14,707

$

16,232

$
$

365
1

$
$

203
—

$
$
$

5,795
142
22

$
$
$

264
98
—
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Zosano Pharma Corporation
Notes to Condensed Financial Statements
(unaudited)
1.

Organization and Basis of Presentation
The Company

Zosano Pharma Corporation (the “Company”) is a clinical stage biopharmaceutical company focused on providing rapid systemic administration of
therapeutics to patients using its proprietary Adhesive Dermally-Applied Microarray, or ADAM™, technology.
Basis of Presentation
The condensed financial statements have been prepared in accordance with United States generally accepted accounting principles (“U.S. GAAP”) for
interim financial information, the instructions to Form 10-Q and Regulation S-X. They do not include all the information and notes required by U.S. GAAP
for complete financial statements. In the opinion of management, all adjustments (consisting of normal recurring accruals) considered necessary for a fair
presentation have been included. Operating results for the three and six months ended June 30, 2019 are not necessarily indicative of the results that may be
expected for the year ending December 31, 2019, or any other subsequent period. These financial statements should be read in conjunction with the
Company’s audited financial statements for the year ended December 31, 2018, included in the Company’s annual report on Form 10-K and filed with the
United States Securities and Exchange Commission (“SEC”) on March 25, 2019.
Use of Estimates
The preparation of the accompanying condensed financial statements in accordance with U.S. GAAP requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities and the disclosure of contingent assets and liabilities as of the date of the condensed
financial statements, and the reported amounts of expenses during the periods reported. Actual results could differ from those estimates.
Liquidity and Substantial Doubt in Going Concern
Since inception, the Company has incurred recurring operating losses and negative cash flows from operating activities, and as of June 30, 2019, had an
accumulated deficit of $280.0 million. As of June 30, 2019, the Company had approximately $17.7 million in cash, cash equivalents and marketable
securities. Presently, the Company does not have sufficient cash, cash equivalents and marketable securities to enable it to fund its anticipated level of
operations and meet its obligations as they become due within twelve months following the date of issuance of this Quarterly Report on Form 10-Q. The
aforementioned factors raise substantial doubt about the Company’s ability to continue as a going concern for a period of one year from the issuance of these
financial statements. The financial statements do not include any adjustments that might result from the outcome of this uncertainty.
On April 11, 2019, the Company closed a public offering of 5,000,000 shares of common stock at a price to the underwriter of $3.29 per share. On May
8, 2019, the underwriter purchased an additional 750,000 shares at a price to the underwriter of $3.29 per share pursuant to the exercise of the underwriter's
option to purchase additional shares. The aggregate net proceeds were approximately $18.3 million, after deducting underwriting costs and estimated
offering expenses.
The Company plans to raise additional funding through financing, a capital offering, a license or collaboration agreement or a combination of such
sources of capital. However, there are no assurances that additional funding will be achieved and that the Company will succeed in its future operations. The
Company’s inability to obtain required funding in the near future or its inability to obtain funding on favorable terms will have a material adverse effect on
its operations and strategic development plan for future growth. If the Company cannot successfully raise additional capital and implement its strategic
development plan, its liquidity, financial condition and business prospects will be materially and adversely affected, and it may have to cease operations.
The Company will continue to evaluate its timelines, strategic needs, and working capital requirements. There can be no assurance that if the Company
attempts to raise additional capital, it will be successful in doing so on terms acceptable to the Company, or at all. Further, there can be no assurance that it
will be able to gain access and/or be able to execute on securing new sources of funding, new development opportunities, successfully obtain regulatory
approvals for and commercialize new products, achieve significant product revenues from its products (if approved), or achieve or sustain profitability in the
future.
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2.

Summary of Significant Accounting Policies
Significant Accounting Policies

The Company’s significant accounting policies are included in “Part II - Item 8 - Financial Statements and Supplementary Data - Note 2 - Summary of
Significant Accounting Policies” in the Company’s Annual Report on Form 10-K for the year ended December 31, 2018. As discussed in the Company's
Annual Report, the Company adopted the new leases standard in the first quarter of 2019. In the second quarter of 2019, the Company made an accounting
policy election to recognize the impact of stock option forfeitures on stock compensation expense in the period the award is forfeited as permitted under
ASC2016-09, Compensation-Stock Compensation (Topic 718). Previously, the Company estimated the effects of stock option forfeitures at the initial grant
date and reduced stock compensation expense for the estimated effect of forfeitures over the requisite service period. There have been no other changes to the
Company's significant accounting policies.
Leases
ASC Topic 842, Leases, requires lessees to recognize right-of-use assets and lease liabilities for most leases on the balance sheet and to provide
expanded disclosures about leasing arrangements. The Company adopted Topic 842 effective January 1, 2019 using the optional transition method and did
not restate comparative periods. There was no effect on accumulated deficit at adoption.
The Company has elected the package of practical expedients to (i) not reassess whether expired or existing contracts are or contain leases, (ii) not
reassess the lease classification for any expired or existing leases and (iii) not reassess the accounting for initial direct costs.
The adoption of the new leases standard resulted in the following adjustments to the Company's balance sheet as of January 1, 2019:
December 31, 2018

Adoption Impact

(in thousands)

Operating lease right-of-use assets
Operating lease liabilities, current portion
Other accrued liabilities
Operating lease liabilities, long-term portion
Deferred rent

$
$
$
$
$

January 1, 2019

(unaudited; in thousands)

—
—
2,414
—
1,287

$
$
$
$
$

6,415
945
(143)
6,900
(1,287)

$
$
$
$
$

6,415
945
2,271
6,900
—

As of December 31, 2018, the short-term portion of deferred rent was recorded in other accrued liabilities. The adoption impact was a non-cash
operating activity for the six months ended June 30, 2019.
At the inception of an arrangement, the Company determines whether the arrangement is or contains a lease based on the unique facts and
circumstances present. Operating lease liabilities and their corresponding right-of-use assets are recorded based on the present value of lease payments over
the expected lease term. If the interest rate implicit in the Company's lease contracts is not readily determinable, the Company utilizes its incremental
borrowing rate, which is the rate incurred to borrow on a collateralized basis over a similar term, an amount equal to the lease payments in a similar economic
environment. Certain adjustments to the right-of-use asset may be required for items such as initial direct costs paid or incentives received.
Cash, Cash Equivalents, and Restricted Cash
The Company considers all highly liquid investments with an original maturity of 90 days or less to be cash equivalents.
As of June 30, 2019 and December 31, 2018, the Company had restricted cash of approximately $0.5 million consisting of deposits of $0.3 million to
secure its building lease until the end of the lease term, a deposit of approximately $0.1 million to a utility provider and $35,000 to secure corporate
purchasing cards.
7

Table of Contents
The following table provides a reconciliation of cash, cash equivalents and restricted cash to amounts shown in the statement of cash flows:
June 30, 2019

June 30, 2018

(unaudited; in thousands)

Cash and cash equivalents
Restricted cash
Total

$

14,252
455

$

16,197
35

$

14,707

$

16,232

Marketable Securities
Marketable securities generally consist of debt securities with original maturities greater than 90 days and remaining maturities of less than one year.
Marketable securities with an original maturity greater than one year, if any, would be considered long-term investments. All of the Company's investments
are classified as available-for-sale and carried at fair value based upon quoted market price. The change in unrealized gains and losses related to fixed
maturity debt securities is reported as a separate component of other comprehensive income (loss) on the statements of operations and comprehensive loss
and as a separate component of stockholders' equity on the balance sheets. Interest income includes interest, dividends, amortization and accretion of
purchase premiums and discounts and realized gains and losses on sales of securities, if any. The cost of securities sold is based on the specific-identification
method.
The Company monitors its investment portfolio for potential impairment on a quarterly basis. If the carrying amount of an investment in marketable
securities exceeds its fair value and the decline in value is determined to be other-than-temporary, the carrying amount of the security is reduced to fair value
and a loss is recognized in operating results for the amount of such decline. In order to determine whether a decline in value is other-than-temporary, the
Company evaluates, among other factors, the cause of the impairment, including the creditworthiness of the security issuers, the number of securities in an
unrealized loss position, the severity and duration of the unrealized losses, and its intent and ability to hold the security to maturity or expected recovery.
Fair Value Instruments
The Company records its financial assets and liabilities at fair value. Fair value is defined as the price that would be received to sell an asset or paid to
transfer a liability (an exit price) in an orderly transaction between market participants at the reporting date. The accounting guidance establishes a threetiered hierarchy, which prioritizes the inputs used in the valuation methodologies in measuring fair value as follows:
•

Level 1: Inputs which include quoted prices in active markets for identical assets and liabilities.

•

Level 2: Inputs other than Level 1 that are observable, either directly or indirectly, such as quoted prices for similar assets or liabilities; quoted
prices in markets that are not active; 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: Unobservable inputs that are supported by little or no market activity and that are significant to the fair value of the assets or liabilities.

The carrying values of certain assets and liabilities of the Company, such as cash and cash equivalents and accounts payable approximate fair value
due to their relatively short maturities. The carrying value of the Company’s short-term financial obligations approximates their fair value as the terms of the
borrowing are consistent with current market rates and the duration to maturity is short. The carrying value of the Company's long-term financial obligations
approximates fair value because interest rates approximate market rates that the Company could obtain for debt with similar terms and maturities.
Net Loss Per Common Share
Basic net loss per common share is calculated by dividing the net loss by the weighted-average number of common shares outstanding during the
period, without consideration for potentially dilutive securities. Diluted net loss per common share is computed by dividing the net loss attributable to
common stockholders by the weighted-average number of common shares and potentially dilutive securities outstanding for the period determined using the
treasury-stock and if-converted methods. For purposes of the diluted net loss per share calculation, common stock warrants and stock options are considered
to be potential dilutive securities but are excluded from the calculation of diluted net loss per share because their effect would be anti-dilutive and therefore,
basic and diluted net loss per share were the same for all periods presented.
8
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The following outstanding common stock equivalents were excluded from the computations of diluted net loss per common share for the periods
presented as the effect of including such securities would be antidilutive:
June 30, 2019

June 30, 2018

(unaudited)

Warrants to purchase common stock
Options to purchase common stock
Total

274,524
1,765,742

199,524
1,186,318

2,040,266

1,385,842

Recent Accounting Pronouncements
In August 2018, the Financial Accounting Standards Board ("FASB") issued ASU2018-15, Intangible - Goodwill and Other - Internal-Use Software
(Subtopic 350-40), which aligns the requirements for capitalizing implementation costs incurred in a hosting arrangement that is a service contract with the
requirements for capitalizing implementation costs incurred to develop or obtain internal-use software. ASU2018-15 is effective for the Company in the first
quarter of 2020. Early adoption is permitted. ASU2018-15 permits either a prospective or retrospective transition approach. The Company is currently
evaluating ASU2018-15 to determine the impact to its financial statements and disclosures.
In August 2018, the FASB issued ASU2018-13, Fair Value Measurement (Topic 820) . The new guidance modifies the disclosure requirements on fair
value measurements. ASU2018-13 is effective for the Company beginning in the first quarter of 2020 and must be adopted on a modified retrospective basis,
with certain exceptions. Early adoption is permitted. The Company does not expect ASU2018-13 to have a significant impact to its financial statements and
disclosures.
The FASB issued ASU2016-13, Financial Instruments - Credit Losses (Topic 326): Measurement of Credit Losses on Financial Instruments in June
2016, ASU2018-19, Codification Improvements to Topic 326, Financial Instruments - Credit Losses in November 2018, and ASU2019-05, Financial
Instruments - Credit Losses, Targeted Transition Relief in May 2019. This new guidance is intended to present credit losses on available-for-sale debt
securities as an allowance rather than as a write-down. Entities are required to apply the standards' provisions as a cumulative-effect adjustment to retained
earnings as of the beginning of the first reporting period in which the guidance is adopted. ASU2016-13, ASU2018-19 and ASU2019-05 are effective for the
Company in the first quarter of 2020. The Company is currently evaluating these standards to determine the impact to its financial statements and
disclosures.

3.

Cash Equivalents and Investments in Marketable Securities

The following tables present summaries of the Company's cash equivalents and investments in marketable securities measured at fair value on a
recurring basis:
Fair Value Measurements
Significant
other
observable
inputs
Level 2

Quoted prices
in active
market
Level 1

Total

Significant
unobservable
inputs
Level 3

(unaudited; in thousands)

As of June 30, 2019:
Money market funds
Commercial paper
U.S. treasuries
Total

Classified as:
Cash equivalents
Marketable securities at fair value
Total

$

9,111
3,803
3,991

$

9,111
—
3,991

$

—
3,803
—

$

—
—
—

$

16,905

$

13,102

$

3,803

$

—

$

13,417
3,488

$

16,905
9
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Fair Value Measurements
Significant
other
observable
inputs
Level 2

Quoted prices
in active
market
Level 1

Total

Significant
unobservable
inputs
Level 3

(in thousands)

As of December 31, 2018:
Money market funds
Commercial paper
Corporate notes and bonds
U.S. treasuries
Total

Classified as:
Cash equivalents
Marketable securities at fair value
Total

$

4,830
1,497
6,989
8,375

$

4,830
—
—
8,375

$

—
1,497
6,989
—

$

—
—
—
—

$

21,691

$

13,205

$

8,486

$

—

$

7,829
13,862

$

21,691

The Company did not transfer any marketable securities measured at fair value on a recurring basis to or from Level 1 and Level 2 during the six months
ended June 30, 2019.
The following tables summarize the unrealized positions for available-for-sale securities disaggregated by class of instrument:
Gross
Unrealized
Gains

Amortized Cost

Gross
Unrealized
Losses

Fair Value

(unaudited; in thousands)

As of June 30, 2019:
Money market funds
Commercial paper
U.S. treasuries
Total

$

9,111
3,804
3,990

$

—
—
1

$

—
(1)
—

$

9,111
3,803
3,991

$

16,905

$

1

$

(1)

$

16,905

Gross
Unrealized
Gains

Amortized Cost

Gross
Unrealized
Losses

Fair Value

(in thousands)

As of December 31, 2018:
Money market funds
Commercial paper
Corporate notes and bonds
U.S. treasuries
Total

$

4,830
1,497
6,994
8,375

$

—
—
—
—

$

—
—
(5)
—

$

4,830
1,497
6,989
8,375

$

21,696

$

—

$

(5)

$

21,691

10
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4.

Balance Sheet Components
The following table summarizes the Company's prepaid expenses and other current assets for each of the periods presented:
June 30, 2019

December 31, 2018

(unaudited; in thousands)

Prepaid services
Prepaid insurance
Prepaid rent
Prepaid software and subscriptions
Other

(in thousands)

295
231
190
170
105
$

Total

991

88
45
23
42
160
$

358

The following table summarizes the Company’s property and equipment for each of the periods presented:
June 30, 2019

December 31, 2018

(unaudited; in thousands)

Leasehold improvements
Manufacturing equipment
Laboratory and office equipment
Computer equipment and software
Construction-in-progress

$

16,951
12,140
1,817
235
16,565

(in thousands)

$

16,690
10,387
1,434
206
9,558

47,708
(27,140)

Less: accumulated depreciation
Total

$

20,568

38,275
(26,359)
$

11,916

Depreciation expense was approximately $0.2 million and $0.2 million for the three months ended June 30, 2019 and 2018, respectively. Depreciation
expense was approximately $0.4 million and $0.4 million for the six months ended June 30, 2019 and 2018, respectively.
The gross property and equipment and accumulated depreciation presented in the above table includes right-of-use assets acquired under finance leases
and the related accumulated amortization, respectively. Right-of-use assets under finance leases were comprised of office and computer equipment of
approximately $54,000 and $24,000 at June 30, 2019 and December 31, 2018, respectively. Accumulated amortization related to right-of-use assets under
finance leases was approximately $19,000 at June 30, 2019.
As of June 30, 2019, construction-in-progress included $10.9 million of an asset relating to the build-to-suit arrangement for construction of the
Company's commercial coating and primary packaging system, of which capitalized construction period interest was $1.0 million (See Note 6. Debt
Financing).
The following table summarizes the Company’s other accrued liabilities for each of the periods presented:
June 30, 2019

December 31, 2018

(unaudited; in thousands)

(in thousands)

Construction-in-progress obligations
Pre-clinical and clinical study
Professional service fees
Contract manufacturing
Accrued taxes
Other

$

2,055
891
306
158
20
248

$

395
483
112
834
187
408

Total

$

3,678

$

2,419
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5.

Leases
Operating Leases

The Company has a non-cancelable operating lease for office, research and development, and manufacturing facilities in Fremont, California through
August 31, 2024, with an option to further extend the lease for an additional 60 months subject to certain terms and conditions. The operating lease right-ofuse asset and associated lease liability do not consider the option to extend the term after August 31, 2024, as the Company is not reasonably certain of
exercising the extension option.
The lease agreement calls for monthly base rent of approximately $136,000 for the period commencing September 1, 2017, with annual increases on
September 1 of each subsequent year until the lease year beginning September 1, 2023. The agreement also provided for rent abatements, subject to certain
conditions, totaling $0.3 million and certain tenant improvements to be completed at the landlord’s expense of approximately $1.0 million.
The Company entered into a three year, non-cancelable lease for telephone equipment in January 2018.
Per the terms of the agreements, the Company does not have any residual value guarantees, restrictions or covenants. In calculating the present value of
the lease payments, the Company utilized its incremental borrowing rate, as the rates implicit in the leases were not readily determinable. The Company
accounts for lease and non-lease components separately. The building lease includes non-lease components (i.e. common area maintenance) which are
charged and paid separately from rent based on actual costs incurred and therefore are not included in the right-of-use asset and lease liability but reflected in
operating expense in the period incurred.
Finance Leases
The Company leases certain equipment under non-cancelable agreements which expire between 2021 and 2022 that were accounted for as capital
leases under ASC840. The leases were not reassessed at adoption of ASC842 as the Company elected the practical expedient to not reassess existing leases.
The finance lease obligations were as follows:
June 30, 2019

December 31, 2018

(unaudited; in thousands)

Finance lease obligations, current portion
Finance lease obligations, long-term portion

$
$

(in thousands)

15
25

$
$

5
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The components of lease cost were as follows:

Three months ended
June 30, 2019

Description of lease costs

Six months ended
June 30, 2019

(unaudited; in thousands)

Finance Lease Cost
Amortization of finance lease right-of-use assets
Interest on finance lease obligations
Operating lease costs
Total
12

$

4
3
410

$

19
12
820

$

417

$

851
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Cash payments for leases were as follows:
Description of cash payment

Six months ended June 30, 2019
(unaudited; in thousands)

Operating cash flows from operating leases
Operating cash flows from finance leases
Financing cash flows from finance leases

$
$
$

872
6
6

Lease term and discount rate were as follows:
June 30, 2019
Description of other lease information

Operating leases

Finance leases
(unaudited)

Weighted-average remaining lease term (in years)
Weighted average discount rate

5.25
11%

2.28
27%

As of June 30, 2019, annual scheduled lease payments were as follows:
Year

Operating leases

Finance leases

(unaudited; in thousands)

Remainder of 2019
2020
2021
2022
2023
2024

$

Total undiscounted cash flows
Less: amount representing interest

$

9,791
(2,396)
$

Present value of lease liabilities

6.

889
1,815
1,863
1,914
1,970
1,340

7,395

12
24
14
3
—
—
53
(13)

$

40

Debt Financing
Build-to-Suit Obligation with Trinity

In September 2018, the Company entered into a build-to-suit arrangement with Trinity Capital Fund III, L.P. ("Trinity") in order to obtain financing for
the third party construction of the Company's commercial coating and primary packaging system (the "Equipment"), expected to be completed in the second
quarter of 2020. Under the agreement, Trinity will make available to the Company $14.0 million for equipment costs and associated soft costs ("Total Cost"),
with an initial drawdown of $5.0 million and additional drawdowns in increments of not less than $0.5 million, until March 30, 2020. At March 30, 2020,
any unused portion of the $14.0 million will be subject to a non-utilization fee equal to 3% of the unused amount. In consideration of the financing
arrangement, as collateral, the Company granted Trinity a first-priority lien and security interest in substantially all of the Company's assets.
The Company determined that it controls the Equipment during the construction period due to its involvement in and its obligations related to the
construction of the Equipment. Accordingly, construction costs incurred were recorded as construction-in-progress, a component of property and equipment
on the balance sheet, and the Trinity financing obligation was recorded as a build-to-suit obligation on the balance sheet.
Under the financing arrangement, each individual drawdown represents a separate financing arrangement with its own 36-month-term and stated interest
rate. Each drawdown is non-cancelable, with no prepayment options. Each drawdown has embedded optional purchase options to (i) extend the term for an
additional three months, with the option to purchase the equipment at 4% of the Total Cost, which is equal to the drawdown amount, following the end of
such extended term, or (ii) purchase the equipment at 12% of the Total Cost, which is equal to the drawdown amount, at the end of the 36-month-term. The
Company intends to exercise
13
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the optional purchase option of 12% at the end of each 36-month-term ("Purchase Option Fee"). The transfer of title from Trinity to the Company will occur at
the end of the final 36-month-term, provided that the purchase option was executed, and the Purchase Option Fee was paid in full at the end of each
36-month-term. Failure to pay any of the Purchase Option Fees will result in Trinity retaining title to the Equipment and the Company paying a 6%
restocking fee.
As of June 30, 2019, the Company had drawn down a total of $10.1 million and had a remaining available balance under the line of credit of $3.9
million, which it will use to fund the construction of the Equipment. As of June 30, 2019, the Company had an aggregate commercial coating and primary
packaging system construction-in-progress ("CIP") balance of $10.9 million that included $1.0 million of interest related to its build-to-suit obligation, and a
net build-to-suit obligation of $8.2 million.
In connection with the build-to-suit arrangement, the Company issued common stock warrants (“Trinity Warrants”) for a total of 75,000 shares of
common stock at an exercise price of $3.59 per share. The Trinity Warrants will expire on September 25, 2025. Proceeds allocated to the Trinity Warrants
based on their relative fair value approximated $243,000 and were recorded as a discount to the initial $5.0 million drawdown under the Trinity financing
arrangement and are being amortized as interest over the term of the September 2018 drawdown.
The Trinity build-to-suit arrangement requires compliance with various affirmative and restrictive covenants in regard to making certain investments
and other restricted payments, engaging in mergers or consolidations, and the sale or transfer of certain assets. Failure to comply with any of these covenants,
or pay principal, interest or other amounts when due, would constitute an event of default under the applicable agreement. The Company was in compliance
with its covenants with respect to the Trinity build-to-suit arrangement as of June 30, 2019.
The following table summarizes the debt obligations as of June 30, 2019:

Drawdown
Date

Drawdown
Amount

Principal
Balance as of
6/30/19

Discount on
Purchase
Option Fee

Purchase
Option Fee

Unamortized
Discounts and
Issuance Costs

Monthly
Payment

Stated Interest
Rate

Effective
Interest Rate

Maturity Date

(unaudited; in thousands)

09/25/2018

160

9.43%

26.28%

10/01/2021

12/11/2018

2,800

2,299

336

(60)

(201)

90

9.68%

19.58%

01/01/2022

06/06/2019

2,300

2,171

276

(71)

(227)

74

9.93%

19.77%

07/01/2022

Total

$

$

5,000

10,100

$

$

3,720

8,190

$

$

600

1,212

$

$

(85)

(216)

$

(520)

$

(948)

$

$

324

The following table is a summary of the Company's build-to-suit obligation as of June 30, 2019 (unaudited; in thousands):
Build-to-suit obligation principal amount
Build-to-suit obligation Purchase Option Fees at present value
Less: unamortized Purchase Option Fees
unamortized fair value of free-standing warrants
unamortized debt discount
unamortized debt issuance costs

$

8,190
996
(647)
(141)
(145)
(15)

Build-to-suit obligation, net of debt issuance costs and discount

$

8,238

Build-to-suit obligation, current portion
Build-to-suit obligation, long-term portion, net of debt issuance costs and discount

$

3,147
5,091

Build-to-suit obligation, net of debt issuance costs and discount

$

8,238
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Future minimum payments on the Company’s build-to-suit obligation, including payment of principal and interest and Purchase Option Fees for each
year ending December 31 were as follows:
Year

Principal

Interest

Purchase Option Fees

(unaudited; in thousands)

Remainder of 2019
2020
2021
2022

$

1,508
3,359
2,964
359

$

363
530
194
12

$

—
—
600
612

Total

$

8,190

$

1,099

$

1,212

Senior Secured Term Loan with Hercules
In June 2014 and June 2015, the Company entered into a loan and security agreement and the first amendment to the loan and security agreement,
respectively, with Hercules Capital Inc. (“Hercules”). Hercules provided the Company a $15.0 million loan (“Hercules Term Loan”) of which equal
installment payments of principal and interest were due monthly, with a scheduled maturity date of December 1, 2018. The Hercules Term Loan bore interest
at a variable rate equal to the greater of (i) 7.95%, or (ii) 7.95% plus the prime rate as quoted in the Wall Street Journal minus 5.25%. On September 25, 2018,
the Company paid all its outstanding obligations under the Hercules Term Loan, including an end of term charge of $0.4 million.
For the three and six months ended June 30, 2018, the Company recorded total interest expense of $0.1 million and $0.3 million, respectively, related
to the Hercules Term Loan.
7.

Warrants
The following table summarizes the warrants issued and outstanding as of June 30, 2019:
Warrants
Outstanding as of
December 31, 2018

Warrants
Issued

Warrants
Exercised

Warrants
Expired

Warrants
Outstanding
as of June 30, 2019

Exercise
Price

Expiration
Date

(unaudited)

PIPE Financing - Series B
Hercules - June 2014
Hercules - June 2015
Trinity - September 2018
Total
8.

195,906
1,583
2,035
75,000

—
—
—
—

—
—
—
—

—
—
—
—

195,906
1,583
2,035
75,000

274,524

—

—

—

274,524

$
$
$
$

31.00
176.80
147.40
3.59

8/19/2021
1/27/2020
6/23/2020
9/25/2025

Commitments and Contingencies
Employment Arrangements

The Company has entered into employment agreements with its executive officers. Generally, the terms of these agreements provide for base salary,
health care coverage, annual bonus and stock options. In addition, if the Company terminates the officer other than for cause, death, or disability, or if the
officer terminates his or her employment with the Company for good cause, the officer shall be entitled to receive certain severance compensation and
benefits as described in each such agreement as well as automatic acceleration of vesting, at a certain percentage (25% or 100%), of their unvested stock
options and other equity awards on the date of such termination.
Equipment Purchase Commitments
The Company has a remaining commitment of $6.3 million with an equipment manufacturer for the construction and purchase of a commercial coating
and primary packaging system for the production of its product candidate, Qtrypta™ (M207). The terms of the purchase commitment are contingent upon
performance of certain milestones. The Company anticipates that the obligation will be paid within the next 12 months.
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The Company also has commitments with equipment manufacturers to produce its patch assembly machine and its applicator and retainer machinery.
The aggregate purchase price of this equipment is $3.9 million of which $2.0 million was paid as of June 30, 2019.
Contract Manufacturing Organizations
In September 2018, the Company entered into a technology transfer agreement and a manufacturing and supply agreement with a contract
manufacturing organization ("CMO") to provide services related to the manufacture and commercialization of Qtrypta™ (M207). During the term of the
agreement, the CMO will provide services related to processing, packaging, labeling and storing Qtrypta™ (M207), in addition to other services such as
stability testing, quality control and assurance, and waste disposal.
The agreements call for annual fees of $1.0 million in 2019 escalating to $14.0 million in 2024, to be paid in equal monthly installments. Beginning in
2020, the annual fee includes the production of a defined number of units with an option to purchase additional units at a defined price. The agreement
contains negotiated representations and warranties, indemnification, limitations of liability, and other provisions. The initial term of the agreement continues
until the seventh anniversary of the date on which the Company receives New Drug Application approval of Qtrypta™ (M207) in the United States.
The Company may terminate the agreements upon denial of regulatory approvals or if regulatory approvals are withdrawn under certain circumstances.
If the Company elects to terminate the contracts for convenience, the Company would incur cancellation fees in the amount of 50% of the annual fee due in
the year that the contract is terminated, and costs to remove the Company's equipment and restore the CMO's facility to its original condition. The Company
or the CMO may terminate the agreement for the other’s uncured material breach, uncured force majeure or bankruptcy or insolvency-related events.
As of June 30, 2019, the Company had entered into agreements with two CMOs for the construction of manufacturing space and technology transfer
fees for $11.7 million of which $2.8 million had been paid.
Indemnification and Guarantees
In the normal course of business, the Company enters into contracts and agreements that contain a variety of representations and warranties and provide
for general indemnifications. The Company’s exposure under these agreements is unknown because it involves claims that may be made against the
Company in the future but have not yet been made. To date, the Company has not paid any claims or been required to defend any action related to its
indemnification obligations. However, the Company may record charges in the future as a result of these indemnification obligations. The Company also has
indemnification obligations to its officers and directors for specified events or occurrences, subject to some limits, while they are serving at the Company’s
request in such capacities. There have been no claims to date and the Company has director and officer insurance that may enable the Company to recover a
portion of any amounts paid for future potential claims. The Company believes the fair value of these indemnification agreements is minimal. Accordingly,
the Company has not recorded any liabilities for these agreements as of June 30, 2019.
Legal Proceedings
The Company is not party to any material pending legal proceedings. However, it may from time to time become involved in litigation relating to
claims arising in the ordinary course of business. Such matters are subject to many uncertainties and outcomes and are not predictable with assurance. The
Company accrues for contingencies when it believes that a loss is probable and that it can reasonably estimate the amount of any such loss. To the extent that
there is a reasonable possibility that a loss exceeding amounts already recognized may be incurred and the amount of such additional loss would be material,
the Company will either disclose the estimated additional loss or state that such an estimate cannot be made.
9.

Stock-Based Compensation
The Amended and Restated 2014 Equity and Incentive Plan

The Amended and Restated 2014 Equity and Incentive Plan (“2014 Plan”) provides for the issuance of (i) cash awards and (ii) equity-based awards,
denominated in shares of the Company’s common stock, including incentive stock options, non-statutory stock options, stock appreciation rights, restricted
stock awards, restricted stock units, unrestricted stock awards, performance share awards and dividend equivalent rights. Incentive stock options may be
granted only to Company employees. Nonqualified stock options may be granted to Company employees, outside directors and consultants. As of June 30,
2019, the Company had reserved 1,771,012 shares of its common stock for issuance under the 2014 Plan and a previously terminated plan, subject to
automatic annual increases as set forth in the 2014 Plan. Options and awards under the 2014 Plan may be granted for periods of up to ten years. Employee
options granted by the Company generally vest over four years. Restricted stock awards granted to employees, directors and consultants can be subject to the
same vesting conditions and the right of repurchase by the Company of unvested shares as determined by its board of directors. As of June 30, 2019, the
Company had 17,357 shares available for grant under the 2014 Plan.
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During the six months ended June 30, 2019, the Company granted stock options to purchase 32,500 shares of common stock to non-employee directors.
The following table summarizes option and award activity, excluding inducement grants, for the six months ended June 30, 2019 (unaudited):

Shares
Available for
Grant

Balance at January 1, 2019
Additional shares reserved
Options granted
Options canceled/forfeited/expired
Balance at June 30, 2019

WeightedAverage
Remaining
Contractual
Term
(In Years)

WeightedAverage
Exercise
Price per
Share

Number of Shares
Subject to
Outstanding
Options

Aggregate
Intrinsic
Value

55,799
419,056
(496,950)
39,452

1,296,157
—
496,950
(39,452)

$
$
$
$

5.75
—
3.27
5.23

9.23 $

—

17,357

1,753,655

$

5.06

9.05 $

197
1
176

Exercisable at June 30, 2019
Vested or expected to vest at June 30, 2019

366,022

$

8.55

8.49 $

1,627,577

$

5.15

9.03 $

The aggregate intrinsic value is calculated as the difference between the exercise price of the option and the estimated fair value of the Company’s
common stock for in-the-money options at June 30, 2019.
Inducement Grants
The Company has also awarded inducement grants to purchase common stock to new employees outside the existing equity compensation plans in
accordance with Nasdaq listing rule 5635(c)(4). Such options vest at a rate of 25% of the shares on the first anniversary of the commencement of such
employee’s employment with the Company, and then one forty-eighth (1/48) of the shares monthly thereafter subject to such employee’s continued service.
The following table summarizes the Company’s inducement grant stock option activity (unaudited):

Number of Shares
Subject to
Outstanding
Options

Balance at January 1, 2019
Options granted
Options canceled/forfeited/expired
Balance at June 30, 2019
Exercisable at June 30, 2019
Vested or expected to vest at June 30, 2019

WeightedAverage
Remaining
Contractual
Term
(In Years)

WeightedAverage
Exercise
Price per Share

Aggregate
Intrinsic
Value

13,837
—
(1,750)

$
$
$

20.60
—
22.80

4.52 $

—

12,087

$

20.28

3.51 $

—

9,795

$

18.66

2.47 $

—

11,952

$

20.20

3.46 $

—

Stock-Based Compensation Expense
Total stock-based compensation expense recognized was as follows:
Three months ended June 30,
2019

Six months ended June 30,

2018

2019

(unaudited; in thousands)

Research and development
General and administrative
Total

2018

(unaudited; in thousands)

$

178
208

$

142
188

$

343
404

$

209
260

$

386

$

330

$

747

$

469

As of June 30, 2019, the Company had $4.4 million of total unrecognized stock-based compensation related to outstanding stock options that will be
recognized over a weighted-average period of 3.06 years.
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The Company’s stock-based compensation expense for stock options is estimated at the grant date based on the award’s fair value as calculated by the
Black-Scholes option pricing model and is recognized as expense over the requisite service period. The Black-Scholes option pricing model requires various
highly judgmental assumptions including expected volatility and expected term. As the Company does not have sufficient historical stock price information
to meet the expected life of the stock-based awards, the Company uses a blended volatility that includes the Company's common stock trading history and
supplements the remaining historical information with the trading history from the common stock of a set of comparable publicly traded biopharmaceutical
companies. The Company will continue to apply this process until a sufficient amount of historical information regarding the volatility of the Company's
stock price becomes available. To estimate the expected term, the Company has opted to use the simplified method which is the use of the midpoint of the
vesting term and the contractual term. If any of the assumptions used in the Black-Scholes option pricing model changes significantly, stock-based
compensation expense may differ materially in the future from that recorded. Through March 31, 2019, the Company estimated the forfeiture rate based on
historical experience and its expectations regarding future pre-vesting termination behavior of employees. In the second quarter of 2019, the Company made
an accounting policy election to recognize the impact of forfeitures on compensation cost in the period the award is forfeited.
The following table presents the weighted-average assumptions for the Black-Scholes option-pricing model used in determining the fair value of
options granted (unaudited):
Three months ended June 30,

Dividend yield
Risk-free interest rate
Expected volatility
Expected term (years)
Item 2.

Six months ended June 30,

2019

2018

2019

2018

—%
1.97% - 2.45%
108%
5.96 - 6.08

—%
2.74% - 3.11%
89%
6.08

—%
1.97% - 2.66%
106% - 108%
5.96 - 6.08

—%
2.74% - 3.11%
89%
6.08

Management’s Discussion and Analysis of Financial Condition and Results of Operations

The following discussion and analysis should be read in conjunction with our financial statements and accompanying notes included in this
Quarterly Report on Form 10-Q and the financial statements and accompanying notes thereto and Management’s Discussion and Analysis of Financial
Condition and Results of Operations included in our Annual Report on Form 10-K for the fiscal year ended December 31, 2018, filed with the Securities
and Exchange Commission, or SEC, on March 25, 2019. This discussion contains “forward-looking statements” within the meaning of the safe harbor
provisions of the U.S. Private Securities Litigation Reform Act of 1995. Such forward looking statements involve risks and uncertainties. We use words such
as “may,” “continue,” “goal,” “would,” “could,” “might,” “project,” “anticipate,” “intend,” “forecast,” “designated,” “approximate,” “will,” “expect,”
“anticipate,” “estimate,” “intend,” “plan,” “predict,” “potential,” “believe,” “should” or negatives of these words and similar expressions and references
to future periods to identify forward-looking statements. Although we believe the expectations reflected in these forward-looking statements are reasonable,
such statements are inherently subject to risk and we can give no assurances that our expectations will prove to be correct. These statements appearing
throughout this Quarterly Report on Form 10-Q are statements regarding our intent, belief, or current expectations, primarily regarding our operations.
You should not place undue reliance on these forward-looking statements, which apply only as of the date of this Quarterly Report on Form 10-Q. As a
result of many factors, such as those set forth under “Risk Factors” under Item 1A of Part II below, and elsewhere in this Quarterly Report on Form 10-Q,
our actual results may differ materially from those anticipated in these forward-looking statements. We undertake no obligation to update these forwardlooking statements to reflect events or circumstances after the date of this report or to reflect actual outcomes.
Overview
Zosano Pharma Corporation is a clinical stage biopharmaceutical company focused on providing rapid systemic administration of therapeutics to
patients using our proprietary Adhesive Dermally-Applied Microarray, or ADAM, technology. In February 2017, we announced positive results from our
ZOTRIP pivotal efficacy trial, or ZOTRIP trial, that evaluated Qtrypta™ (M207), which is our proprietary formulation of zolmitriptan delivered via our
ADAM technology, as an acute treatment for migraine. In February 2019, we announced the completion of the final milestone in our long-term safety study
for Qtrypta™ (M207). We are focused on developing products where rapid administration of established molecules with known safety and efficacy profiles
provides an increased benefit to patients, in markets where patients remain underserved by existing therapies. We anticipate that many of our current and
future development programs may enable us to utilize a regulatory pathway that would streamline clinical development and accelerate the path towards
commercialization.
18

Table of Contents
ADAM is our proprietary, investigational technology platform designed to offer rapid drug absorption into the bloodstream, which can result in an
improved pharmacokinetic profile compared to original dosage forms. ADAM consists of an array of drug-coated titanium microprojections mounted on an
adhesive backing that is pressed on to the skin using a reusable handheld applicator. The microprojections penetrate the stratum corneum and allow the drug
to be absorbed into the microcapillary system of the skin. We focus on developing products based on our ADAM technology for indications in which rapid
onset, ease of use and stability offer significant therapeutic and practical advantages, in markets where there is a need for more effective therapies.
Our development efforts are focused on our product candidate, Qtrypta™ (M207). Qtrypta™ (M207) is our proprietary formulation of zolmitriptan
delivered utilizing our ADAM technology. Zolmitriptan is one of a class of serotonin receptor agonists known as triptans and is used as an acute treatment for
migraine. Migraine is a debilitating neurological disease, symptoms of which include moderate to severe headache pain, nausea and vomiting, and abnormal
sensitivity to light and sound. The objective of Qtrypta™ (M207) is to provide faster onset of efficacy and sustained freedom from migraine symptoms by
delivering rapid absorption while avoiding the gastrointestinal tract. Feedback from the Food and Drug Administration ("FDA") on Qtrypta™ (M207)’s
regulatory path has also been encouraging. The agency has indicated that one positive pivotal efficacy study, in addition to the required safety study, would
be sufficient for approval of Qtrypta™ (M207) for the treatment of migraine.
We will use contract manufacturers for the production of Qtrypta™ (M207). These contract manufacturers include companies that will produce our
applicator, the various components that comprise our patch, as well as the final packaging of the finished product. Where required, these contract
manufacturers will operate within the specifications and in accordance with good manufacturing practices as defined by the FDA. These companies are
located in the United States and have expertise and experience in contract manufacturing.
We have no product sales to date, and we will not have product sales unless and until we receive approval from the FDA, or equivalent foreign
regulatory bodies, to market and sell our product candidate. Accordingly, our success depends not only on the development, but also on our ability to
finance the development of the product. We will require substantial additional funding to complete development and seek regulatory approval for these
products. Additionally, we currently have no sales, marketing or distribution capabilities and thus our ability to market our products in the future will depend
in part on our ability to develop such capabilities either alone or with collaboration partners.
M207 Long-Term Safety Study
In November 2017, we announced the initiation of enrollment in our long-term safety study for Qtrypta™ (M207) as an acute treatment of migraine
(“M207-ADAM”). M207-ADAM was an open label study evaluating the safety of the 3.8mg dose of Qtrypta™ (M207) in migraine patients who had
historically experienced at least two migraines per month. Patients were expected to treat a minimum of two migraines per month on average, with no
maximum treatment limits. The study was conducted at 31 sites in the United States with a defined data set per protocol in which 150 subjects received
repeated doses for six months and 50 subjects received repeated doses for one year. The study was open-label, with investigator visits at months one, two,
three, six, nine and twelve to record adverse events, if any. The primary objective of M207-ADAM was to assess safety of Qtrypta™ (M207) during repeated
use over six and twelve months. Other endpoints were electrocardiography and laboratory parameters, as well as percentage of headaches with pain-free
response.
In October 2018, we announced the completion of the first phase of our long-term safety study with more than 150 evaluable subjects completing six
months of treatment with Qtrypta™ (M207). In February 2019, we announced the completion of the second phase of our long-term safety study with more
than 50 evaluable subjects completing one year of treatment with Qtrypta™ (M207). As of February 2019, more than 5,800 migraines had been treated with
Qtrypta™ (M207). Investigators reported 831 adverse events, of which 297 were reported as application site reactions and 161 were reported as treatment
related adverse events. As of February 2019, following treatment with Qtrypta™ (M207), 44% of patients reported pain freedom at two hours, 68% of patients
reported relief from most bothersome symptom, while pain relief at two hours was reported for 81% of migraine attacks treated. Final results from the longterm safety study are expected to be presented at upcoming scientific meetings.
C213 for the Treatment of Cluster Headache
In August 2019, we announced that we submitted an Investigational New Drug application to the FDA to initiate a phase 2/3 clinical study for C213 in
patients with cluster headache. Like QtryptaTM (M207) for the potential treatment of migraine, C213 for the potential treatment of cluster headache consists
of our investigational proprietary formulation of zolmitriptan delivered utilizing our proprietary ADAM technology. In the Phase 2/3 study, if authorized to
proceed by the FDA, approximately 120 adults who suffer from chronic or episodic cluster headache will be randomized to receive 1.9 mg of QtryptaTM
(M207), 3.8 mg of QtryptaT M (M207), or placebo in a 1:1:1 fashion. The co-primary endpoints of the study will be the proportion of patients who achieve
pain relief at 15 minutes and the proportion of patients whose pain relief is sustained from 15 minutes to 60 minutes.
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Critical Accounting Policies and Significant Judgments and Estimates
Our management’s discussion and analysis of our financial condition and results of operations is based on our condensed financial statements, which
have been prepared in accordance with United States generally accepted accounting principles ("U.S. GAAP"). The preparation of these financial statements
requires us to make estimates and assumptions that affect the reported amounts of assets and liabilities and the disclosure of contingent assets and liabilities
at the date of the financial statements, as well as the reported results of operations during the reporting periods. Our estimates are based on our historical
experience and on various other factors that we believe are reasonable under the circumstances, the results of which form the basis for making judgments
about the carrying values of assets and liabilities that are not readily apparent from other sources. Actual results could differ from these estimates under
different assumptions or conditions.
We are an “emerging growth company” as defined in the Jumpstart Our Business Startups Act of 2012. Emerging growth companies can delay adopting
new or revised accounting standards until such time as those standards apply to private companies. We have irrevocably elected not to avail ourselves of this
exemption from new or revised accounting standards, and, therefore, will be subject to the same new or revised accounting standards as other public
companies that are not emerging growth companies.
Our significant accounting policies are included in “Part II - Item 8 - Financial Statements and Supplementary Data - Note 2 - Summary of Significant
Accounting Policies” in our Annual Report on Form 10-K for the year ended December 31, 2018. As discussed in our Annual Report, we adopted the new
leases standard in the first quarter of 2019. In the second quarter of 2019, we made an accounting policy election to recognize the impact of stock option
forfeitures on stock compensation expense in the period the award is forfeited as permitted under ASC2016-09, Compensation-Stock Compensation (Topic
718). Previously, we estimated the effects of stock option forfeitures at the initial grant date and reduced stock compensation expense for the estimated effect
of forfeitures over the requisite service period. There have been no other changes to the Company's significant accounting policies.
Leases
At the inception of an arrangement, we determine whether the arrangement is or contains a lease based on the unique facts and circumstances present.
Operating lease liabilities and their corresponding right-of-use assets are recorded based on the present value of lease payments over the expected lease term.
If the interest rate implicit in our lease contracts is not readily determinable, we utilize our incremental borrowing rate, which is the rate incurred to borrow on
a collateralized basis over a similar term, an amount equal to the lease payments in a similar economic environment. Certain adjustments to the right-of-use
asset may be required for items such as initial direct costs paid or incentives received.
Financial Operations Overview
General
As of June 30, 2019, we had an accumulated deficit of $280.0 million. We have incurred significant losses and expect to incur significant and
increasing losses in the foreseeable future as we advance our Qtrypta™ (M207) product candidate into later stages of development and, if approved,
commercialization. We cannot assure you that we will receive additional capital or collaboration revenue in the future, as a result of any partnership that we
might pursue.
We expect our research and development expenses and manufacturing expenses related to the development of our Qtrypta™ (M207) product candidate
to increase as we continue to advance this program towards regulatory filing and approval. Because of the numerous risks and uncertainties associated with
our technology and drug development, we cannot forecast with any degree of certainty the timing or amount of expenses incurred or when, or if, we will be
able to achieve profitability.
We will require additional capital to undertake our planned research and development activities and to meet our operating requirements beyond the
fourth quarter of 2019. We intend to raise such capital through the issuance of additional equity through public or private offerings, debt financing, strategic
alliances with pharmaceutical partners, or any combination of the above. However, if such financing is not available at adequate levels or on acceptable
terms, we could be required to further reduce our operating expenses and suspend, delay or reduce the scope of our Qtrypta™ (M207) development program,
out-license intellectual property rights to our intracutaneous delivery technology, or a combination of the above, which may have a material adverse effect
on our business, results of operations, financial condition and/or our ability to fund our scheduled obligations on a timely basis or at all.
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Research and Development Expenses
Research and development expenses represent costs incurred to conduct research, such as the discovery and development of our proprietary product
candidates. We recognize all research and development expenses as they are incurred.
Research and development expenses consist of:
•

production costs which include, but are not limited to, employee-related expenses, including salaries, benefits and stock-based compensation expense,
drug formulation and clinical trials;

•

expenses related to the purchase of active pharmaceutical ingredients and raw materials for the production of our intracutaneous delivery system,
including fees paid to contract manufacturing organizations;

•

fees paid to contract research organizations ("CROs"), clinical consultants, clinical trial sites and vendors, including institutional review boards
("IRBs"), in conjunction with implementing and monitoring our clinical trials and acquiring and evaluating clinical trial data, including all related
fees, such as for investigator grants, patient screening fees, laboratory work and statistical compilation and analysis;

•

fees paid to conduct clinical studies, drug formulation and cost of consumables used in nonclinical and clinical trials;

•

other consulting fees paid to third parties; and

•

allocation of certain shared costs, such as facilities-related costs.

Our research and development expenses may increase in the future. The process of conducting the necessary clinical trials to obtain regulatory approval
is costly and time consuming. We consider the active management and development of our clinical pipeline to be crucial to our long-term success. The actual
probability of success for each product candidate and clinical program may be affected by a variety of factors, including, but not limited to: the quality of the
product candidate, early clinical data, investment in the program, competition, manufacturing capability and commercial viability. In situations in which
third parties have control over the clinical development of a product candidate, the estimated completion dates are largely under the control of such third
parties and not under our control. Additionally, a future collaborative partner may only be interested in applying our technology in the development and
advancement of their own product candidates.
Our research and development efforts and resources have focused primarily on advancing the development of Qtrypta™ (M207). While we currently
intend to continue clinical development of Qtrypta™ (M207) through commercialization in the United States ourselves, we remain open to opportunities
with potential strategic partners to ensure Qtrypta™ (M207) will receive the best chance of commercial success. We are actively seeking opportunities to
evaluate collaborations with strategic partners to further the clinical and commercial development of our other product candidates. We cannot forecast with
any degree of certainty if Qtrypta™ (M207) or our future product candidates, if any, will be subject to future collaborations or how such arrangements would
affect our development plans or capital requirements. As a result of these uncertainties, we are unable to determine the duration and completion costs of our
research and development projects or when and to what extent we will generate revenue from the commercialization and sale of any of our product
candidates.
General and Administrative Expenses
General and administrative expenses consist principally of personnel-related costs, professional fees for legal, consulting, audit and tax services, rent
and other general operating expenses not otherwise included in research and development. As a public company, we expect to invest significant resources to
comply with evolving laws, regulations and standards, including the implementation of effective internal controls over financial reporting and compliance
with the Sarbanes-Oxley Act.
Other Income and Expenses
Interest income. Interest income consists primarily of interest and amortization of premiums and accretion of discounts related to our investments in
marketable securities.
Interest expense. Interest expense consists of interest costs and associated amortization of debt discount and issuance costs, if any, related to debt
financing and an equity line of credit.
Other income, net. Other income, net consists of miscellaneous income or expenses that are not included in other categories of the statement of
operations.
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Results of Operations
Comparison of the three months ended June 30, 2019 and 2018
Research and development expenses
Three months ended June 30,
2019

Change

2018

Amount

%

(unaudited; in thousands)

Research and development

$

6,640

$

6,533

$

107

2%

Research and development expenses increased approximately $0.1 million, or 2%, for the three months ended June 30, 2019, as compared to the same
period in 2018. The $0.1 million increase was primarily attributable to $0.5 million of costs associated with the scale up and technology transfer to our
contract manufacturers and an increase of $0.3 million in compensation costs due to an increase in headcount. These increases were offset by a $0.7 million
decrease in clinical trial costs primarily due to lower Qtrypta™ (M207) long-term safety study costs as compared to the same period in 2018.
General and administrative expenses
Three months ended June 30,
2019

Change

2018

Amount

%

(unaudited; in thousands)

General and administrative

$

2,767

$

2,272

$

495

22%

General and administrative expenses increased approximately $0.5 million, or 22%, for the three months ended June 30, 2019 as compared to the same
period in 2018. The increase was primarily attributable to $0.3 million in strategic development and pre-commercialization activities and $0.2 million in
professional service fees.
Other income and expense
Three months ended June 30,
2019

Change

2018

Amount

%

(unaudited; in thousands)

Interest income
Interest expense
Other income, net

$
$
$

82
(35)
—

$
$
$

79
(112)
2

$
$
$

3
77
(2)

4%
(69)%
*

_______________________________

* Not meaningful
Interest income for the three months ended June 30, 2019 and 2018 resulted from interest recognized related to our marketable securities.
Interest expense decreased approximately $0.1 million, or 69%, for the three months ended June 30, 2019, as compared to the same period in 2018. For
the three months ended June 30, 2018, interest expense was primarily attributable to the Hercules Term Loan, for which the outstanding obligation was paid
in full in September 2018. For the three months ended June 30, 2019, interest expense was primarily attributed to amortization of deferred offering costs
related to an equity line of credit.
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Results of Operations
Comparison of the six months ended June 30, 2019 and 2018
Research and development expenses
Six months ended June 30,
2019

Change

2018

Amount

%

(unaudited; in thousands)

Research and development

$

13,256

$

12,339

$

917

7%

Research and development expenses increased approximately $0.9 million, or 7%, for the six months ended June 30, 2019, as compared to the same
period in 2018. The increase was primarily attributable to $1.6 million in costs associated with the scale up and technology transfer to our contract
manufacturers. An additional increase of $0.8 million in research and development was the result of an increase in compensation costs primarily due to an
increase in headcount. These increases were offset by a decrease of $1.0 million in clinical trial costs, primarily related to Qtrypta™ (M207) long-term safety
study costs, a decrease of $0.4 million as a result of a reduction in temporary manufacturing staff due to the completion of regulatory batches and a decrease
of $0.2 million in preclinical costs.
General and administrative expenses
Six months ended June 30,
2019

Change

2018

Amount

%

(unaudited; in thousands)

General and administrative

$

5,638

$

4,532

$

1,106

24%

General and administrative expenses increased approximately $1.1 million, or 24%, for the six months ended June 30, 2019 as compared to the same
period in 2018. The increase was primarily attributable to $0.5 million in strategic development and pre-commercialization activities, $0.4 million in
professional services and $0.2 million of compensation costs, including stock-based compensation.
Other income and expense
Six months ended June 30,
2019

Change

2018

Amount

%

(unaudited; in thousands)

Interest income
Interest expense
Other income, net

$
$
$

162
(76)
22

$
$
$

94
(268)
3

$
$
$

68
192
19

72 %
(72)%
*

_______________________________

* Not meaningful
Interest income resulted primarily from interest recognized related to our marketable securities. The increase for the six months ended June 30, 2019 as
compared to the same period in 2018 resulted from higher balances in investment holdings.
Interest expense decreased approximately $0.2 million, or 72%, for the six months ended June 30, 2019, as compared to the same period in 2018. For
the six months ended June 30, 2018, interest expense was primarily attributable to the Hercules Term Loan, for which the outstanding obligation was paid in
full in September 2018. For the six months ended June 30, 2019, interest expense was primarily attributed to amortization of deferred offering costs for our
equity line of credit.
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Liquidity and Capital Resources
As of June 30, 2019, we had an accumulated deficit of $280.0 million and $18.6 million of negative cash flows from operating activities for the six
months ended June 30, 2019. As of June 30, 2019, we had approximately $17.7 million in cash, cash equivalents, and marketable securities. Presently, we do
not have sufficient cash, cash equivalents and marketable securities to enable us to fund our anticipated level of operations and meet our obligations as they
become due during the twelve months following the date of issuance of this Quarterly Report on Form 10-Q. Further, to continue operations for the remainder
of 2019, we will need to obtain additional capital resources by the end of the fourth quarter of 2019 through an equity offering, a debt financing, a license or
collaboration agreement, or through a combination of such sources of capital. The aforementioned factors raise substantial doubt about our ability to
continue as a going concern.
On April 11, 2019, we closed a public offering of 5,000,000 shares of common stock at a price to the underwriter of $3.29 per share. On May 8, 2019, the
underwriter purchased an additional 750,000 shares at a price to the underwriter of $3.29 per share pursuant to the exercise of the underwriter's option to
purchase additional shares. The aggregate net proceeds were approximately $18.3 million, after deducting underwriting costs and estimated offering
expenses.
Our ability to complete the sale of equity securities and access the market as a source of liquidity is dependent on investor demand, market conditions
and other factors. Therefore, we can provide no assurance that any such offering will be on terms favorable to us or our stockholders, or that such offering will
be successful at all. Our inability to obtain required funding in the near future or our inability to obtain funding on favorable terms will have a material
adverse effect on our operations and strategic development plan for future growth. If we cannot successfully raise additional capital and implement our
strategic development plan, our liquidity, financial condition and business prospects will be materially and adversely affected, and we may have to cease
operations.
Since our inception in October 2006, we have funded our operations primarily through a combination of equity offerings, secured and unsecured
borrowings from private investors, bank credit facilities, and licensing and service revenue from license and collaboration agreements. We also have an
equity line of credit pursuant to a purchase agreement with Lincoln Park Capital, LLC, which provides for the purchase of up to $35.0 million worth of our
common stock over the term of the purchase agreement, subject to certain conditions and limitations. Additionally, we have access to $3.9 million from our
arrangement with Trinity to fund the manufacture of our commercial coating and primary packaging system.
We expect to incur additional losses in the future and will require additional financing to develop our Qtrypta™ (M207) product candidate, conduct
pre-commercialization manufacturing activities and fund our operations. Failure to raise capital as and when needed could have a negative impact on our
financial condition and our ability to pursue our business strategies. We anticipate that we will need to raise substantial additional capital, the requirements
of which will depend on many factors, including:
•

the scope, progress, expansion and costs of manufacturing our product candidates;

•

the scope, progress, expansion, costs and results of our clinical trials;

•

the timing of and costs involved in obtaining regulatory approvals;

•

the type, number, costs and results of the product candidate development programs which we are pursuing or may choose to pursue in the future;

•

our ability to establish and maintain development partnering arrangements;

•

the timing, receipt and amount of contingent, royalty and other payments from any of our future development partners;

•

the emergence of competing technologies and other adverse market developments;

•

the costs of maintaining, expanding and protecting our intellectual property portfolio, including potential litigation costs and liabilities;

•

the resources we devote to marketing and, if approved, commercializing our product candidates;

•

our ability to draw funds from our build-to-suit arrangement; and

•

the costs associated with being a public company.

If we are unable to raise additional funds when needed, we may be required to suspend, delay, reduce or terminate our development programs and
clinical trials. We may also be required to sell or license our technologies, clinical product candidates, or programs, if any, which we would prefer to develop
and commercialize ourselves.
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Cash Flows
The following table shows a summary of our cash flows:
Six Months Ended June 30,
2019

2018

(unaudited; in thousands)

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

$

(18,614)
4,211
19,515

$

(14,393)
(23,581)
42,520

$

5,112

$

4,546

Operating Cash Flow: Net cash used in operating activities was approximately $18.6 million and $14.4 million for the six months ended June 30, 2019
and 2018, respectively. Net cash used during the first six months of 2019 was primarily used for technology transfer costs in conjunction with services
performed by our contract manufacturers and clinical trial costs, in addition to other research and development and administrative expenses incurred in the
course of our continuing operations. Net cash used during the first six months of 2018 was primarily due to clinical trial costs for the Qtrypta™ (M207) longterm safety study production and support, in addition to other research and development and administrative expenses incurred in the course of our
continuing operations.
Investing Cash Flow: Net cash provided by investing activities was approximately $4.2 million for the six months ended June 30, 2019 and net cash
used in investing activities was approximately $23.6 million for the six months ended June 30, 2018. Net cash provided by investing activities during the
first six months of 2019 was primarily the result of $10.4 million of net proceeds from maturities of marketable securities, offset by $6.2 million of property
and equipment purchases to support our pre-commercialization activities. Net cash used in investing activities during the first six months of 2018 was
primarily due to $21.5 million of net purchases of marketable securities and $2.1 million of property and equipment purchases.
Financing Cash Flow: Net cash provided by financing activities was approximately $19.5 million and $42.5 million for the six months ended June 30,
2019 and 2018, respectively. Net cash provided by financing activities for the first six months of 2019 was primarily due to $18.5 million of net proceeds
from a registered public offering, $2.3 million of net proceeds from Trinity, offset by $1.2 million in principal payments on our build-to-suit obligation with
Trinity. Net cash provided by financing activities for the first six months of 2018 was primarily due to proceeds from a registered public offering of $45.6
million, net of underwriter's commissions and offering costs, offset by $3.1 million of principal payments on the Hercules Term Loan.
Contractual Obligations and Commitments
Our contractual obligations primarily consist of our obligations under non-cancelable operating and finance leases, our build-to-suit obligation with
Trinity, and other purchase obligations, such as those for equipment purchases and for contract manufacturing.
There were no material changes in our commitments under contractual obligations, as disclosed in “Management’s Discussion and Analysis of
Financial Condition and Results of Operations” contained in our Annual Report on Form 10-K for the year ended December 31, 2018, filed with the SEC on
March 25, 2019, other than a non-cancelable commitment of $7.0 million to our primary contract manufacturer for the build-out of our commercial suite,
which we expect to pay over the next twelve months.
Recent Accounting Pronouncements
See Note 2. Summary of Significant Accounting Policies, to the accompanying condensed financial statements for Recent Accounting
Pronouncements.
Off-Balance Sheet Arrangements
We currently have no off-balance sheet arrangements, such as structured finance, special purpose entities or variable interest entities.
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Item 3.

Quantitative and Qualitative Disclosures About Market Risk

We are exposed to market risks in the ordinary course of our business. Some of the securities that we invest in have market risk where a change in
prevailing interest rates may cause the principal amount of the marketable securities to fluctuate. Financial instruments which potentially subject us to
concentrations of credit risk consist principally of cash and cash equivalents, as well as investments in marketable securities. We had cash and cash
equivalents of $14.3 million as of June 30, 2019, which consisted of bank deposits and money market funds. We had investments in marketable securities at
fair value of $3.5 million as of June 30, 2019, which consisted primarily of U.S. treasuries and commercial paper. The primary objectives of our investment
activities are to ensure liquidity and to preserve principal while at the same time maximizing the income we receive from our marketable securities without
significantly increasing risk. Additionally, we established guidelines regarding approved investments and maturities of investments, which are designed to
maintain safety and liquidity.
Our cash and cash equivalents are held for working capital purposes. Cash balances are insured by the Federal Deposit Insurance Corporation (“FDIC”)
up to regulatory limits, and we are exposed to credit risk when our cash balances exceed FDIC insurance limits. Our total cash and cash equivalent balances
exceed the maximum amounts insured by the FDIC.
Our primary exposure to market risk is interest rate sensitivity, which is affected by changes in the general level of United States interest rates. We hold
interest-earning instruments, which carry a degree of interest rate risk. In addition, the monthly rent factor on future drawdowns from our build-to-suit
arrangement is determined and indexed to the Prime Lending Rate as reported in the Wall Street Journal. To date, fluctuations in interest income and expense
have not been significant. However, fluctuations in market interest rates in the future could have a material impact on our financial condition and results of
operations.
Item 4.

Controls and Procedures

Evaluation of Disclosure Controls and Procedures
Our management, with the participation of our Chief Executive Officer and Chief Financial Officer, evaluated the effectiveness of our disclosure
controls and procedures as of June 30, 2019. The term “disclosure controls and procedures,” as defined in Rule 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 the company in the reports that it files or submits under the Exchange Act is recorded, processed, summarized and reported, within
the time periods specified in the Securities and Exchange Commission’s rules and forms. Disclosure controls and procedures include, without limitation,
controls and procedures designed to ensure that information required to be disclosed by a company in the reports that it files or submits under the Securities
Act of 1933, as amended, is accumulated and communicated to the company's management, including its principal executive and principal financial officers,
or persons performing similar functions, as appropriate to allow timely decisions regarding required disclosures.
Based on the evaluation of our disclosure controls and procedures as of June 30, 2019, our Chief Executive Officer and Chief Financial Officer
concluded that, as of such date, our disclosure controls and procedures are designed to, and are effective to, provide assurance at a reasonable level that the
information we are required to disclose in reports that we file or submit under the Exchange Act is recorded, processed, summarized and reported within the
time periods specified in Securities and Exchange Commission rules and forms, and that such information is accumulated and communicated to our
management, including our Chief Executive Officer and Chief Financial Officer, as appropriate, to allow timely decisions regarding required disclosures.
Our management recognizes that any controls and procedures, no matter how well designed and operated, can provide only reasonable assurance of
achieving their objectives and management necessarily applies its judgment in evaluating the cost-benefit relationship of possible controls and procedures.
Changes in Internal Control over Financial Reporting
There were no changes in our internal control over financial reporting (as defined in Rules 13a-15(f) and 15d-15(f) under the Securities and Exchange
Act of 1934, as amended) during the quarter ended June 30, 2019, that materially affected, or are reasonably likely to materially affect, our internal control
over financial reporting.
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PART II. OTHER INFORMATION
Item 1.

Legal Proceedings

We are not party to any material pending legal proceedings. However, we may from time to time become involved in litigation relating to claims arising
in the ordinary course of our business.
Item 1A.

Risk Factors

Investing in our common stock involves a high degree of risk. You should carefully consider the following risks and uncertainties, as well as general
economic and business risks, and all of the other information contained in our Annual Report on Form 10-K for the year ended December 31, 2018 and
other documents that we file with the U.S. Securities and Exchange Commission, or the SEC. Any of the following risks could have a material adverse effect
on our business, operating results, financial condition and prospects and cause the trading price of our common stock to decline, which would cause you to
lose all or part of your investment. You should also refer to the other information contained in this Quarterly Report on Form 10-Q, including our
condensed financial statements and the related notes thereto.
RISKS RELATED TO OUR FINANCIAL POSITION AND NEED FOR ADDITIONAL CAPITAL
We will need substantial additional funding to fund our operations, and we may not be able to continue as a going concern if we are unable to do so. We
could also be forced to delay, reduce or terminate our product development, other operations or commercialization effort.
Developing and commercializing biopharmaceutical products, including launching new products into the marketplace and conducting preclinical
studies and clinical trials, is an expensive and highly uncertain process that takes years to complete. As of June 30, 2019, we had an accumulated deficit of
$280.0 million as well as negative cash flows from operating activities. As of June 30, 2019, we had approximately $17.7 million in cash, cash equivalents
and marketable securities, and we do not have sufficient cash, cash equivalents and marketable securities to fund our anticipated level of operations and meet
our obligations as they become due during the twelve months following the date of issuance of this Quarterly Report on Form 10-Q. The aforementioned
factors raise substantial doubt about our ability to continue as a going concern.
There is no assurance that such additional funds will be obtained for our ongoing operations or that we will succeed in our future operations. Our
audited financial statements included in our Annual Report for the year ended December 31, 2018 include an explanatory paragraph regarding our ability to
continue as a going concern which may discourage some third parties from contracting with us and some investors from purchasing our stock or providing
alternative capital financing, which could adversely affect our business, financial condition, results of operations and prospects.
We have a history of operating losses. We expect to continue to incur losses over the next several years and may never become profitable.
Since inception, we have incurred significant operating losses. For the six months ended June 30, 2019, we incurred a net loss of $18.8 million. As of
June 30, 2019, we had an accumulated deficit of $280.0 million. We expect to continue to incur additional significant operating losses and capital
expenditures and anticipate that our expenses will increase substantially in the foreseeable future as we continue the development of our product candidate,
Qtrypta™ (M207), or any other products we develop. These expenditures will be incurred for development, clinical trials, regulatory compliance,
infrastructure, and manufacturing. Even if we succeed in developing, obtaining regulatory approval for and commercializing Qtrypta™ (M207) or any other
products we develop, because of the numerous risks and uncertainties associated with our commercialization efforts, we are unable to predict that we will ever
be able to manufacture, distribute and sell any of our products profitably, and we may never generate revenue that is significant enough to achieve or
maintain profitability. Even if we do achieve profitability, we may not be able to sustain or increase profitability on an ongoing basis.
We have generated only limited revenues and will need additional capital to develop and commercialize our product candidate, which may cause dilution
to our existing stockholders, restrict our operations or require us to relinquish rights to our technologies or lead product candidate.
Since inception, we have generated no revenues from product sales. We are not approved to make and have not made any commercial sales of products.
We expect that our product development activities will require additional significant operating and capital expenditures resulting in negative cash flow for
the foreseeable future.
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We expect to finance our cash needs through a combination of equity offerings, debt financing and license and collaboration agreements. In addition,
we may seek additional capital due to favorable market conditions or strategic considerations, even if we believe we have sufficient funds for our current or
future operating plans.
However, adequate and additional funding may not be available to us on acceptable terms or at all. 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 include liquidation or
other preferences that adversely affect your rights as a common stockholder. 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 on our common stock.
If we raise additional funds through collaborations, strategic alliances or marketing, distribution or licensing arrangements with third parties, we may be
required to relinquish valuable rights to our research programs or product candidate or grant licenses on terms that may not be favorable to us.
If we are unable to raise additional funds through equity or debt financings or other arrangements with third parties when needed, we may be required to
delay, limit, reduce or terminate our development or future commercialization efforts or partner with third parties to develop and market product candidate
that we would otherwise prefer to develop and market ourselves. The amount and timing of our future financing requirements will depend on many factors,
including:
•

the scope, progress, expansion, and costs of manufacturing our product candidate;

•

the scope, progress, expansion, costs, and results of our clinical trials;

•

the timing of, and costs involved in, obtaining regulatory approvals;

•

the type, number, costs, and results of the product candidate development programs which we are pursuing or may choose to pursue in the future;

•

our ability to establish and maintain development partnering arrangements;

•

the timing, receipt and amount of contingent, royalty, and other payments from any of our future development partners;

•

the emergence of competing technologies and other adverse market developments;

•

the costs of maintaining, expanding, and protecting our intellectual property portfolio, including potential litigation costs and liabilities;

•

the resources we devote to marketing, and if approved, commercializing our product candidate;

•

our ability to draw funds from our build-to-suit arrangement; and

•

the costs associated with being a public company.

Our build-to-suit arrangement with Trinity Capital Fund III, L.P. (“Trinity”) imposes restrictions on our business, and if we default on our obligations,
Trinity would have a right to request payment in full of the build-to-suit obligation.
We also agreed to covenants in connection with the Trinity build-to-suit arrangement that may limit our ability to take some actions without the
consent of Trinity, as applicable. In particular, without Trinity’s consent under the terms of the build-to-suit arrangement, we are restricted in our ability to:
•
•

create liens on our property;
sell, transfer, or otherwise dispose of all or substantially all of our assets;

•

transfer, dispose or relocate financed equipment;

•

acquire or merge with another entity; and

•

engage in a transaction that would constitute 50% or more in change in control.

Our indebtedness to Trinity may prevent us from engaging in activities that could be beneficial to our business and our stockholders unless we repay
the outstanding obligation, which may not be desirable or possible.
We have pledged substantially all of our assets, including our intellectual property, to secure our obligations to Trinity. If we default on our obligations
prior to repaying this indebtedness and are unable to obtain a waiver for such default, Trinity would have a right to accelerate our payments under the buildto-suit arrangement, as applicable, and possibly foreclose on the collateral,
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which would potentially include our intellectual property. Any such action on the part of Trinity would significantly harm our business and our ability to
operate.
We have limited operating history and capabilities.
Although our business was formed in 2006, we have had limited operations since that time. We do not currently have the ability to perform the sales,
marketing and manufacturing functions necessary for the production and sale of Qtrypta™ (M207) on a commercial scale. The successful commercialization
of Qtrypta™ (M207) will require us to perform a variety of functions, including:
•
•

continuing to conduct clinical development of our product candidate;
obtaining required regulatory approvals;

•

formulating and manufacturing product; and

•

conducting sales and marketing activities.

Our operations continue to be focused on acquiring, developing and securing our proprietary technology and undertaking preclinical and clinical trials
of our product candidate.
We expect our financial condition and operating results to continue to fluctuate from quarter to quarter and year to year due to a variety of factors,
many of which are beyond our control. We will need to transition at some point from a company with a research and development focus to a company
capable of undertaking commercial activities. We may encounter unforeseen expenses, difficulties, complications and delays and may not be successful in
such a transition.
RISKS RELATED TO THE DEVELOPMENT AND COMMERCIALIZATION OF OUR PRODUCT CANDIDATE
The development and commercialization of our product candidate is subject to many risks. If we do not successfully develop, receive approval for, and
commercialize our product candidate, our business will be adversely affected.
We have focused our clinical development efforts on our product candidate, Qtrypta™ (M207). The development and commercialization of
Qtrypta™ (M207) and any product candidate we may develop and commercialize in the future is subject to many risks including:
•

we may be unable to obtain additional funding to develop our product candidate;

•

we may experience delays in regulatory review and approval of our product candidate in clinical development;

•

the results of our clinical trials may not meet the level of statistical or clinical significance required by the FDA for marketing approval;

•

the FDA may disagree with the number, design, size, conduct or implementation of our clinical trials;

•

the FDA may not find the data from preclinical studies and clinical trials sufficient to demonstrate that clinical and other benefits outweigh its
safety risks;

•

the FDA may disagree with our interpretation of data from our preclinical studies and clinical trials or may require that we conduct additional
studies or trials;

•

the FDA may not accept data generated at our clinical trial sites;

•

we may be unable to obtain and maintain regulatory approval of our product candidate in the United States and foreign jurisdictions;

•

potential side effects of our product candidate could delay or prevent commercialization, limit the indications for any approved product
candidate, require the establishment of a risk evaluation and mitigation strategy ("REMS"), or cause an approved product candidate to be taken
off the market;

•

the FDA may identify deficiencies in our manufacturing processes or facilities or those of our contract manufacturing organizations ("CMOs");

•

the FDA may change its approval policies or adopt new regulations;

•

we may need to depend on third party manufacturers to supply or manufacture our products;

•

we depend on contract research organizations to conduct our clinical trials;
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•

we may experience delays in the commencement of, enrollment of patients in and timing of our clinical trials;

•

we may not be able to demonstrate that our product candidate is safe and effective as a treatment for its intended indications to the satisfaction of
the FDA or other similar regulatory bodies;

•

we may be unable to establish or maintain collaborations, licensing or other arrangements;

•

the market may not accept our product candidate;

•

we may be unable to establish and maintain an effective sales and marketing infrastructure, either through the creation of a commercial
infrastructure or through strategic collaborations;

•

we may experience competition from existing products or new products that may emerge; and

•

we and our licensors may be unable to successfully obtain, maintain, defend and enforce intellectual property rights important to protect our
product candidate.

Moreover, principal investigators for our clinical trials may serve as scientific advisors or consultants to us from time to time and receive compensation
in connection with such services. Under certain circumstances, we may be required to report some of these relationships to regulatory authorities, which may
conclude that a financial relationship between us and a principal investigator has created a conflict of interest or otherwise affected interpretation of a study.
This could result in a delay in approval, or rejection, of our marketing applications. If any of these risks materializes, we could experience significant delays
or an inability to successfully commercialize our product candidate, which would have a material adverse effect on our business, financial condition and
results of operations.
The long-term safety study for Qtrypta™ (M207) is an important step in the development of Qtrypta™ (M207). If we cannot produce results that satisfy
FDA requirements, the regulatory approval process could be delayed or failed, and our business could be adversely affected.
In February 2019, we announced the completion of the final phase of our long-term safety study where more than 50 evaluable subjects were treated for
a year. This long-term safety study will need to produce results that satisfy FDA requirements. If the results do not satisfy the FDA’s requirements, we could be
required to conduct additional clinical or preclinical studies or we may be required to delay, limit, reduce or terminate our development of Qtrypta™ (M207).
Also, even though we have discussed our development strategy with the FDA on our Qtrypta™ (M207) program and received feedback from the FDA about
the size and the length of the safety study, the FDA may require us to provide more data than we currently anticipate, which would further delay the
regulatory approval process and require additional clinical or preclinical work.
If the FDA does not conclude that our product candidate satisfies the requirements for the 505(b)(2) regulatory approval pathway, or if the requirements
for approval of our product candidate under Section 505(b)(2) are not as we expect, the approval pathway for our product candidate will likely take
significantly longer, cost significantly more and encounter significantly greater complications and risks than anticipated, and in any case may not be
successful.
We intend to seek FDA approval through the 505(b)(2) regulatory pathway for our product candidate described in this Annual Report on Form 10-K.
The Drug Price Competition and Patent Term Restoration Act of 1984, also known as the Hatch-Waxman Act, added Section 505(b)(2) to the Federal Food,
Drug and Cosmetics Act ("FDCA"). Section 505(b)(2) permits the filing of a New Drug Application ("NDA") where at least some of the information required
for approval comes from studies that were not conducted by or for the applicant.
If the FDA does not allow us or any partner with which we collaborate to pursue the 505(b)(2) regulatory pathway for our product candidate, we or they
may need to conduct additional clinical trials, provide additional data and information and meet additional standards for regulatory approval. If this were to
occur, we or they will need to successfully complete additional Phase 2 and/or Phase 3 clinical trials and submit to the FDA for approval one or more NDAs in
order to obtain FDA approval to market our product candidate. The time and financial resources required to obtain FDA approval for our product candidate
would likely substantially increase. The conduct of later-stage clinical trials and the submission of a successful NDA is a complicated process. To date, we
have conducted only one Phase 2/3 clinical trial and have initiated a long-term safety study of Qtrypta™ (M207), we have limited experience in preparing
and submitting regulatory filings, and we have not previously submitted an NDA for any product candidate. Consequently, we may be unable to successfully
and efficiently execute and complete necessary clinical trials in a way that leads to an NDA submission for Qtrypta™ (M207) or for any other product
candidate we may develop in the future.
Moreover, the inability to pursue the 505(b)(2) regulatory pathway could result in new competitive products reaching the market faster than our
product candidate, which could materially adversely impact our competitive position and prospects. Even if we are allowed to pursue the 505(b)(2)
regulatory pathway for a product candidate, we cannot assure you that we will receive the requisite approvals for commercialization of such product
candidate.
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In addition, our competitors may file petitions with the FDA in an attempt to persuade the FDA that our product candidate, or the clinical studies that
support their approval, contain deficiencies. Such actions by our competitors could delay or even prevent the FDA from approving any NDA that we submit
under Section 505(b)(2).
Clinical trials are very expensive, time-consuming and difficult to design and implement.
Human clinical trials are very expensive, time-consuming and difficult to design and implement, in part because they are subject to rigorous regulatory
requirements, and their outcome is inherently uncertain. Furthermore, failure of a product candidate can occur at any stage of the trials, and we could
encounter problems that cause us to abandon or repeat clinical trials.
Further, we may experience delays in our ongoing clinical trials and we do not know whether planned clinical trials will begin on time, need to be
redesigned, enroll patients on time or be completed on schedule, if at all. The commencement and completion of clinical trials may be delayed by several
factors, including:
•

changes in government regulation, administrative action or changes in FDA policy with respect to clinical trials that change the requirements for
approval;

•

delays in obtaining authorization from regulators and required IRB approval at each site to commence a trial;

•

imposition of a clinical hold for safety reasons or following an inspection of our clinical trial operations or trial sites by the FDA or other
regulatory authority;

•

delays in reaching agreement on acceptable terms with prospective CROs and clinical trial sites, or failure by such CROs or trial sites to carry out
the clinical trial at each site in accordance with the terms of our agreements with them;

•

difficulties or delays in having patients complete participation in a trial or return for post-treatment follow-up;

•

clinical sites electing to end their participation in one of our clinical trials, which would likely have detrimental effect on subject enrollment;

•

time required to add new clinical sites;

•

delays by our contract manufacturers to produce and deliver sufficient supply of clinical trial materials;

•

unforeseen safety issues;

•

determination of dosing issues;

•

lack of effectiveness during clinical trials;

•

slower than expected rates of patient recruitment and enrollment;

•

inability to raise or delays in raising funding necessary to initiate or continue a trial;

•

inability to monitor patients adequately during or after treatment; and

•

inability or unwillingness of medical investigators to follow our clinical protocols.

In addition, we, the FDA, or other regulatory authorities and ethics committees with jurisdiction over our studies may terminate or suspend our clinical
trials at any time if it appears that we are exposing participants to unacceptable health risks or if the FDA or other authorities find deficiencies in our
regulatory submissions or the conduct of these trials. Therefore, we cannot predict with any certainty the schedule for existing or future clinical trials. Any
such unexpected expenses or delays in our clinical trials could increase our need for additional capital, which may not be available on favorable terms or at
all.
If we are required to conduct additional clinical trials or other testing of our product candidate beyond those that we currently contemplate, if we are
unable to successfully complete clinical trials of our product candidate or other testing, if the results of these clinical trials or tests are not positive or are only
modestly positive and/or if there are safety concerns, we may:
•
•

be delayed in obtaining marketing approval for our product candidate;
not obtain marketing approval at all;

•

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;

•

be subject to additional post-marketing testing requirements; or

•

have our product candidate(s) removed from the market after obtaining marketing approval.
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Our development costs will also increase if we experience delays in testing or in obtaining marketing approvals. We do not know whether any of our
preclinical studies or clinical trials will begin as planned, will need to be restructured or will be completed on schedule, or at all. Significant preclinical study
or clinical trial delays also could shorten any periods during which we may have the exclusive right to commercialize our product candidate or allow our
competitors to bring a product candidate to market before we do, and thereby impair our ability to successfully commercialize our product candidate.
The results of our clinical trials may not support the intended use of Qtrypta™ (M207) or any other product candidates we may develop.
Even if our clinical trials are completed as planned, we cannot be certain that the results will support the intended use of our products. Success in
preclinical testing and early clinical trials does not ensure that later clinical trials will be successful, and we cannot be sure that the results of later clinical
trials will replicate the results of prior clinical trials and preclinical testing. The clinical trial process may fail to demonstrate that our product candidate is
safe and effective in humans for its intended uses. This failure would cause us to abandon a product candidate and may delay development of other product
candidates. Any delay in, or termination of, our clinical trials will delay the submission of our NDA with the FDA and, ultimately, our ability to
commercialize our product candidate and generate revenues. In addition, our clinical trials to date have involved small patient populations. Because of the
small sample sizes, the results of these clinical trials may not be indicative of future results.
Clinical failure can occur at any stage of clinical development. Because the results of earlier clinical trials are not necessarily predictive of future results,
any product candidate we advance through clinical trials may not have favorable results in later clinical trials or receive regulatory approval.
Clinical failure can occur at any stage of clinical development. Clinical trials may produce negative or inconclusive results, and we may decide, or
regulators may require us, to conduct additional clinical or preclinical trials. In addition, data obtained from trials are susceptible to varying interpretations,
and regulators may not interpret our data as favorably as we do, which may delay, limit or prevent regulatory approval. Success in preclinical testing, early
clinical trials and even later stage clinical trials, such as our phase 2/3 ZOTRIP trial, does not ensure that later clinical trials will generate the same results or
otherwise provide adequate data to demonstrate the efficacy and safety of a product candidate. Frequently, product candidates that have shown promising
results in early clinical trials have subsequently suffered significant setbacks in later clinical trials. In addition, the design of a clinical trial can determine
whether its results will support approval of a product and flaws in the design of a clinical trial may not become apparent until the clinical trial is well
advanced or completed. While members of our management team have experience in designing clinical trials, we have limited experience in designing
clinical trials and we may be unable to design and execute a clinical trial to support regulatory approval. Further, clinical trials of potential products often
reveal that it is not practical or feasible to continue development efforts. If our product candidate is found to be unsafe or lack efficacy, we will not be able to
obtain regulatory approval for them and our business would be harmed.
We may in the future conduct clinical trials for product candidates in sites around the world, and government regulators, including the FDA in the United
States, may choose to not accept data from trials conducted in such locations.
We have conducted, and may in the future choose to conduct, one or more of our clinical trials outside the United States.
There is no guarantee that data from these clinical trials will be accepted by regulators approving our product candidate for commercial sale. In the case
of the United States, although the FDA may accept data from clinical trials conducted outside the United States, acceptance of this data is subject to certain
conditions imposed by the FDA. For example, the clinical trial must be conducted in accordance with good clinical practices ("GCP") requirements and
conducted such that the FDA is able to validate the data from the study through an onsite inspection if deemed necessary. In addition, while these clinical
trials are subject to the applicable local laws, FDA acceptance of the data will be dependent upon its determination that the trials also complied with all
applicable U.S. laws and regulations. There can be no assurance the FDA will accept data from trials conducted outside of the United States. If the FDA does
not accept the data from our clinical trials, it would likely result in the need for additional clinical trials, which would be both costly and time-consuming
and likely to delay or permanently halt our development of a product candidate. Similar regulations and risks apply to other jurisdictions as well.
In addition, the conduct of clinical trials outside the United States could have a significant negative impact on us. Risks inherent in conducting
international clinical trials include:
•
•

foreign regulatory requirements that could restrict or limit our ability to conduct our clinical trials;
administrative burdens of conducting clinical trials under multiple foreign regulatory schema;

•

foreign exchange fluctuations; and

•

diminished protection of intellectual property in some countries.
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We will not be able to sell our products if we do not obtain required United States regulatory approvals.
We cannot assure you that we will receive the approvals necessary to commercialize Qtrypta™ (M207) or any product candidate we acquire or develop
in the future. We will need FDA approval to commercialize our product candidate in the United States. In order to obtain FDA approval of any product
candidate, we expect that we will have to submit to the FDA an NDA demonstrating that the product candidate is safe for humans and effective for its
intended indication and indicated use. This demonstration requires significant research and animal tests, which are referred to as preclinical studies, as well as
human tests, which are referred to as clinical trials. Satisfaction of the FDA’s regulatory requirements typically takes many years, depends upon the type,
complexity and novelty of the product candidate and requires substantial resources for research, development and testing. We cannot predict whether our
product candidate will ultimately be considered safe for humans and effective for indicated uses by the FDA. The FDA has substantial discretion in the drug
approval process and may require us to conduct additional preclinical and clinical testing or to perform post-marketing studies. The approval process may
also be delayed by changes in government regulation, future legislation or administrative action or changes in FDA policy that occur prior to or during its
regulatory review. Delays in obtaining regulatory approvals may:
•
•

delay commercialization of, and our ability to derive product revenues from, our products;
impose costly procedures on us; and

•

diminish any competitive advantages that we may otherwise enjoy.

We may never obtain regulatory approval for any of our product candidates. Failure to obtain approval of any of our product candidates will severely
undermine our business by leaving us without a saleable product, and therefore without any source of revenues, unless other products can be developed.
There is no guarantee that we will ever be able to develop or acquire another product.
Even if Qtrypta™ (M207) or any other product candidates we develop in the future receive regulatory approval, our business is subject to extensive
regulatory requirements which include ongoing and continued regulatory review, which may result in significant expense and limit our ability to
commercialize our products.
The manufacturing processes, post-approval clinical data, labeling, advertising and promotional activities for our product candidates will be subject to
continual requirements of and review by the FDA and other regulatory authorities. These requirements include submissions of safety and other postmarketing information and reports, registration and listing requirements, current good manufacturing practice ("cGMP") requirements relating to quality
control, quality assurance and corresponding maintenance of records and documents, requirements regarding the distribution of samples to physicians and
recordkeeping. The regulatory approvals for our product candidate may be subject to limitations on the indicated uses for which the products may be
marketed or to the conditions of approval or contain requirements for costly post-marketing testing and surveillance to monitor the safety or efficacy of the
product candidate.
The FDA has the authority to require a REMS as part of an NDA or after approval, which may impose further requirements or restrictions on the
distribution or use of an approved drug, such as limiting prescribing authorization to certain physicians or medical centers that have undergone specialized
training, limiting treatment to patients who meet certain safe-use criteria or requiring patient testing, monitoring and/or enrollment in a registry.
We may also be subject, directly or indirectly through our customers and partners, to various fraud and abuse laws, including, without limitation, the
U.S. Anti-Kickback Statute, U.S. False Claims Act, and similar state laws, which impact, among other things, our proposed sales, marketing, and
scientific/educational grant programs. If we participate in the U.S. Medicaid Drug Rebate Program, the Federal Supply Schedule of the U.S. Department of
Veterans Affairs, or other government drug programs, we will be subject to complex laws and regulations regarding reporting and payment obligations. All of
these activities are also potentially subject to U.S. federal and state consumer protection and unfair competition laws and similar requirements in other
countries.
With respect to sales and marketing activities by us or any future partner, advertising and promotional materials must comply with FDA rules in
addition to other applicable federal, state and local laws in the United States and similar legal requirements in other countries. In addition, our product
labeling, advertising and promotion would be subject to regulatory requirements and continuing regulatory review. The FDA strictly regulates the
promotional claims that may be made about prescription products. In particular, a product may not be promoted for uses that are not approved by the FDA as
reflected in the product’s approved labeling. If we receive marketing approval for our products, physicians may nevertheless legally prescribe our products to
their patients in a manner that is inconsistent with the approved label. If we are found to have promoted such off-label uses, we may become subject to
significant liability and government fines. The FDA and other agencies actively enforce the laws and regulations prohibiting the promotion of off-label uses,
and a company that is found to have improperly promoted off-label uses may be subject to significant sanctions, including revocation of its marketing
approval. The federal government has levied large civil and criminal
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fines against companies for alleged improper promotion and has enjoined several companies from engaging in off-label promotion. The FDA has also
requested that companies enter into consent decrees of permanent injunctions under which specified promotional conduct is changed or curtailed.
In addition, later discovery of previously unknown problems with our product candidate, manufacturing processes, or failure to comply with regulatory
requirements, may yield various results, including:
•
•

restrictions on such product candidate, or manufacturing processes;
restrictions on the labeling or marketing of a product;

•

restrictions on product distribution or use;

•

requirements to conduct post-marketing clinical trials;

•

warning or untitled letters;

•

withdrawal of the products from the market;

•

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

•

recall of products;

•

fines, restitution or disgorgement of profits or revenue;

•

suspension or withdrawal of marketing approvals;

•

refusal to permit the import or export of our products;

•

product seizure; or

•

injunctions or the imposition of civil or criminal penalties.

The occurrence of any event or penalty described above may inhibit our ability to commercialize our products and generate revenue. Adverse
regulatory action, whether pre- or post-approval, can also potentially lead to product liability claims and increase our product liability exposure.
Changes in funding for the FDA and other government agencies could hinder their ability to hire and retain key leadership and other personnel, or
otherwise prevent new products and services from being developed or commercialized in a timely manner, which could negatively impact our business.
The ability of the FDA to review and approve new products can be affected by a variety of factors, including government budget and funding levels,
ability to hire and retain key personnel and accept the payment of user fees, and statutory, regulatory, and policy changes. Average review times at the
agency have fluctuated in recent years as a result. In addition, government funding of other government agencies that fund research and development
activities is subject to the political process, which is inherently fluid and unpredictable.
Disruptions at the FDA and other agencies may also slow the time necessary for new drugs to be reviewed and/or approved by necessary government
agencies, which would adversely affect our business. For example, over the last several years, including for 35 days beginning on December 22, 2018, the
U.S. government has shut down several times and certain regulatory agencies, such as the FDA, have had to furlough critical FDA employees and stop critical
activities. If a prolonged government shutdown occurs, it could significantly impact the ability of the FDA to timely review and process our regulatory
submissions, which could have a material adverse effect on our business.
We or any of our future partners may choose not to continue developing a product or product candidate at any time during development or commercialize
it after approval, which would reduce or eliminate our potential return on investment for that product or product candidate.
We currently do not have any products approved for sale and currently are focusing our clinical development efforts solely on Qtrypta™ (M207).
Currently, we do not have any collaborations with any partners for any of our products.
At any time, we or any partners with whom we collaborate in the future may decide to discontinue the development of a marketed product or product
candidate or not to continue commercializing a marketed product or a product candidate for a variety of reasons, including the appearance of new
technologies that make our product obsolete, the position of our partner in the market, competition from another product, or changes in or failure to comply
with applicable regulatory requirements. If we or our partners terminate a program in which we have invested significant resources, we will not receive any
return on our investment and we will have lost the opportunity to allocate those resources to potentially more productive uses. If one of our future partners
terminates
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a development program or ceases to market an approved or commercial product, we will not receive any future milestone payments or royalties relating to
that program or product under a partnership agreement with that party.
Our long-term growth will be limited unless we successfully develop a pipeline of additional product candidates.
Our long-term growth will be limited unless we successfully develop a pipeline of additional product candidates. We do not have internal new drug
discovery capabilities, and our primary focus is on developing improved intracutaneous drug delivery systems by reformulating drugs previously approved
by the FDA using our proprietary technologies.
If we are unable to expand our product candidate pipeline and obtain regulatory approval for our product candidate on the timelines we anticipate, we
will not be able to execute our business strategy effectively and our ability to substantially grow our revenues will be limited, which would harm our longterm business, results of operations, financial condition and prospects.
Our product candidate may cause adverse effects or have other properties that could delay or prevent their regulatory approval or limit the scope of any
approved label or market acceptance, or result in significant negative consequences following market approval, if any.
Qtrypta™ (M207) and any other product candidates we develop in the future may have undesirable side effects or have characteristics that are
unexpected. These could be attributed to the active ingredient or class of drug or to our unique formulation of our product candidate, or other potentially
harmful characteristics. Such characteristics could cause us, our IRBs, clinical trial sites, the FDA or other regulatory authorities to interrupt, delay or halt
clinical trials, including the imposition of clinical holds, and could result in a more restrictive label or delay, denial or withdrawal of regulatory approval,
which may harm our business, financial condition and prospects significantly.
In addition, if our product candidate receives marketing approval, and we or others later identify serious adverse events or undesirable side effects
caused by such product, a number of potentially significant negative consequences could result, including:
•

regulatory authorities may require the addition of labeling statements, specific warnings, a contraindication or field alerts to physicians and
pharmacies;

•

we may be required to change the way the product candidate is administered, conduct additional clinical trials or change the labeling of the
product;

•

we may be required to implement REMS, which could result in substantial cost increases and have a negative impact on our ability to
commercialize the product candidate;

•

we may be required to limit the patients who can receive the product candidate;

•

we may be subject to limitations on how we promote the product candidate;

•

sales of the product candidate may decrease significantly;

•

regulatory authorities may require us to take our approved product candidate off the market;

•

we may be subject to litigation or product liability claims; and

•

our reputation may suffer.

Any of these events could prevent us from achieving or maintaining market acceptance of the affected product candidate or could substantially
increase commercialization costs and expenses, which in turn could delay or prevent us from generating significant revenues from the sale of our product
candidate.
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We may encounter manufacturing risks or failures that could impede or delay supply for our clinical trials of our product candidate.
While we currently manufacture Qtrypta™ (M207) internally, we have entered into agreements with third party CMOs related to the development,
manufacture, and supply of Qtrypta™ (M207). Any failure or delay in our internal manufacturing operations or those of our CMOs, or the technology transfer
process in connection with our plan to transition to rely on such CMOs for manufacture and supply, could hinder our ability to meet Qtrypta™ (M207)
production demand for our clinical trials and delay the development or regulatory approval of Qtrypta™ (M207). We and our CMOs may encounter
difficulties involving, among other things, material supplies, production yields, regulatory compliance, quality control and quality assurance, and shortages
of qualified personnel. The manufacturing facilities in which Qtrypta™ (M207), or our future product candidates, are made could be adversely affected by
equipment failures, labor shortages, natural disasters, power failures and numerous other factors. We may incur other charges and expenses for products that
fail to meet specifications, undertake costly remediation efforts or seek more costly manufacturing alternatives. Regulatory approval of Qtrypta™ (M207) or
our future product candidates could be impeded, delayed, limited or denied if the FDA does not maintain the approval of the manufacturing processes and
facilities in which such product candidates are made.
Difficulties in relevant manufacturing processes and facilities implicated could result in supply shortfalls of Qtrypta™ (M207) or our future product
candidates, and could delay our preclinical studies, clinical trials and regulatory submissions with respect thereto. In addition, Qtrypta™ (M207) (or our
future product candidates) that has been produced and is stored for later use, may degrade, become contaminated or suffer other quality defects (including in
connection with any shipment thereof), which may cause the affected product candidate to no longer be suitable for its intended use in clinical trials or other
development activities. If the defective product candidate cannot be replaced in a timely fashion, we may incur significant delays in our development
programs that could adversely affect the value of such product candidate.
We have only manufactured our proposed product candidate for our clinical trials and we have no experience manufacturing on a commercial scale.
We have limited experience manufacturing our product candidate, Qtrypta™ (M207), and to date have only manufactured our product candidate for
our clinical trials. If our product candidate is approved, we will need to scale up our own capabilities or those of our CMOs to support the production of
commercial level quantities of our product candidate, which may require expensive process improvements.
While we intend to rely on CMOs, including Patheon to support commercial scale manufacture of Qtrypta™ (M207) and have entered into agreements
regarding the same, we may nevertheless not be able to successfully produce, develop and market Qtrypta™ (M207) or our future product candidates, or we
may be delayed in doing so. Significant scale up of manufacturing may also require process improvements as well as additional technologies and validation
studies, which are costly, may not be successful and which the FDA must review and approve. If we or our CMOs are unable to establish a new manufacturing
facility or expand existing manufacturing facilities, purchase equipment, hire adequate personnel to support our manufacturing efforts, or comply with
cGMPs, or implement necessary process improvements, we may be unable to produce commercial materials or meet demand, if any should develop, for
Qtrypta™ (M207) or our future product candidates. Any such failure would have a material adverse effect on our business, financial condition and results of
operations.
Reliance on CMOs also entails risks to which we would not be subject if we manufactured the product candidate ourselves, including reliance on the
third party for regulatory compliance and quality control and assurance, volume production, the possibility of breach of the manufacturing agreement by the
third party because of factors beyond our control (including a failure to synthesize and manufacture our product candidate in accordance with our product
specifications) and the possibility of termination or nonrenewal of the agreement by the third party at a time that is costly or damaging to us. In addition, the
FDA and other regulatory authorities require that our product candidate be manufactured according to cGMP and similar foreign standards. Any failure by
our CMOs to comply with cGMP or failure to scale up manufacturing processes, including any failure to deliver sufficient quantities of our product candidate
in a timely manner, could lead to a delay in, or failure to obtain, regulatory approval of our product candidate, or a recall or withdrawal of approval in the
future. CMOs may not be able to manufacture our product candidate at a cost or in quantities or in a timely manner necessary to develop and commercialize
it. If our CMOs are unable to successfully scale up the manufacture of our product candidate in sufficient quality and quantity and at commercially
reasonable prices, and we are unable to find one or more replacement manufacturers capable of production at a substantially equivalent cost in substantially
equivalent volumes and quality, and we are unable to successfully transfer the processes on a timely basis, the development of that product candidate and
regulatory approval or commercial launch for any resulting products may be delayed, or there may be a shortage in supply, either of which could
significantly harm our business, financial condition, operating results and prospects. Our reliance on CMOs will further expose us to the possibility that they,
or third parties with access to their facilities, will have access to and may misappropriate our trade secrets or other proprietary information.
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Even if we receive regulatory approval for any product candidate, we still may not be able to successfully commercialize it and the revenue that we
generate from its sales, if any, may be limited.
If approved for marketing, the commercial success of Qtrypta™ (M207) or any product candidates we develop in the future will depend upon their
acceptance by the medical community, including physicians, patients and health care payers. The degree of market acceptance of any product candidate will
depend on a number of factors, including:
•

demonstration of clinical safety and efficacy of our products generally;

•

relative convenience and ease of administration;

•

prevalence and severity of any adverse effects;

•

willingness of physicians to prescribe our product and of the target patient population to try new therapies and routes of administration;

•

efficacy and safety of our products compared to competing products;

•

introduction of any new products, including generics, that may in the future become available to treat indications for which our products may be
approved;

•

new procedures or methods of treatment that may reduce the incidences of any of the indications in which our products may show utility;

•

pricing and cost-effectiveness;

•

effectiveness of our or any future collaborators’ sales and marketing strategies;

•

limitations or warnings contained in FDA-approved labeling; and

•

our ability to obtain and maintain sufficient third party coverage or adequate reimbursement from government health care programs, including
Medicare and Medicaid, private health insurers and other third party payers.

If our product candidate is approved but does not achieve an adequate level of acceptance by physicians, health care payers and patients, we may not
generate sufficient revenue and we may not be able to achieve or sustain profitability. Our efforts to educate the medical community and third party payers on
the benefits of our product candidate may require significant resources and may never be successful.
Even if we obtain regulatory approvals, the timing or scope of any approvals may prohibit or reduce our ability to commercialize our product candidate
successfully. For example, if the approval process takes too long, we may miss market opportunities and give other companies the ability to develop
competing products or establish market dominance. Any regulatory approval we ultimately obtain may be limited or subject to restrictions or post-approval
commitments that render our product candidate not commercially viable. For example, regulatory authorities may approve our product candidate for fewer or
more limited indications than we request, may not approve the price we intend to charge for our product candidate, may grant approval contingent on the
performance of costly post-marketing clinical trials, or may approve our product candidate with a label that does not include the labeling claims necessary or
desirable for the successful commercialization of that indication. Further, the FDA may place conditions on approvals including potential requirements or
risk management plans and the requirement for a REMS to assure the safe use of the drug or a black-box warning (which is a warning required by the FDA
that appears on the package insert for or in literature describing certain prescription drugs, signifying that medical studies indicate that the drug carries a
significant risk of serious adverse effects). If the FDA concludes a REMS is needed, the sponsor of the NDA must submit a proposed REMS; the FDA will not
approve the NDA without an approved REMS, if required. A REMS could include medication guides, physician communication plans, or elements to assure
safe use, such as restricted distribution methods, patient registries and other risk minimization tools. A black-box warning will limit how we are able to
market and advertise our product. Any of these limitations on approval or marketing could restrict the commercial promotion, distribution, prescription or
dispensing of our product candidate. Moreover, approvals may be withdrawn for non-compliance with regulatory standards or if problems occur following
the initial marketing of product candidate. Any of the foregoing scenarios could materially harm the commercial success of our product candidate.
We may expend our limited resources to pursue a particular product candidate and fail to capitalize on a product candidate that may be more profitable
or for which there is a greater likelihood of success.
Because we have limited financial and managerial resources, we have decided to focus on developing our product candidate Qtrypta™ (M207) for
treatment of migraine. As a result, we may forego or delay pursuit of opportunities with other product candidates or for other indications that later prove to
have greater commercial potential. Our resource allocation decisions may cause us to fail to capitalize on viable commercial product candidates or profitable
market opportunities. Our spending on current
37

Table of Contents
and future research and development programs and product candidate for specific indications may not yield any commercially viable products. If we do not
accurately evaluate the commercial potential or target market for a particular product candidate, we may relinquish valuable rights to that product candidate
through collaboration, licensing or other royalty arrangements in cases in which it would have been more advantageous for us to retain sole development and
commercialization rights to such product candidate.
RISKS RELATED TO OUR DEPENDENCE ON THIRD PARTIES
We use customized equipment to coat and package our microneedle patch system; any production or equipment performance failures could negatively
impact our clinical trials of Qtrypta™ (M207) or any other product candidates we may develop or sales of our product candidate(s), if approved.
We presently use customized equipment to coat and package our microneedle patch system. We also rely on third parties to manufacture our
equipment. If we experience equipment malfunctions and we do not have adequate inventory of spare parts or qualified personnel to repair the equipment, we
may encounter delays in the manufacture of our microneedle patch system and may not have sufficient inventory to meet the demands of our clinical
development programs of any future product candidates and if approved, our customers’ demands for Qtrypta™ (M207) or our future approved product
candidate(s), if any each of which could adversely affect our business, financial condition and results of operations.
We rely on CMOs for various components of our microneedle patch system, and our business could be harmed if those third parties fail to provide us with
sufficient quantities of those components at acceptable quality levels and prices or fail to maintain or achieve satisfactory regulatory compliance.
We rely on CMOs for various components of our microneedle patch system, including active pharmaceutical ingredients ("API") raw materials used in
manufacturing, and capital equipment. Reliance on third party manufacturers entails additional risks, including reliance on the third party for regulatory
compliance and quality assurance. In addition, CMOs may not be able to comply with cGMP, or similar regulatory requirements outside the United States.
Our reliance on these third parties reduces our control over these activities but does not relieve us of our responsibility to ensure compliance with all required
legal, regulatory and scientific standards. The failure of our third party manufacturers, to comply with applicable regulations could result in sanctions being
imposed on us, including fines, injunctions, civil penalties, delays, suspension or withdrawal of approvals, license revocation, seizures or recalls of products,
operating restrictions and criminal prosecutions, any of which could significantly and adversely affect supplies of our product candidate or any other product
candidates that we may develop.
There can be no assurance that our supply of these various components will not be limited, interrupted, or of satisfactory quality or continue to be
available at acceptable prices. Additionally, we do not have any control over the process or timing of the acquisition or manufacture of materials by our
manufacturers and cannot ensure that they will deliver to us the components we order on time, or at all. Any failure or refusal to supply the components for
Qtrypta™ (M207) or any other product candidates that we may develop could delay, prevent or impair our clinical development or commercialization efforts.
If our CMOs were to fail to fill our purchase orders, the development or commercialization of the affected product candidate could be delayed, which could
have an adverse effect on our business. Any change in our manufacturers could be costly because the commercial terms of any new arrangement could be less
favorable, the lead time needed to establish a new relationship can be lengthy, and because the expenses relating to the transfer of necessary technology and
processes could be significant. It may take several years to establish an alternative source of supply for our product candidate and to have any such new
source approved by the FDA, the European Medicines Agency, or EMA, or any other relevant regulatory authorities.
We rely on third parties to conduct our clinical trials and those third parties may not perform satisfactorily, including failing to comply with applicable
regulatory requirements or to meet deadlines for the completion of such trials.
We rely on a third party contract research organization, or CRO, to manage our clinical trials. In addition, we rely on other third parties, such as clinical
data management organizations, medical institutions and clinical investigators, to conduct those clinical trials. While we have agreements governing their
activities, we will have limited influence over their actual performance and we will control only certain aspects of their activities. In addition, the use of third
party service providers requires us to disclose our proprietary information to these parties, which could increase the risk that this information will be
misappropriated. Further, agreements with such third parties might terminate for a variety of reasons, including a failure to perform by the third parties. If
there is any dispute or disruption in our relationship with our CROs or if we need to enter into alternative arrangements, that would delay our product
development activities.
There are limited number of third party service providers that specialize or have the expertise required to achieve our business objectives. In particular,
there would be a significant increase in clinical trial expenses, including adopting a new electronic data capture platform or other technology platforms, the
need to enter into new contracts and costs associated with the transfer of data,
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as well as an increased risk of the loss of data. Identifying, qualifying and managing performance of third party service providers can be difficult, timeconsuming and may cause delays in our development programs. These investigators and CROs will not be our employees and we will not be able to control,
other than by contract, the amount of resources, including time, which they devote to our product candidate and clinical trials. 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 clinical trials is conducted in accordance with the general investigational plan and protocols for the trial. If
any of our CROs’ processes, methodologies or results were determined to be invalid or inadequate, our own clinical data and results and related regulatory
approvals could be adversely affected. Moreover, the FDA requires us to comply with standards, commonly referred to as GCPs 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. The FDA enforces GCPs through periodic inspections of trial sponsors, principal investigators and clinical trial sites. If we or our
CRO or trial sites fail to comply with applicable GCPs, the clinical data generated in our clinical trials may be deemed unreliable and the FDA may require us
to perform additional clinical trials before approving any marketing applications. Upon inspection, the FDA may determine that our clinical trials did not
comply with GCPs. In addition, our clinical trials will require a sufficiently large number of test subjects to evaluate the safety and effectiveness of a product
candidate. Accordingly, if our CROs fail to comply with these regulations or fail to recruit a sufficient number of patients, our clinical trials may be delayed,
or we may be required to repeat such clinical trials, which would delay the regulatory approval process.
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 if the quality of the clinical data they obtain is compromised due to the failure to
conduct our clinical trials in accordance with regulatory requirements or our stated protocols, we will not be able to obtain, or may be delayed in obtaining,
marketing approvals for our product candidate and will not be able to, or may be delayed in our efforts to, successfully commercialize our product candidate.
We currently depend primarily on one supplier for manufacture of our product. If this manufacturer fails to provide us or our collaborators with adequate
supplies of materials for clinical trials or commercial product or fails to comply with the requirements of regulatory authorities, we may be unable to
develop or commercialize Qtrypta™ (M207) or any other product candidates we may develop.
We have contracted with CMOs (including Patheon) to produce, in collaboration with us, Qtrypta™ (M207), for commercial use in the United States.
We have not entered into any agreements with any alternate suppliers for Qtrypta™ (M207) product or API. Even if we were able to enter into other long-term
agreements for manufacture of commercial supply on reasonable terms, we may face delays or increased costs in our supply chain that could jeopardize the
commercialization of Qtrypta™ (M207). Additionally, if Qtrypta™ (M207) or any other future product candidates is approved by the FDA or other
regulatory agencies for commercial sale or if Qtrypta™ (M207) is approved for commercial sale in jurisdictions outside the United States, we will need to
contract with a third party to manufacture such products for commercial sale in the United States and/or in such other jurisdictions.
Our dependence on single source suppliers with respect to our supply chain for Qtrypta™ (M207) exposes us to certain risks, including the following:
•

our supplier may cease or reduce production or deliveries, raise prices or renegotiate terms;

•

we may be unable to locate a suitable replacement on acceptable terms or on a timely basis, if at all;

•

delays caused by supply issues may harm our reputation; and

•

our ability to progress our business could be materially and adversely impacted if our single-source supplier upon which we rely were to
experience a significant business challenge, disruption or failure due to issues such as financial difficulties or bankruptcy, issues relating to
regulatory or quality compliance, or other legal or reputational issues.

Even though we have an agreement with a CMO, Patheon, to supply Qtrypta™ (M207), and even if we enter into other long-term agreements with other
CMOs, the FDA may not approve the facilities of such CMOs, the CMOs may not perform as agreed or the CMOs may terminate their agreements with us. If
any of the foregoing circumstances occur, we may need to find alternative manufacturing facilities, which would significantly impact our ability to develop,
maintain or obtain, as applicable, regulatory approval for or market Qtrypta™ (M207) or any other future product candidate. In the event that we seek such
alternative sources, we may not be able to enter into replacement arrangements without delays or additional expenditures. We cannot estimate these delays or
costs with certainty but, if they were to occur, they could cause a delay in our development and commercialization efforts.
The manufacturer(s) of Qtrypta™ (M207) are obliged to operate in accordance with FDA-mandated or cGMPs, and we have limited control over the
ability of CMOs to maintain adequate quality control, quality assurance and qualified personnel to ensure compliance to cGMPs. In addition, the facilities
used by our CMOs to manufacture Qtrypta™ (M207) must be approved
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by the FDA pursuant to inspections that will be conducted prior to any grant or regulatory approval by the FDA. If any of our CMOs are unable to
successfully manufacture material that conform to our specifications and the FDA’s strict regulatory requirements, and pass regulatory inspections, they will
not be able to secure or maintain approval for the manufacturing facilities. Additionally, a failure by any of our CMOs to establish and follow cGMPs or to
document their adherence to such practices may negatively impact our commercialization or lead to significant delays in the launch and commercialization
of any other products that we may have in the future. Failure by our CMOs or us to comply with application regulations could result in sanctions being
imposed on us, including fines, injunctions, civil penalties, failure of the government to grant pre-market approval of drugs, delays, suspensions or
withdrawal of approvals, seizures or recalls of product, operating restrictions, and criminal prosecutions.
The manufacturer of pharmaceutical products requires significant expertise and capital investment, including the development of advanced
manufacturing techniques and process controls. Manufacturers of pharmaceutical products often encounter difficulties in production. These problems include
difficulties with production costs and yields, quality control, including stability of the product, quality assurance testing, shortages of qualified personnel, as
well as compliance with strictly-enforced federal, state and foreign regulations. We cannot assure you that any issues relating to the manufacture of
Qtrypta™ (M207) will not occur in the future. Additionally, our CMOs may experience manufacturing difficulties due to resource constraints or as a result of
labor disputes. If our CMOs were to encounter difficulties, or otherwise fail to comply with their contractual obligations, our ability to commercialize
Qtrypta™ (M207) in the United States would be jeopardized. Any delay or interruption in our ability to meet commercial demand for Qtrypta™ (M207) will
result in the loss of potential revenue and could adversely affect our ability to gain market acceptance for these products.
Failures or difficulties faced at any level of our supply chain could materially adversely affect our business and delay or impede commercialize of
Qtrypta™ (M207) and could have a material adverse effect on our business, results of operations, financial conditions and prospects.
If we are not able to establish collaborations, we may have to alter our development plans.
Our product development programs and the potential commercialization of our product candidates will require substantial additional cash to fund our
expenses. We may seek to collaborate with third parties for certain of our development programs, and potentially for the commercialization of our lead
product candidate, Qtrypta™ (M207).
We face significant competition in seeking appropriate collaborators. Whether we reach a definitive collaborative agreement will depend, among other
things, upon our assessment of the collaborator’s resources and expertise, the terms and conditions of the proposed collaboration and the proposed
collaborator’s evaluation of a number of factors. Those factors may include the design or results of clinical trials, the likelihood of approval by the FDA or
similar regulatory authorities outside the United States, the potential market for the subject product candidate, the costs and complexities of manufacturing
and delivering such product candidate to patients, the potential existence of competing drugs, the existence of uncertainty with respect to our ownership of
technology, which can exist if there is a challenge to such ownership without regard to the merits of the challenge and industry and market conditions
generally. The collaborator may also consider alternative product candidates or technologies for similar indications that may be available on which to
collaborate and whether such a collaboration could be more attractive than the one with us for our product candidate. In addition, there have been a
significant number of recent business transactions among large pharmaceutical companies that have resulted in a reduced number of potential future
collaborators.
We face significant competition in seeking appropriate collaborators. Collaborations are complex and time-consuming to negotiate and document. We
may also be restricted under collaboration agreements from entering into agreements with other potential collaborators. We may not be able to negotiate
collaborations on acceptable terms, or at all. If that were to occur, we may have to curtail, reduce or delay the development of a particular product candidate,
or one or more of our other development programs, delay its or their potential commercialization or reduce the scope of our sales or marketing activities, or
increase our expenditures and undertake development or commercialization activities at our own expense. If we elect to increase our expenditures to fund
development or commercialization activities on our own, we may need to obtain additional capital, which may not be available to us on acceptable terms or
at all. If we do not have sufficient funds, we will not be able to bring our product candidate to market and generate revenue.
In addition, any future collaborations that we enter into may not be successful. The success of our collaboration arrangements will depend heavily on
the efforts and activities of our collaborators. Collaborators generally have significant discretion in determining the efforts and resources that they will apply
to these collaborations. Disagreements between parties to a collaboration arrangement regarding clinical development and commercialization matters can
lead to delays in the development process or commercializing the applicable product candidate and, in some cases, termination of the collaboration
arrangement. These disagreements can be difficult to resolve if neither of the parties has final decision-making authority. Collaborations with pharmaceutical
or biotechnology companies and other third parties may be terminated or allowed to expire by the other party. Any such termination or expiration would
adversely affect us financially and could harm our business reputation.
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We may form strategic partnerships and collaborations in the future, and we may not realize the benefits of such alliances.
We may seek strategic partnerships, create joint ventures or collaborations or enter into licensing arrangements with third parties that we believe will
complement or augment our existing business. These relationships may require us to incur non-recurring and other charges, increase our near- and long-term
expenditures, issue securities that dilute our existing stockholders or disrupt our management and business. In addition, we face significant competition in
seeking appropriate strategic partners and the negotiation process is time-consuming and complex.
The process of establishing and maintaining collaborative relationships is difficult, time-consuming and involves significant uncertainty, including:
•

a collaboration partner may seek to renegotiate or terminate their relationships with us due to unsatisfactory clinical results, manufacturing issues,
a change in business strategy, a change of control or other reasons;

•

a collaboration partner may shift its priorities and resources away from our product candidate due to a change in business strategy, or a merger,
acquisition, sale or downsizing;

•

a collaboration partner may not devote sufficient resources towards, or cease development in, therapeutic areas which are the subject of our
strategic collaboration;

•

a collaboration partner may change the success criteria for a product candidate thereby delaying or ceasing development of such candidate;

•

a collaboration partner could develop a product candidate that competes, either directly or indirectly, with our product candidate;

•

a significant delay in initiation of certain development activities by a collaboration partner will also delay payment of milestones tied to such
activities, thereby impacting our ability to fund our own activities;

•

a collaboration partner with commercialization obligations may not commit sufficient financial or human resources to the marketing, distribution
or sale of a product;

•

a collaboration partner with manufacturing responsibilities may encounter regulatory, resource or quality issues and be unable to meet demand
requirements;

•

a dispute may arise between us and a collaboration partner concerning the research, development or commercialization of a product candidate
resulting in a delay in milestones, royalty payments or termination of an alliance and possibly resulting in costly litigation or arbitration which
may divert management attention and resources;

•

a collaboration partner may use our products or technology in such a way as to invite litigation from a third party; and

•

a collaboration partner may exercise a contractual right to terminate a strategic alliance, making us ineligible to receive milestone or royalty
payments under such agreement.

RISKS RELATED TO MARKETING AND SALE OF OUR PRODUCTS
We have no experience selling, marketing or distributing approved product candidates and have no internal capabilities to do so.
We currently have no sales, marketing or distribution capabilities. We do not anticipate having the resources in the foreseeable future to allocate to
developing adequate sales and marketing support for any of our product candidates, if approved by the FDA. Although we may develop a targeted
commercial infrastructure to market and distribute our proprietary product candidates, our future success may depend, in part, on our ability to enter into and
maintain collaborative relationships to provide such capabilities, on the collaborators’ strategic interest in the product candidates under development and on
such collaborators’ ability to successfully market and sell any such product candidates. There can be no assurance that we will be able to establish or
maintain such collaborative arrangements, or if we are able to do so, that our collaborators will have effective sales forces. To the extent that we decide not to,
or are unable to, enter into collaborative arrangements with respect to the sales and marketing of our product candidates, significant capital expenditures,
management resources and time will be required to establish and develop an in-house marketing and sales force with the needed technical expertise. There
can also be no assurance that we will be able to establish or maintain relationships with third party collaborators or develop in-house sales and distribution
capabilities. To the extent that we depend on third parties for marketing and distribution, any revenues we receive will depend upon the efforts of such third
parties, and there can be no assurance that such efforts will be successful. In addition, there can also be no assurance that we will be able to market and sell
our products in the United States or overseas.
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If Qtrypta™ (M207) does not obtain sufficient market share against competitive products, we may not achieve substantial product revenues and our
business will suffer.
The market for our product candidate is characterized by intense competition and rapid technological advances. Our product candidates will, if
approved, compete with a number of existing and future drug delivery systems and therapies developed, manufactured and marketed by others. Existing or
future competing products may provide greater therapeutic convenience or clinical or other benefits for a specific indication than our product candidate or
may offer comparable performance at a lower cost. If our product candidate fails to capture and maintain market share, we may not achieve sufficient revenues
and our business will suffer.
We will compete against fully integrated pharmaceutical companies and smaller companies that are collaborating with larger pharmaceutical
companies, academic institutions, government agencies and other public and private research organizations. Many of these competitors, either alone or
together with their collaborative partners, operate larger research and development programs or have substantially greater financial and other resources than
we do, as well as significantly greater experience in:
•
•

developing drugs;
undertaking preclinical testing and human clinical trials;

•

obtaining FDA and other regulatory approvals of drugs;

•

formulating and manufacturing drugs; and

•

launching, marketing and selling drugs.

The development and commercialization of new products to treat migraine is highly competitive. We expect to have considerable competition from
major pharmaceutical, biotechnology and specialty pharmaceutical companies. Companies marketing products that treat migraine that may compete with
Qtrypta™ (M207) include Alder Biopharmaceuticals, Allergan, Inc., AstraZeneca plc, Biohaven Pharmaceuticals, Eli Lilly & Company, GlaxoSmithKline
plc, Promius Pharma, LLC, Teva Pharmaceutical Industries, Inc., and Zogenix, Inc.
Products developed or under development by competitors may render our product candidate or technologies obsolete or non-competitive.
The biotechnology and pharmaceutical industries are intensely competitive and subject to rapid and significant technological change. Our product
candidate will have to compete with existing therapies, new formulations of existing drugs and new therapies that may be developed in the future. We face
competition from pharmaceutical, biotechnology and medical device companies, including intracutaneous delivery companies, in the United States and
abroad. In addition, companies pursuing different but related fields represent substantial competition. Many of these organizations competing with us have
substantially greater capital resources, larger research and development staffs and facilities, longer drug development history in obtaining regulatory
approvals and greater manufacturing and marketing capabilities than we do. These organizations also compete with us to attract qualified personnel and
parties for acquisitions, joint ventures or other collaborations, and therefore, we may not be able to hire or retain qualified personnel to run all facets of our
business.
We face potential product liability exposure, and if successful claims are brought against us, we may incur substantial liability and may have to limit
development of a product candidate or commercialization of an approved product.
The use of our product candidate in clinical trials and the sale of any product candidate for which we may obtain marketing approval expose us to the
risk of product liability claims. Product liability claims may be brought against us by participants enrolled in our clinical trials, patients, healthcare providers
or others using, administering or selling our product candidate. If we cannot successfully defend ourselves against any such claims, we would incur
substantial liabilities. Regardless of merit or eventual outcome, product liability claims may result in:
•
•

withdrawal of clinical trial participants;
termination of clinical trial sites or entire trial programs;

•

costs of related litigation;

•

substantial monetary awards to patients or other claimants;

•

decreased demand for an approved product and loss of revenue;

•

impairment of our business reputation;

•

diversion of management and scientific resources from our business operations; and
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•

the inability to commercialize an approved product candidate.

Insurance coverage is becoming increasingly expensive, and, in the future, we may not be able to maintain insurance coverage at a reasonable cost or in
sufficient amounts to protect us against losses due to product liability. We intend to expand our insurance coverage to include the sale of commercial
products if we obtain marketing approval for our product candidate, but we may be unable to obtain commercially reasonable product liability insurance for
any product candidate approved for marketing. Large judgments have been awarded in class action lawsuits based on drugs that had unanticipated side
effects. A successful product liability claim or a series of claims brought against us, particularly if judgments exceed our insurance coverage, could cause our
stock price to decline and could adversely affect our results of operations and business.
We may be exposed to liability claims associated with the use of hazardous materials and chemicals.
Our research and development activities may involve the controlled use of hazardous materials and chemicals. Although we believe that our safety
procedures for using, storing, handling and disposing of these materials comply with federal, state and local laws and regulations, we cannot completely
eliminate the risk of accidental injury or contamination from these materials. In the event of such an accident, we could be held liable for any resulting
damages and any liability could materially adversely affect our business, financial condition and results of operations. In addition, the federal, state and local
laws and regulations governing the use, manufacture, storage, handling and disposal of hazardous materials and waste products may require us to incur
substantial compliance costs that could materially adversely affect our business, financial condition and results of operations.
Business disruptions could seriously harm our future revenues, results of operations and financial condition and increase our costs and expenses.
Our operations could be subject to earthquakes, power shortages, telecommunications failures, water shortages, floods, fires, extreme weather
conditions, medical epidemics and other natural or manmade disasters or business interruptions, for which we are predominantly self-insured. We do not carry
insurance for all categories of risk that our business may encounter. The occurrence of any of these business disruptions could seriously harm our operations
and financial condition and increase our costs and expenses.
RISKS RELATED TO OUR INTELLECTUAL PROPERTY
If we fail to comply with our obligations to our licensor in our intellectual property license, we could lose license rights that are important to our business.
We are a party to an Intellectual Property License Agreement dated October 5, 2006, as amended, with ALZA and we may enter into additional license
agreements in the future. Our existing license agreement imposes, and we expect that any future license agreements will impose, various diligence, product
payment, royalty, insurance and other obligations on us. If we fail to comply with these obligations, our licensors may have the right to terminate these
agreements, in which event we might not be able to develop and market any product candidate that is covered by these agreements. Termination of these
licenses or reduction or elimination of our licensed rights may result in our having to negotiate new or reinstated licenses with less favorable terms. These
risks could delay or prevent us from offering our product candidate. We might not have the necessary rights or the financial resources to develop,
manufacture or market our current or future product candidates without the rights granted under these licenses, and the loss of sales or potential sales in such
product candidate(s) could have a material adverse effect on our business, financial condition, results of operations and prospects. The occurrence of such
events could have a material adverse effect on our business, financial condition and results of operations. Determining the scope of licenses and related
obligations may be difficult and could lead to disputes between us and the licensor. Disputes may arise regarding intellectual property subject to a licensing
agreement, including:
•

the scope of rights granted under a license agreement and other interpretation-related issues;

•

the extent to which our technology and processes infringe on intellectual property of the licensor that is not subject to the licensing agreement;

•

the sublicensing of patent and other rights under our collaborative development relationships;

•

our diligence obligations under the license agreement and what activities satisfy those diligence obligations;

•

the inventorship or ownership of inventions and know-how resulting from the joint creation or use of intellectual property by our licensors and us
and our partners; and

•

the priority of invention of patented technology.

Additionally, the agreement under which we currently license intellectual property is complex, and certain provisions may be susceptible to multiple
interpretations. The resolution of any contract interpretation disagreement that may arise could narrow
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what we believe to be the scope of our rights to the relevant intellectual property or technology, increase what we believe to be our financial or other
obligations under the relevant agreement, or decrease the third party’s financial or other obligations under the relevant agreement, any of which could have a
material adverse effect on our business, financial condition, results of operations and prospects.
Our failure to obtain and maintain patent protection for our technology and our product candidates could permit our competitors to develop and
commercialize technology and products similar or identical to ours, and our ability to successfully commercialize our technology and product candidate
may be adversely affected.
Our commercial success is significantly dependent on intellectual property related to our product candidate portfolio. We are either the licensee or
assignee of numerous issued and pending patent applications that cover various aspects of our assets, including, most importantly, our microneedle patch
system and our product candidate.
Our success depends in large part on our and our licensor’s ability to obtain and maintain patent protection in the United States and other countries
with respect to our proprietary technology and product candidate. In some circumstances, we may not have the right to control the preparation, filing and
prosecution of patent applications, or to maintain the patents, covering technology or product that we license from third parties. Therefore, we cannot be
certain that these patents and applications will be prosecuted and enforced in a manner consistent with the best interests of our business. In addition, if third
parties who license patents to us fail to maintain such patents, or lose rights to those patents, the rights we have licensed may be reduced or eliminated.
The patent prosecution process is expensive, time-consuming and complex, and we may not be able to file and prosecute all necessary or desirable
patent applications at a reasonable cost or in a timely manner or in all jurisdictions where protection may be commercially advantageous, or we may not be
financially able to protect our proprietary rights at all. It is also possible that we may fail to identify patentable aspects of our research and development
output before it is too late to obtain patent protection. We may not be able to obtain or maintain patent protection from our pending patent applications, from
those we may file in the future, or from those we may license from third parties. There is no assurance that all potentially relevant prior art relating to our
patents and patent applications has been found. We may be unaware of prior art that could be used to invalidate an issued patent or prevent our pending
patent applications from issuing as patents. Moreover, even if we are able to obtain patent protection, such patent protection may be of insufficient scope to
achieve our business objectives or provide any competitive advantage. In addition, although we enter into non-disclosure and confidentiality agreements
with parties who have access to patentable aspects of our research and development output, any of these parties may breach such agreements and disclose
such output before a patent application is filed, thereby jeopardizing our ability to seek patent protection.
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. As a result, the issuance, scope, validity, enforceability and commercial value of our and our licensor’s
patent rights are highly uncertain. Our and our licensor’s pending and future patent applications may not result in patents being issued which protect our
technology or products or which effectively prevent others from commercializing competitive technologies and products. 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. The standards which the United States Patent and Trademark Office ("USPTO") and foreign patent offices use to grant patents are not always
applied predictably or uniformly and can change. There is also no uniform, worldwide policy regarding the subject matter and scope of claims granted or
allowable in pharmaceutical or biotechnology patents. The laws of foreign countries may not protect our rights to the same extent as the laws of the
United States, and many companies have encountered significant problems and costs in protecting their proprietary information in these non-U.S. countries.
Outside the United States, patent protection must be sought in individual jurisdictions, further adding to the cost and uncertainty of obtaining adequate
patent protection outside of the United States. Accordingly, we cannot predict whether additional patents protecting our product candidates will issue in the
United States or in non-U.S. jurisdictions, or whether any patents that do issue are valid, enforceable and have claims of adequate scope to provide
competitive advantage. 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 be certain that
we or our licensor were the first to make the inventions claimed in our owned and licensed patents or pending patent applications, or that we or our licensor
were the first to file for patent protection of such inventions. Assuming the other requirements for patentability are met, the first to file a patent application is
entitled to the patent. We may become involved in opposition or interference proceedings challenging our patent rights or the patent rights of others. An
adverse determination in any such proceeding 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 our product candidate
without infringing third party patent rights.
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
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products in a non-infringing manner. Third parties may have patents that could prevent us from marketing our own patented product candidate. Third parties
may also seek to market generic versions of any of our approved product. Even if we have valid and enforceable patents, these patents still may not provide
protection against competing products or processes sufficient to achieve our business objectives. The issuance of a patent is not conclusive as to its 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 patent claims being narrowed, invalidated or held unenforceable, which could limit our ability to stop or prevent us from stopping
others from using or commercializing similar or identical technology and products, or limit the duration of the patent protection of our technology and
product candidate. 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 products similar or identical to ours.
Bearing the costs and other requirements associated with prosecution of pending patent applications and maintenance of issued patents are essential to
procurement and maintenance of patents integral to our product candidate, and our patent protection could be reduced or eliminated for non-compliance
for these requirements.
Periodic maintenance fees, renewal fees, annuity fees and various other governmental fees on patents and/or patent applications will come due for
payment periodically throughout the lifecycle of patent applications and issued patents. In order to help ensure that we comply with any required fee
payment, documentary and/or procedural requirements as they might relate to any patents for which we are an assignee or co-assignee, we employ legal help
and related professionals as needed to comply with those requirements. Failure to meet a required fee payment, document production or procedural
requirement can result in the abandonment of a pending patent application or the lapse of an issued patent. In some instances, the defect can be cured through
late compliance, but there are situations where the failure to meet the required deadline cannot be cured. Such an occurrence could compromise the
intellectual property protection around a preclinical or clinical product candidate and possibly weaken or eliminate our ability to protect our eventual market
share for that product candidate.
Our business will be harmed if we do not successfully protect the confidentiality of our trade secrets.
In addition to our patented technology and product candidates, we rely on trade secrets, including unpatented know-how, technology and other
proprietary information, to maintain our competitive position. We seek to protect these trade secrets, in part, by entering into non-disclosure and
confidentiality agreements with parties that have access to them, such as our corporate collaborators, outside scientific collaborators, sponsored researchers,
contract manufacturers, consultants, advisors and other third parties. We also enter into confidentiality and invention or patent assignment agreements with
our employees and consultants. However, any of these parties may breach the agreements and disclose our proprietary information, and we may not be able to
obtain adequate remedies for such breaches. Enforcing a claim that a party illegally disclosed or misappropriated a trade secret is difficult, expensive and
time-consuming, and the outcome is unpredictable. In addition, some courts inside and outside the United States are less willing or unwilling to protect trade
secrets. If any of our trade secrets were to be lawfully obtained or independently developed by a competitor, we would have no right to prevent them from
using that technology or information to compete with us. If any of our trade secrets were to be disclosed to or independently developed by a competitor, our
competitive position would be harmed.
In addition to contractual measures, we try to protect the confidential nature of our proprietary information using commonly accepted physical and
technological security measures. Such security measures may not provide adequate protection for our proprietary information, for example, in the case of
misappropriation of a trade secret by an employee, consultant, or third party with authorized access. Monitoring unauthorized uses and disclosures is
difficult, and we do not know whether the steps we have taken to protect our proprietary technologies will be effective. Unauthorized parties may also
attempt to copy or reverse engineer certain aspects of our products that we consider proprietary. Even though we use commonly accepted security measures,
the criteria for protection of trade secrets can vary among different jurisdictions.
We could be prevented from selling our product candidate, if approved, and could be forced to pay damages and defend against litigation, if we infringe
the rights of third parties.
We conduct freedom-to-operate studies to guide our early-stage research and development away from areas where we are likely to encounter obstacles
in the form of third party intellectual property conflicts, and to assess the advisability of licensing third party intellectual property or taking other appropriate
steps to address any freedom-to-operate or development issues. However, with respect to third party intellectual property, it is impossible to establish with
certainty that our product candidate will be free of claims by third party intellectual property holders or whether we will require licenses from such third
parties. Even with modern databases and on-line search engines, literature searches are imperfect and may fail to identify relevant patents and published
applications.
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In the pharmaceutical industry, significant litigation and other proceedings, including interferences, oppositions, reexamination, inter partes review,
derivation and post-grant review proceedings before the USPTO and corresponding foreign patent offices, regarding patents, patent applications, trademarks
and other intellectual property rights have become commonplace. The types of situations in which we may become a party to such proceedings include:
•

we or our collaborators may initiate litigation or other proceedings against third parties seeking to invalidate the patents held by those third
parties or to obtain a judgment that our products or processes do not infringe those third parties’ patents;

•

if our competitors file patent applications that claim technology also claimed by us or our licensors, we or our licensors may be required to
participate in interference or opposition proceedings to determine the priority of invention, which could jeopardize our patent rights and
potentially provide a third party with a dominant patent position;

•

if third parties initiate litigation claiming that our processes or products infringe their patent or other intellectual property rights, we and our
collaborators will need to defend against such proceedings; and,

•

if a license to necessary intellectual property is terminated, the licensor may initiate litigation claiming that our processes or products infringe,
misappropriate or otherwise violate their patent or other intellectual property rights and/or that we breached our obligations under the license
agreement, and we and our collaborators would need to defend against such proceedings.

Third parties may assert that we are employing their proprietary technology without authorization or have infringed upon, misappropriated or otherwise
violated their intellectual property or other rights. Even if we believe third party claims of infringement against us or our collaborators are without merit,
there is a risk that a court would decide that we or our collaborators are infringing the third party’s valid and enforceable patents. If our product candidates,
methods, processes or other technologies infringe the proprietary rights of other parties, we could incur substantial costs and may have to:
•

obtain licenses, which may not be available on commercially reasonable terms, if at all;

•

abandon an infringing product;

•

redesign our product candidate or processes to avoid infringement;

•

stop using the subject matter claimed in the patents held by others;

•

pay damages; or

•

defend litigation or administrative proceedings which may be costly whether we win or lose, and which could result in a substantial diversion of
our financial and management resources.

We intend to pursue Section 505(b)(2) regulatory approval filings with the FDA for Qtrypta™ (M207) and potentially for our future product candidates
where applicable. Such filings involve significant costs, and we may also encounter difficulties or delays in obtaining regulatory approval for Qtrypta™
(M207) or any future product candidates under Section 505(b)(2).
We intend to pursue regulatory approval for Qtrypta™ (M207) and potentially for any future product candidates, pursuant to Section 505(b)(2) of the
FDCA. A Section 505(b)(2) application is a type of NDA that enables the applicant to rely, in part, on the FDA’s findings of safety and efficacy of a
previously approved product for which the applicant has no right of reference, or published literature, in support of its application. Section 505(b)(2) NDAs
often provide an alternate path to FDA approval for new or improved formulations or new uses of previously approved products. Such applications involve
significant costs, including filing fees.
To the extent that a Section 505(b)(2) NDA relies on clinical trials conducted for a previously approved product or the FDA’s prior findings of safety
and effectiveness for a previously approved product, the Section 505(b)(2) applicant must submit patent certifications in its Section 505(b)(2) application
with respect to any patents for the previously approved product on which the applicant’s application relies and that are listed in the FDA’s Approved Drug
Products with Therapeutic Equivalence Evaluations, commonly known as the Orange Book. Specifically, the applicant must certify for each listed patent
that, in relevant part, (1) the required patent information has not been filed by the original applicant; (2) the listed patent has expired; (3) the listed patent has
not expired, but will expire on a particular date and approval is not sought until after patent expiration; or (4) the listed patent is invalid, unenforceable or
will not be infringed by the proposed new product. A certification that the new product will not infringe the previously approved product’s listed patent or
that such patent is invalid or unenforceable is known as a Paragraph IV certification. If the applicant does not challenge one or more listed patents through a
Paragraph IV certification, the FDA will not approve the Section 505(b)(2) NDA application until all the listed patents claiming the referenced product
candidate have expired.
If the Section 505(b)(2) NDA applicant has provided a Paragraph IV certification to the FDA, the applicant must also send notice of the Paragraph IV
certification to the owner of the referenced NDA for the previously approved product and relevant
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patent holders within 20 days after the Section 505(b)(2) NDA has been accepted for filing by the FDA. The NDA and patent holders may then initiate a
patent infringement suit against the Section 505(b)(2) applicant. Under the FDCA, the filing of a patent infringement lawsuit within 45 days of receipt of the
notification regarding a Paragraph IV certification automatically prevents the FDA from approving the Section 505(b)(2) NDA until the earliest to occur of 30
months beginning on the date the patent holder receives notice, expiration of the patent, settlement of the lawsuit, or until a court deems the patent
unenforceable, invalid or not infringed.
If we rely in our Section 505(b)(2) regulatory filings on clinical trials conducted, or the FDA’s prior findings of safety and effectiveness, for a previously
approved product that involves patents referenced in the Orange Book, then we will need to make the patent certifications or the Paragraph IV certification
described above. If we make a Paragraph IV certification and the holder of the previously approved product that we referenced in our application initiates
patent litigation within the time periods described above, then any FDA approval of our Section 505(b)(2) application would be delayed until the earlier of
30 months, resolution of the lawsuit, or the other events described above. Accordingly, our anticipated dates of commercial introduction of our product
candidate would be delayed. In addition, we would incur the expenses, which could be material, involved with any such patent litigation. As a result, we may
invest a significant amount of time and expense in the development of our product candidate only to be subject to significant delay and patent litigation
before our product candidate may be commercialized, if at all.
In addition, even if we submit a Section 505(b)(2) application that relies on clinical trials conducted for a previously approved product where there are
no patents referenced in the Orange Book for such other product with respect to which we have to provide certifications, we are subject to the risk that the
FDA could disagree with our reliance on the particular previously approved product, conclude that such previously approved product is not an acceptable
reference product, and require us instead to rely as a reference product on another previously approved product that involves patents referenced in the Orange
Book, requiring us to make the certifications described above and subjecting us to additional delay, expense and the other risks described above.
We may become involved in costly and time-consuming lawsuits with uncertain outcomes to protect or enforce our patents.
Competitors may infringe our patents. To counter infringement or unauthorized use, we may be required to file infringement claims, which can be
expensive and time consuming. In addition, in an infringement proceeding, a court may decide that a patent of ours is invalid or unenforceable or may 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. If we initiate legal
proceedings against a third party to enforce a patent covering our product candidate, the defendant could counterclaim that the patent covering our product
candidate is invalid or unenforceable. In patent litigation in the United States, defendant counterclaims alleging invalidity or unenforceability are
commonplace. Grounds for a validity challenge could be an alleged failure to meet any of several statutory requirements, including a lack of novelty,
obviousness, written description or non-enablement. Grounds for an unenforceability assertion could be an allegation that someone connected with
prosecution of the patent withheld information material to patentability from the USPTO, or made a misleading statement, during prosecution. Third parties
also may raise similar claims before administrative bodies in the United States or abroad, even outside the context of litigation. Such mechanisms include ex
p a rte reexamination, post-grant review, inter partes review, interference proceedings, derivation proceedings, and equivalent proceedings in foreign
jurisdictions (e.g., opposition proceedings).
There is a risk that a court or administrative body would decide to revoke, cancel or amend our patents in such a way that they no longer cover and
protect a product candidate. In addition, a court or administrative body may decide that our patents are invalid, unenforceable or not infringed by a third
party’s activities. The outcome following legal assertions of invalidity and unenforceability is unpredictable. With respect to the validity question, for
example, we cannot be certain that there is no invalidating prior art of which the patent examiner and we or our licensing partners were unaware during
prosecution. An adverse result in any litigation or proceeding could put one or more of our patents at risk of being invalidated or interpreted narrowly.
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 during this type of litigation. In addition, our licensors may have rights to file and prosecute
such claims and we may be reliant on them to do so.
An adverse outcome in a litigation or proceeding involving our patents could limit our ability to assert our patents against competitors, affect our
ability to receive royalties or other licensing consideration from our licensees, and may curtail or preclude our ability to exclude third parties from making,
using and selling similar or competitive products. Any of these occurrences could have a material adverse effect on our business, financial condition, results
of operations and prospects.
We may be subject to claims that our employees have wrongfully used or disclosed alleged trade secrets of their former employers.
Some 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 we or our employees have used or
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disclosed intellectual property, including trade secrets or other proprietary information, of any such employee’s former employer, or that patents and
applications we have filed to protect inventions of these employees, even those related to our product candidate, are rightfully owned by their former or
concurrent employer. Litigation may be necessary to defend against these claims. If we fail in 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 defending against such claims, litigation could result in
substantial costs and be a distraction to management.
Our agreements with employees and our personnel policies also provide that any inventions conceived by the individual in the course of rendering
services to us shall be our exclusive property. Although our policy is to have all employees complete these agreements, we may not obtain these agreements
in all circumstances, and individuals with whom we have these agreements may not comply with their terms. The assignment of intellectual property may not
be self-executing and despite such agreement, such inventions may become assigned to third parties. In the event of unauthorized use or disclosure of our
trade secrets or proprietary information, these agreements, even if obtained, may not provide meaningful protection, particularly for our trade secrets or other
confidential information. To the extent that our employees, consultants or contractors use technology or know-how owned by third parties in their work for
us, disputes may arise between us and those third parties as to the rights in related inventions. We may also be subject to claims that former employees,
collaborators, or other third parties have an ownership interest in our patents or other intellectual property. In addition, we may face claims by third parties
that our agreements with employees, contractors, or consultants obligating them to assign intellectual property to us are ineffective or in conflict with prior or
competing contractual obligations of assignment, which could result in ownership disputes regarding intellectual property we have developed or will
develop and interfere with our ability to capture the commercial value of such intellectual property. To the extent that an individual who is not obligated to
assign rights in intellectual property to us is rightfully an inventor of intellectual property, we may need to obtain an assignment or a license to that
intellectual property from that individual, or a third party or from that individual’s assignee. Such assignment or license may not be available on
commercially reasonable terms or at all.
Intellectual property litigation could cause us to spend substantial resources and distract our personnel from their normal responsibilities.
There is a great deal of litigation concerning intellectual property in our industry, and we could become involved in litigation. 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 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 substantial adverse effect on
the price of our common stock. Such litigation or proceedings could substantially increase our operating losses and reduce our resources available for
development activities. We may not have sufficient financial 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 substantially greater financial
resources. Uncertainties resulting from the initiation and continuation of patent litigation or other proceedings could have a material adverse effect on our
business, financial condition, results of operations and ability to compete in the marketplace.
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.
On September 16, 2011, the Leahy-Smith America Invents Act ("Leahy-Smith Act") was signed into law. The Leahy-Smith Act includes a number of
significant changes to U.S. patent law. These include provisions that affect the way patent applications will be prosecuted and may also affect patent
litigation. In particular, under the Leahy-Smith Act, the United States transitioned in March 2013 to a “first to file” system in which the first inventor to file a
patent application will be entitled to the patent. Third parties are allowed to submit prior art before the issuance of a patent by the USPTO and may become
involved in opposition, derivation, reexamination, inter-parties 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, which could adversely
affect our competitive position.
The USPTO is implementing regulations and procedures to govern administration of the Leahy-Smith Act, and many of the substantive changes to
patent law associated with the Leahy-Smith Act, and in particular, the first to file provisions, did not become effective until March 16, 2013. In addition,
courts continue to decide how to interpret and enforce patent law. Accordingly, it is not 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, results of
operations, financial condition and cash flows and future prospects.
In addition, the patent positions of companies in the development and commercialization of biologics and pharmaceuticals are particularly uncertain.
Recent U.S. Supreme Court rulings have narrowed the scope of patent protection available in certain
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circumstances and weakened the rights of patent owners in certain situations. This combination of events has created uncertainty with respect to the validity
and enforceability of patents, once obtained. Depending on future actions by the U.S. Congress, the federal courts, and the USPTO, the laws and regulations
governing patents could change in unpredictable ways that could have a material adverse effect on our existing patent portfolio and our ability to protect and
enforce our intellectual property in the future. Similarly, statutory or judicial changes to the patent laws of other countries may increase the uncertainties and
costs surrounding the prosecution of patent applications and the enforcement or defense of issued patents.
We may not be successful in obtaining necessary rights to future product candidates through acquisitions and in-licenses.
Any future programs we choose to pursue may require the use of proprietary rights held by third parties, and the growth of our business will likely
depend in part on our ability to acquire, in-license, maintain 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 from third parties that we later identify as necessary for our future product candidates or
such intellectual property may not be available on commercially reasonable terms. The licensing and acquisition of third party 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, financial resources, and greater clinical
development and commercialization capabilities.
For example, we may in the future collaborate with non-profit and academic institutions to accelerate our preclinical research or development under
written agreements with these institutions. These institutions may provide us with an option to negotiate a license to any of the institution’s rights in
technology resulting from the collaboration. Regardless of such option, 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 our applicable product candidate or program.
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 a license to third party intellectual property rights necessary for the development of a product candidate or program on reasonable terms or at all, we
may have to abandon development of that product candidate or program and our business and financial condition could materially adversely suffer.
We may not be able to protect our intellectual property rights throughout the world.
Filing, prosecuting, and defending patents on our product candidate in all countries throughout the world may be prohibitively expensive, and our
intellectual property rights in some countries outside the United States and Europe can be less extensive than those in the United States and Europe. In
addition, the laws of some countries outside the United States and Europe do not protect intellectual property rights to the same extent as federal and state
laws in the United States and laws in Europe. Consequently, we may not be able to prevent third parties from practicing our inventions in all countries
outside the United States and Europe, or from selling or importing products made using our inventions in and into the United States, Europe or other
jurisdictions. Third parties may use our technologies in jurisdictions where we have not obtained or are unable to adequately enforce patent protection to
develop their own products and further, may export otherwise infringing products to territories where we have patent protection, but enforcement is not as
strong as that in the United States and Europe. These products may compete with our product and our patents or other intellectual property may not be
effective or sufficient to prevent them from competing.
Many companies have encountered significant problems in protecting and defending intellectual property rights in jurisdictions outside the United
States and Europe. The legal systems of certain countries, particularly certain developing countries, do not favor the enforcement of patents, trade secrets, and
other intellectual property protection, particularly those relating to biotechnology products, which could make it difficult for us to stop the infringement of
our patents, the reproduction of our manufacturing or other know-how or marketing of competing products in violation of our proprietary rights generally.
Proceedings to enforce our intellectual property rights in jurisdictions outside the United States and Europe, whether or not successful, could result in
substantial costs 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. Accordingly, our efforts to enforce our intellectual
property rights around the world may be inadequate to obtain a significant commercial advantage from the intellectual property that we develop or license.
Many countries have compulsory licensing laws under which a patent owner may be compelled to grant licenses to third parties. In addition, many
countries limit the enforceability of patents against government agencies or government contractors. In these countries, the patent owner may have limited
remedies, which could materially diminish the value of such patent. If we or any of our licensors is forced to grant a license to third parties with respect to any
patents relevant to our business, our competitive position may be impaired, and our business, financial condition, results of operations and prospects may be
adversely affected.
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If we do not obtain patent term extensions and data exclusivity for Qtrypta™ (M207) or any of our future product candidates, our business may be
materially harmed.
Depending upon the timing, duration and conditions of any FDA marketing approval of our product candidate, one or more of our U.S. patents may be
eligible for limited patent term extension under the Hatch-Waxman Act and similar legislation in the EU. The Hatch-Waxman Act permits a patent term
extension of up to five years for a patent covering an approved product as compensation for effective patent term lost during the FDA regulatory review
process. A patent term extension cannot extend the remaining term of a patent beyond a total of 14 years from the date of product approval, only one patent
may be extended and only those claims covering the approved drug, a method for using it or a method for manufacturing it may be extended. However, we
may not receive an extension, for example, if we fail to apply within applicable deadlines, fail to apply prior to expiration of relevant patents or otherwise fail
to satisfy applicable requirements. Moreover, the length of the extension could be less than we request. If we are unable to obtain patent term extension or the
term of any such extension is less than we request, the period during which we can enforce our patent rights for that product will be shortened and our
competitors may obtain approval to market competing products sooner. As a result, our business, financial condition, results of operations, and prospects may
be adversely affected.
If our trademarks and trade names are not adequately protected, then we may not be able to build name recognition in our markets of interest and our
business may be adversely affected.
Our pending or future registered or unregistered trademarks or trade names may not issue and may be challenged, infringed, circumvented or declared
generic or determined to be infringing on other marks. We may not be able to protect our rights to these trademarks and trade names, which we need to build
name recognition by potential partners or customers in our markets of interest. At times, competitors may adopt trade names or trademarks similar to ours,
thereby impeding our ability to build brand identity and possibly leading to market confusion. Over the long term, if we are unable to establish name
recognition based on our trademarks and trade names, then we may not be able to compete effectively, and our business may be adversely affected.
Intellectual property rights do not necessarily address all potential threats to any competitive advantage we may have.
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, or permit us to maintain our competitive advantage. The following examples are illustrative:
•

Others may be able to make compounds that are the same as or similar to our product candidate, which are aimed initially at the generic market
and are not covered by the claims of the patents that we own or have exclusively licensed;

•

We or any of our licensors or strategic partners might not have been the first to make the inventions covered by the issued patent or pending
patent application that we own or have exclusively licensed;

•

Others may independently develop similar or alternative technologies or duplicate any of our technologies without infringing our intellectual
property rights;
It is possible that our pending patent applications will not lead to issued patents;

•
•

Issued patents that we own or have exclusively licensed may not provide us with any competitive advantages, or may be held invalid or
unenforceable, as a result of legal challenges by our competitors;

•

Our competitors might conduct research and development activities in the United States and other countries that provide a safe harbor from
patent infringement claims for certain research and development activities, as well as 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.
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RISKS RELATED TO LEGISLATION AND ADMINISTRATIVE ACTIONS
Our relationships with customers and third party payers 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 payers 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 payers 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 products for which we obtain marketing approval. Restrictions under applicable 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 term “remuneration” has been broadly interpreted to include anything of value. Although there are a number of statutory
exceptions and regulatory safe harbors protecting some common activities from prosecution, the exceptions and safe harbors are drawn narrowly.
Practices that involve remuneration that may be alleged to be intended to induce prescribing, purchases or recommendations may be subject to
scrutiny if they do not qualify for an exception or safe harbor. A person or entity does not need to have actual knowledge of the federal AntiKickback Statute or specific intent to violate it to have committed a violation; in addition, the government may assert that a claim including
items or services resulting from a violation of the federal Anti-Kickback Statute constitutes a false or fraudulent claim for purposes of the False
Claims Act. Violations of the federal Anti-Kickback Statute may result in civil monetary penalties up to $100,000 for each violation, plus up to
three times the remuneration involved. Civil penalties for such conduct can further be assessed under the federal False Claims Act. Violations can
also result in criminal penalties, including criminal fines and imprisonment of up to 10 years. Similarly, violations can result in exclusion from
participation in government healthcare programs, including 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, among other things, knowingly presenting, or causing to be presented false or fraudulent claims for payment by a federal government
program, or making a false statement or record material to payment of a false claim or avoiding, decreasing or concealing an obligation to pay
money to the federal government. When an entity is determined to have violated the federal civil False Claims Act, the government may impose
civil fines and penalties and exclude the entity from participation in Medicare, Medicaid and other government healthcare programs;

•

the federal Health Insurance Portability and Accountability Act of 1996, ("HIPAA"), as amended by the Health Information Technology for
Economic and Clinical Health Act, imposes criminal and civil liability for executing a scheme to defraud any healthcare benefit program and also
imposes obligations, including mandatory contractual terms, with respect to safeguarding the privacy, security and transmission of individually
identifiable health information;

•

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;

•

the federal false statements statute prohibits knowingly and willfully falsifying, concealing or covering up a material fact or making any
materially false statement in connection with the delivery of or payment for healthcare benefits, items or services;

•

the federal Physician Payments Sunshine Act, which requires certain manufacturers of drugs, devices, biologics, and medical supplies for which
payment is available under Medicare, Medicaid or the Children’s Health Insurance Program (with certain exceptions) to report annually to the
government information related to payments or other “transfers of value” made to physicians, certain other healthcare providers, and teaching
hospitals, and requires applicable manufacturers and group purchasing organizations to report annually to the government ownership and
investment interests held by the physicians described above and their immediate family members and payments or other “transfers of value” to
such physician owners (covered manufacturers are required to submit reports to the government by the 90th day of each calendar year); and
analogous state laws and regulations, such as state anti-kickback and false claims laws and analogous non-U.S. fraud and abuse laws and
regulations, may apply to sales or marketing arrangements and claims involving healthcare items or services reimbursed by non-governmental
third party payers, including private insurers, and some state laws require pharmaceutical companies to comply with the pharmaceutical
industry’s voluntary
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compliance guidelines and the relevant compliance guidance promulgated by the federal government in addition to requiring drug manufacturers
to report information related to payments to physicians and other health care providers or marketing expenditures.
•

analogous state laws and regulations, such as state anti-kickback and false claims laws and analogous non-U.S. fraud and abuse laws and
regulations, may apply to sales or marketing arrangements and claims involving healthcare items or services reimbursed by non-governmental
third party payers, including private insurers, and 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 in addition to
requiring drug manufacturers to report information related to payments to physicians and other health care providers or marketing expenditures.

State and non-U.S. 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 products from government funded healthcare programs, such as Medicare and Medicaid, and the curtailment or restructuring of
our operations.
Our ability to generate revenue from the sale of our product candidate will be diminished if we are unable to obtain third party coverage and adequate
levels of reimbursement for any approved product candidate.
Our ability to commercialize any product candidate for which we receive regulatory approval, alone or with collaborators, will depend in part on the
extent to which coverage and reimbursement for the product candidate will be available from:
•

government and health administration authorities;

•

private health maintenance organizations and health insurers; and

•

other healthcare payers.

A substantial portion of our potential future revenue depends or will depend, in part, on the extent to which the costs of our products, purchased by our
customers are reimbursed by third party payers, including Medicare, Medicaid, other U.S. government sponsored programs, non-U.S. governmental payers
and private payers. Our customers’ ability to obtain adequate reimbursement for products and services from these third party payers affects the selection of
products they purchase and the prices they are willing to pay. Some of our target customers may be unwilling to adopt our products in light of the additional
associated cost. If we are forced to lower the price we will charge for our US product candidate, if approved, our profit margins will decrease, which will
adversely affect our ability to invest in and grow our business. With the global pressure on healthcare costs, payers are attempting to contain costs by, for
example, limiting coverage of, and the level of reimbursement for, new therapies. Any limitations on, decreases in or elimination of payments by third party
payers may have an adverse effect on our financial condition, business, prospects and/or results of operations.
Additionally, healthcare payers, including Medicare, are challenging the prices charged for medical products and services. Government and other
healthcare payers increasingly attempt to contain healthcare costs by limiting both coverage and the level of reimbursement for drugs. Even if our product
candidate is approved by the FDA, insurance coverage may not be available, and reimbursement levels may be inadequate, to cover the product candidate. If
government and other healthcare payers do not provide adequate coverage and reimbursement levels for our product candidate, once approved, market
acceptance of the product could be reduced.
Healthcare reform may have a material adverse effect on our industry and our results of operations.
Significant uncertainty exists as to the reimbursement status of newly approved healthcare products. The regulations that govern marketing approvals,
pricing and reimbursement for new drug products vary widely from country to country. In the United States, the Patient Protection and Affordable Care Act,
as amended by the Health Care and Education Affordability Reconciliation Act of 2010 ("ACA") is significantly changing the way healthcare is financed by
both governmental and private insurers. From time to time, legislation is implemented to rein in rising healthcare expenditures. The ACA included a number
of provisions affecting the pharmaceutical industry, including annual, non-deductible fees on any entity that manufactures or imports certain branded
prescription drugs and biologics and increases in Medicaid rebates owed by manufacturers under the Medicaid Drug Rebate Program. The ACA included new
fees or taxes on certain health-related industries, including medical device manufacturers. Beginning in 2013, entities that manufacture, produce or import
medical devices were required to pay an excise tax in an amount
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equal to 2.3% of the price for which such devices are sold in the United States. Through a series of legislative amendments, the tax was suspended for 2016
through 2019, but is scheduled to return beginning in 2020, absent further Congressional action. In addition, among other things, the ACA also established a
new Patient-Centered Outcomes Research Institute to oversee, identify priorities in and conduct comparative clinical effectiveness research. The increased
funding and focus on comparative clinical effectiveness research, which compares and evaluates the risks and benefits, clinical outcomes, effectiveness and
appropriateness of products, may result in lower reimbursements by payers for our product and decreased profits to us. Other federal legislative changes have
been proposed and adopted since the ACA was enacted. These changes included an aggregate reduction in Medicare payments to providers of 2% per fiscal
year, which went into effect on April 1, 2013 and will remain in effect through 2027 unless additional Congressional action is taken. These new laws may
result in additional reductions in Medicare and other healthcare funding, which could have a material adverse effect on customers for our out-licensed
products and product candidates (if and when approved) and accordingly, our financial results.
As noted above, the ACA is significantly changing the way healthcare is financed by both governmental and private insurers. While we cannot predict
what impact on federal reimbursement policies this law or any amendment to it will continue to have in general or specifically on any product that we may
commercialize, the ACA or any such amendment may result in downward pressure on pharmaceutical reimbursement, which could negatively affect market
acceptance of new products. In addition, although the United States Supreme Court has upheld the constitutionality of most of the ACA, several states have
not implemented certain sections of the ACA, including 19 that have rejected the expansion of Medicaid eligibility for low income citizens, and some
members of the U.S. Congress are still working to repeal the ACA. More recently, President Trump is seeking to repeal or replace all or portions of the ACA
but to date they have been unable to agree on any such legislation. While Congress has not passed repeal legislation, the Tax Cuts and Jobs Act of 2017
includes a provision repealing the tax-based shared responsibility payment imposed by the ACA on certain individuals who fail to maintain qualifying
health coverage for all or part of a year that is commonly referred to as the “individual mandate”. On December 14, 2018, a U.S. District Court Judge in the
Northern District of Texas, ruled that the individual mandate is a critical and inseverable feature of the ACA, and therefore, because it was repealed as part of
the Tax Act, the remaining provisions of the ACA are invalid as well. While the Trump Administration and CMS have both stated that the ruling will have no
immediate effect, it is unclear how this decision, subsequent appeals, if any, and other efforts to repeal and replace the ACA will impact the ACA and our
business. Congress may consider other legislation to repeal or replace elements of the ACA in the future. We cannot predict what legislation, if any, to repeal
or replace the ACA will become law, or what impact any such legislation may have on our product candidate.
If our product candidate becomes subject to recall it could harm our reputation, business and financial results.
The FDA and similar foreign governmental authorities have the authority to require the recall of commercialized products in the event of material
deficiencies or defects in design, manufacture or labeling. In the case of the FDA, the authority to require a recall must be based on an FDA finding that there
is a reasonable probability that the product would cause serious injury or death. In addition, foreign governmental bodies have the authority to require the
recall of our product in the event of material deficiencies or defects in design or manufacture. Manufacturers may, under their own initiative, recall a product
if any material deficiency in a product is found. A government-mandated or voluntary recall by us could occur as a result of component failures,
manufacturing errors, design or labeling defects or other deficiencies and issues. Recalls of any of our product candidates would divert managerial and
financial resources and have an adverse effect on our financial condition and results of operations. The FDA requires that certain classifications of recalls be
reported to the FDA within 10 working days after the recall is initiated. Companies are required to maintain records of recalls, even if they are not reportable
to the FDA. We may initiate voluntary recalls involving our product candidate in the future that we determine do not require notification of the FDA. If the
FDA disagrees with our determinations, we could be required to report those actions as recalls. A recall announcement could harm our reputation with
customers and negatively affect our sales. In addition, the FDA could take enforcement action for failing to report the recalls when they were conducted.
Governments outside the United States may impose strict price controls, which may adversely affect our revenue, if any.
In some countries, particularly in the European Union, the pricing of prescription pharmaceuticals is subject to governmental control. In these
countries, pricing negotiations with governmental authorities can take considerable time after the receipt of marketing approval for a product. To obtain
coverage and reimbursement or pricing approval in some countries, we may be required to conduct a clinical trial that compares the cost-effectiveness of our
product candidate to other available therapies. If reimbursement for our product candidate is unavailable or limited in scope or amount, or if pricing is set at
unsatisfactory levels, our business could be harmed, possibly materially.
The U.S. tax reform bill passed in 2017 could adversely affect our business and financial condition.
Legislation or other changes in tax laws could lead to or increase our tax liability and adversely affect our after-tax profitability. For example, The Tax
Cuts and Jobs Act (the "Tax Act") was enacted in the United States on December 22,
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2017. Given our valuation allowance position, the Tax Act is not expected to have a significant impact on our effective tax rate, cash tax expenses or net
deferred tax assets. The Tax Act, among other things, contains significant changes to corporate taxation, including reduction of the corporate tax rate from a
top marginal rate of 35% to a flat rate of 21%; limitation of the tax deduction for interest expense to 30% of adjusted earnings (except for certain small
businesses); limitation of the deduction of net operating losses generated in tax years beginning after December 31, 2017 to 80% of taxable income,
indefinite carryforward of net operating losses generated in tax years after 2018 and elimination of net operating loss carrybacks; mandatory capitalization of
research and development expenses beginning in 2022; immediate deductions for certain new investments instead of deductions for depreciation expense
over time; further deduction limits on executive compensation; and modifying, repealing and creating many other business deductions and credits. The Tax
Act may have significant impacts in future periods and our business and financial condition could be adversely affected. The future impact of the Tax Act on
holders of our common stock is also uncertain and could be adverse.
Our ability to utilize our net operating loss carryforwards and certain other tax attributes may be limited.
Under Sections 382 and 383 of the Internal Revenue Code of 1986, as amended, if a corporation undergoes an “ownership change” (generally defined
as a greater than 50 percentage point change (by value) in the ownership of its equity by certain significant stockholders over a rolling three-year period), the
corporation’s ability to use its pre-change net operating loss carryforwards and certain other pre-change tax attributes to offset its post-change income or tax
liability may be limited. We have experienced such ownership changes in the past (and derecognized certain deferred tax assets as of December 31, 2018 in
connection with ownership changes we determined had occurred prior to such date), and we may experience ownership changes in the future as a result of
future offerings and/or subsequent shifts in our stock ownership, some of which may be outside our control. Because our ability to use our net operating loss
carryforwards and other tax attributes is limited by ownership changes, we may be unable to utilize a material portion of our net operating losses and other
tax attributes.

RISKS RELATED TO EMPLOYEE MATTERS, OUR OPERATIONS AND MANAGING GROWTH
We may enter into or seek to enter into business partnerships, combinations and/or acquisitions which may be difficult to integrate, disrupt our business,
divert management attention or dilute stockholder value.
We may enter into business partnerships, combinations and/or acquisitions. We have limited experience in making acquisitions, which are typically
accompanied by a number of risks, including:
•

the difficulty of integrating the operations and personnel of the acquired companies;

•

the potential disruption of our ongoing business and distraction of management;

•

potential unknown liabilities and expenses;

•

the failure to achieve the expected benefits of the combination or acquisition;

•

the maintenance of acceptable standards, controls, procedures and policies; and

•

the impairment of relationships with employees as a result of any integration of new management and other personnel.

If we are not successful in completing acquisitions that we may pursue in the future, we would be required to reevaluate our business strategy and we
may have incurred substantial expenses and devoted significant management time and resources in seeking to complete the acquisitions. In addition, we
could use substantial portions of our available cash as all or a portion of the purchase price, or we could issue additional securities as consideration for these
acquisitions, which could cause our stockholders to suffer significant dilution.
We rely on key executive officers and their knowledge of our business and technical expertise would be difficult to replace.
We are highly dependent on our chief executive officer and our chief financial officer. We do not have “key person” life insurance policies for any of
our officers. The loss of the technical knowledge and management and industry expertise of any of our key personnel could result in delays in product
development and diversion of management resources, which could have a material adverse effect on our business, financial condition and results of
operations.
If we are unable to hire additional qualified personnel, our ability to grow our business may be harmed.
We will need to hire additional qualified personnel with expertise in preclinical testing, clinical research and testing, government regulation,
formulation and manufacturing and sales and marketing. We compete for qualified individuals with numerous biopharmaceutical companies, universities and
other research institutions. Competition for such individuals is intense, and we cannot be certain that our search for such personnel will be successful.
Attracting and retaining qualified personnel will be critical to our success.
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Our employees may engage in misconduct or other improper activities, including non-compliance with regulatory standards and requirements.
We are exposed to the risk of employee fraud or other misconduct. Misconduct by employees could include intentional failures to comply with FDA
regulations, to provide accurate information to the FDA, to comply with manufacturing standards we have established, to comply with federal and state
healthcare fraud and abuse laws and regulations, to report financial information or data accurately or to disclose unauthorized activities to us. In particular,
sales, marketing and business arrangements in the healthcare industry are subject to extensive laws and regulations intended to prevent fraud, kickbacks, selfdealing and other abusive practices. These laws and regulations may restrict or prohibit a wide range of pricing, discounting, marketing and promotion, sales
commission, customer incentive programs and other business arrangements. Employee misconduct could also involve the improper use of individually
identifiable information, including, without limitation, information obtained in the course of clinical trials, which could result in regulatory sanctions and
serious harm to our reputation. We have adopted a code of business conduct and ethics, but it is not always possible to identify and deter employee
misconduct, and the precautions we take to detect and prevent improper activities 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 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, including the imposition of significant fines or other sanctions, including civil, criminal or administrative.
We may not successfully manage our growth.
Our success will depend upon the effective management of our growth, which will place a significant strain on our management and on administrative,
operational and financial resources. To manage this growth, we may be required to expand our facilities, augment our operational, financial and management
systems and hire and train additional qualified personnel. Our inability to manage this growth could have a material adverse effect on our business, financial
condition and results of operations.
Our business and operations would suffer in the event of computer system failures or security breaches.
Despite the implementation of security measures, our internal computer systems, and those of our CROs and other third parties on which we rely, are
vulnerable to damage from computer viruses, unauthorized access, natural disasters, fire, terrorism, war and telecommunication and electrical failures. If such
an event were to occur and cause interruptions in our operations, it could result in a material disruption of our development and manufacturing programs. For
example, the loss of clinical trial data from completed, ongoing or planned clinical trials could result in delays in our regulatory approval efforts and
significantly increase our costs to recover or reproduce the data. To the extent that any disruption or security breach results in a loss of or damage to our data
or applications, or inappropriate disclosure of confidential or proprietary information, we could incur liability and development of our product candidate
could be delayed.
Risks associated with use of our company-wide enterprise resource planning (“ERP”) system may adversely affect our business and results of operations or
the effectiveness of internal control over financial reporting.
We completed the implementation of a company-wide ERP system in the first fiscal quarter of 2019 to handle the business and financial processes
within our operations and corporate functions. To reap the benefits of our ERP system, we were required to change certain business and financial processes.
Our business and results of operations may be adversely affected if we experience operating problems or cost overruns following the implementation process,
or if the systems and the associated process changes do not give rise to the benefits that we expect. If we do not effectively maintain or integrate the ERP
system as planned or if the systems do not operate as intended, it may adversely affect our ability to manage and run our business operations, file reports with
the SEC in a timely manner, and/or otherwise affect our internal control environment. Any of these consequences could have an adverse effect on our results
of operations and financial condition.
Failure in our information technology systems, including by cybersecurity attacks or other data security incidents, could significantly disrupt our
operations.
Our operations depend, in part, on the continued performance of our information technology systems. Our information technology systems are
potentially vulnerable to physical or electronic break-ins, computer viruses and similar disruptions. Failure of our information technology systems could
adversely affect our business, profitability and financial condition. Although we have information technology security systems, a successful
cybersecurity attack or other data security incident could result in the misappropriation and/or loss of confidential or personal information, create system
interruptions, or deploy malicious software that attacks our systems. It is possible that a cybersecurity attack might not be noticed for some period of time.
The occurrence of a cybersecurity attack or incident could result in business interruptions from the disruption of our information technology systems, or
negative publicity resulting in reputational damage with our shareholders and other stakeholders and/or increased costs to prevent, respond to or mitigate
cybersecurity events. In addition, the unauthorized dissemination of sensitive personal information
55

Table of Contents
or proprietary or confidential information could expose us or other third parties to regulatory fines or penalties, litigation and potential liability, or otherwise
harm our business.
RISKS RELATING TO AN INVESTMENT IN OUR COMMON STOCK
The trading price of our common stock has been volatile with substantial price fluctuations on heavy volume, which could result in substantial losses for
purchasers of our common stock and existing stockholders.
Our stock price has been and, in the future, may be subject to substantial volatility. During the period from January 2, 2018 through June 30, 2019, for
example, our stock has traded in a range with a low of $1.85 and a high of $25.70. The stock market in general and the market for biopharmaceutical
companies in particular have experienced extreme volatility that has often been unrelated to the operating performance of particular companies. We do not,
for example, have any explanations for the volatility in our stock price or the heavy volume of trading (on some days exceeding six times the number of
shares outstanding) that occurred in our common stock in February and March of 2019. As a result of this volatility, investors may not be able to sell their
common stock at or above the price paid for the shares. The market price for our common stock may be influenced by many factors, including:
•

announcements relating to development, regulatory approvals or commercialization of our product candidates or those of competitors;

•

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

•

announcements by us or our competitors of significant strategic partnerships or collaborations or terminations of such arrangements;

•

actual or anticipated variations in our operating results;

•

changes in financial estimates by us or by any securities analysts who might cover our stock;

•

conditions or trends in our industry;

•

changes in laws or other regulatory actions affecting us or our industry;

•

stock market price and volume fluctuations of comparable companies and, in particular, those that operate in the biopharmaceutical industry;

•

announcements of investigations or regulatory scrutiny of our operations or lawsuits filed against us;

•

capital commitments;

•

investors’ general perception of our company and our business;

•

disputes concerning our intellectual property or other proprietary rights;

•

recruitment or departure of key personnel; and

•

sales of our common stock, including sales by our directors and officers or specific stockholders.

In the past, stockholders have initiated class action lawsuits against pharmaceutical and biotechnology companies following periods of volatility in the
market prices of these companies’ stock. Such litigation, if instituted against us, could cause us to incur substantial costs and divert management’s attention
and resources from our business.
If we are unable to maintain listing of our securities on the Nasdaq Capital Market or another reputable stock exchange, it may be more difficult for our
stockholders to sell their securities.
Nasdaq requires listing issuers to comply with certain standards in order to remain listed on its exchange. If, for any reason, Nasdaq should delist our
securities from trading on its exchange and we are unable to obtain listing on another reputable national securities exchange, a reduction in some or all of the
following may occur, each of which could materially adversely affect our stockholders:
•
•

the liquidity of our common stock;
the market price of our common stock;

•

our ability to obtain financing for the continuation of our operations;

•

the number of institutional and general investors that will consider investing in our common stock;

•

the number of market makers in our common stock;
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•

the availability of information concerning the trading prices and volume of our common stock; and

•

the number of broker-dealers willing to execute trades in shares of our common stock.

Substantial future sales of shares by existing stockholders, or the perception that such sales may occur, could cause our stock price to decline.
If our existing stockholders, particularly our directors and executive officers, are perceived by the public market as intending to sell substantial
amounts of our common stock, the trading price of our common stock could decline significantly. Sales of a substantial number of shares of our common
stock in the public market, or the perception that these sales might occur may reduce the prevailing 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. In addition, certain holders of our common stock and warrants to
purchase our common stock are entitled to rights with respect to the registration of their shares under the Securities Act of 1933, as amended (“Securities
Act”). As long as the registration statements covering the resale of such shares remain in effect, such shares shall be freely tradable without restriction under
the Securities Act, except for shares held by affiliates, as defined in Rule 144 under the Securities Act. Any sales of securities by existing stockholders could
have a material adverse effect on the market price of our common stock.
If equity research analysts do not publish research or reports, or publish unfavorable research or reports about us, our business or our market, our stock
price and trading volume could decline.
The trading market for our common stock depends in part on the research and reports that securities and industry analysts publish about us or our
business. If one or more of the analysts who covers us downgrades our stock or publishes unfavorable research about our business, or if our clinical trials or
operating results fail to meet the analysts’ expectations, our stock price would likely decline. If one or more of these analysts ceases coverage of our company
or fails to publish reports on us regularly, demand for our stock could decrease, which could cause our stock price and trading volume to decline.
Requirements associated with being a public reporting company will continue to increase our costs significantly, as well as divert significant company
resources and management attention.
We have only been subject to the reporting requirements of the Securities Exchange Act of 1934, as amended (“Exchange Act”) and the other rules and
regulations of the SEC since January 2015. We are working with our legal, independent accounting, and financial advisors to identify those areas in which
changes should be made to our financial and management control systems to manage our growth and our obligations as a public reporting company. These
areas include corporate governance, corporate control, disclosure controls and procedures, and financial reporting and accounting systems. We have made,
and will continue to make, changes in these and other areas. Compliance with the various reporting and other requirements applicable to public reporting
companies will require considerable time, attention of management, and financial resources.
Further, the listing requirements of the Nasdaq Capital Market require that we satisfy certain corporate governance requirements relating to director
independence, stockholder meetings, approvals and voting, soliciting proxies, conflicts of interest and a code of conduct. Our management and other
personnel will need to devote a substantial amount of time and financial resources to ensure that we comply with all of these requirements. These reporting
and corporate governance requirements, coupled with the increase in potential litigation exposure associated with being a public company, could also make
it more difficult for us to attract and retain qualified persons to serve on our board of directors or board committees or to serve as executive officers, or to
obtain certain types of insurance, including directors’ and officers’ insurance, on acceptable terms.
Any changes we make to comply with these obligations may not be sufficient to allow us to satisfy our obligations as a public company on a timely
basis, or at all.
We do not currently intend to pay cash dividends on our common stock and, consequently, your ability to achieve a return on your investment will depend
on appreciation in the price of our common stock.
We have never declared or paid any cash dividends on our common stock, and we currently intend to retain future earnings, if any, to fund the
development and growth of our business. Additionally, our existing debt agreements contain covenants that restrict our ability to pay dividends. Therefore,
we do not expect to declare or pay any dividends on our common stock for the foreseeable future. As a result, your ability to receive a return on an investment
in our common stock will depend on any future appreciation in the market value of our common stock. There is no guarantee that our common stock will
appreciate or even maintain the price at which you purchased it.
Our principal stockholders and management own a significant percentage of our stock and will be able to influence matters subject to stockholder
approval.
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Our directors, executive officers, and the holders of more than 5% of our common stock together with their affiliates beneficially own a significant
number of shares of our common stock. These stockholders will have the ability to influence us through this ownership position. For example, these
stockholders may be able to influence elections of directors, amendments of our organizational documents, or approvals of any merger, sale of assets or other
major corporate transaction. Some stockholders may have shortened time horizons for their desired returns and may attempt to influence the Company's
strategy, including internal and external influences. This may prevent or discourage unsolicited acquisition proposals or offers for our common stock that
you may feel are in your best interest as one of our stockholders.
If we fail to maintain proper and effective internal controls, our ability to produce accurate financial statements on a timely basis could be impaired.
We are subject to the reporting requirements of the Exchange Act, certain provisions of the Sarbanes-Oxley Act and the rules and regulations of the
Nasdaq Capital Market. The Sarbanes-Oxley Act requires, among other things, that we maintain effective disclosure controls and procedures and internal
controls over financial reporting.
If we are not able to comply with the requirements of Section 404 of the Sarbanes-Oxley Act in a timely manner, or if we are unable to maintain proper
and effective internal controls, we may not be able to produce timely and accurate financial statements. If that were to happen, the market price of our stock
could decline, and we could be subject to sanctions or investigations by Nasdaq, the SEC or other regulatory authorities.
Our disclosure controls and procedures may not be effective to ensure that we make all required disclosures.
As a public reporting company, we are subject to the periodic reporting requirements of the Exchange Act. Our disclosure controls and procedures are
designed to reasonably assure that information required to be disclosed by us in reports we file or submit under the Exchange Act is accumulated and
communicated to management, recorded, processed, summarized and reported within the time periods specified in the rules and forms of the SEC. We believe
that any disclosure controls and procedures or internal controls and procedures, no matter how well conceived and operated, can provide only reasonable, not
absolute, assurance that the objectives of the control system are met.
These inherent limitations include the realities that judgments in decision-making can be faulty, and that breakdowns can occur because of simple error
or mistake. Additionally, controls can be circumvented by the individual acts of some persons, by collusion of two or more people or by an unauthorized
override of the controls. Accordingly, because of the inherent limitations in our control system, misstatements or insufficient disclosures due to error or fraud
may occur and not be detected.
Anti-takeover provisions in our amended and restated certificate of incorporation and amended and restated bylaws, as well as provisions in Delaware
law, might discourage, delay or prevent a change of control of our company or changes in our management and, therefore, depress the trading price of our
common stock.
Our amended and restated certificate of incorporation, amended and restated bylaws and Delaware law contain provisions that could have the effect of
rendering more difficult or discouraging an acquisition deemed undesirable by our board of directors. Our corporate governance documents include
provisions:
•

providing for three classes of directors with the term of office of one class expiring each year, commonly referred to as a staggered board;

•

authorizing blank check preferred stock, which could be issued with voting, liquidation, dividend and other rights superior to our common stock;

•

limiting the liability of, and providing indemnification to, our directors;

•

limiting the ability of our stockholders to call and bring business before special meetings and to take action by written consent in lieu of a
meeting;

•

requiring advance notice of stockholder proposals for business to be conducted at meetings of our stockholders and for nominations of
candidates for election to our board of directors;

•

controlling the procedures for the conduct and scheduling of board and stockholder meetings;

•

limiting the determination of the number of directors on our board and the filling of vacancies or newly created seats on the board to our board of
directors then in office; and

•

providing that directors may be removed by stockholders only for cause.

These provisions, alone or together, could delay hostile takeovers and changes in control or changes in our management.
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As a Delaware corporation, we are also subject to provisions of Delaware law, including Section 203 of the Delaware General Corporation law, which
prohibits a publicly-held Delaware corporation from engaging in a business combination with an interested stockholder, generally a person which together
with its affiliates owns, or within the last three years has owned, 15% of our voting stock, for a period of three years after the date of the transaction in which
the person became an interested stockholder, unless the business combination is approved in a prescribed manner.
The existence of the foregoing provisions and anti-takeover measures could limit the price that investors might be willing to pay in the future for shares
of our common stock. They could also deter potential acquirers of our company, thereby reducing the likelihood that our stockholders could receive a
premium for their common stock in an acquisition.
We are an “emerging growth company,” and as a result of the reduced disclosure and governance requirements applicable to emerging growth companies,
our common stock may be less attractive to investors.
We are an “emerging growth company” as defined in the Jumpstart Our Business Startups Act of 2012 ("JOBS Act"), and we intend to take advantage of
some of the exemptions from reporting requirements that are applicable to other public companies that are not emerging growth companies, including:
•

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;

•

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

•

not being required to hold a non-binding advisory vote on executive compensation or obtain stockholder approval of any golden parachute
payments not previously approved.

We cannot predict whether investors will find our common stock less attractive because we will rely on these exemptions. If some investors find our
common stock less attractive as a result, there may be a less active trading market for our common stock and our stock price may be more volatile. We may
take advantage of these reporting exemptions until we are no longer an emerging growth company. We will remain an emerging growth company until the
earliest of (i) the end of the fiscal year in which the market value of our common stock that is held by non-affiliates exceeds $700 million as of the end of the
second fiscal quarter, (ii) the end of the fiscal year in which we have total annual gross revenue of $1.07 billion or more during such fiscal year, (iii) the date
on which we issue more than $1 billion in non-convertible debt in a three-year period or (iv) December 31, 2020, the end of the fiscal year following the fifth
anniversary of the first sale of our common equity securities pursuant to an effective registration statement filed under the Securities Act.
Under Section 107(b) of the JOBS Act, emerging growth companies can delay adopting new or revised accounting standards until such time as those
standards apply to private companies. We have irrevocably elected not to avail ourselves of this exemption from new or revised accounting standards and,
therefore, we will be subject to the same new or revised accounting standards as other public companies that are not emerging growth companies.

Item 2.

Unregistered Sales of Equity Securities and Use of Proceeds

None.
Item 3.

Defaults Upon Senior Securities

None.
Item 4.

Mine Safety Disclosures

Not Applicable.
Item 5.

Other Information
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Item 6.

Exhibits

Exhibit
number

Description

10.1†

Master Lease Agreement, dated September 25, 2018, with Trinity Capital Fund III, L.P., as amended, together with Equipment Schedule
No. 1-1, dated September 25, 2018, Equipment Schedule No. 1-2, dated December 11, 2018, and Equipment Schedule No. 1-3, dated June
6, 2019.

31.1†

Certification of Principal Executive Officer pursuant to Rule 13a-14(a) or Rule 15d-14(a) of the Securities Exchange Act of 1934, as
adopted pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.

31.2†

Certification of Principal Financial Officer pursuant to Rule 13a-14(a) or Rule 15d-14(a) of the Securities Exchange Act of 1934, as
adopted pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.

32.1†*

Certification of Principal Executive Officer and 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 XBRL

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

†
*

Filed herewith
Exhibit 32.1 is being furnished and shall not be deemed to be “filed” for purposes of Section 18 of the Securities Exchange Act of 1934, as amended
(the “Exchange Act”), or otherwise subject to the liability of that section, nor shall such exhibit be deemed to be incorporated by reference in any
registration statement or other document filed under the Securities Act of 1933, as amended, or the Exchange Act, except as otherwise specifically
stated in such filing.
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SIGNATURES
Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the undersigned
thereunto duly authorized.
Zosano Pharma Corporation
(Registrant)

Dated: August 14, 2019

/s/ John Walker
John Walker
Chief Executive Officer
(Principal Executive Officer)
/s/ Gregory Kitchener
Gregory Kitchener
Chief Financial Officer
(Principal Financial and Accounting Officer)
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Exhibit 10.1
TRINITY CAPITAL FUND III, L.P.

MASTER LEASE AGREEMENT
THIS MASTER LEASE AGREEMENT (this "Agreement") is made as of September 25, 2018, between TRINITY CAPITAL FUND III, L.P.,
a Delaware limited partnership ("Lessor") and ZOSANO PHARMA CORPORATION ("Lessee").
Lessee desires to lease from Lessor the equipment and other property (the "Equipment") described in each Equipment Schedule executed
pursuant to this Lease (each, a "Schedule”) incorporating by reference the terms and conditions of this Lease. Each Schedule identified as
being part of this Agreement incorporates the terms of this Agreement and constitutes a separate lease agreement and is referred to herein as
the “Lease.” Certain definitions and construction of certain of the terms used in this Lease are provided in Section 19 hereof.
For good and valuable consideration, the receipt and sufficiency of which are hereby acknowledged, the parties to this Lease agree as
follows:
(a) 1.
AGREEMENT TO LEASE; TERM. Subject to the terms of this Agreement, Lessor has agreed to make available to Lessee lease
financing in the aggregate amount of $14,000,000 (the “Commitment Amount”) for the period from the date hereof through the earliest to
occur of (i) March 30, 2020, (ii) the date of any Default or Event of Default, and (iii) the occurrence of an Event of Default that continues
(such date, the “Expiration Date”). Subject to the conditions precedent set forth in Section 5 herein, (x) on the date hereof, the initial
agreement of Lessor to purchase and lease any Equipment under a Schedule shall be for Equipment with a Total Cost of not less than
$5,000,000; and (y) for the period beginning on October 1, 2018 and ending on the Expiration Date any agreement of Lessor to purchase
and lease any Equipment under a Schedule shall be, in each instance, for Equipment with a Total Cost of not less than $500,000.
Notwithstanding anything to the contrary contained herein, in any other Lease Document, or in the Confidential Proposal by and between
Lessor and Lessee dated August 9, 2018, Lessor shall not be obligated to enter into any Schedule (1) after the Expiration Date, (2) in
excess of the Commitment Amount, or (3) at any time that an Event of Default has occurred and is continuing hereunder or under any
other Lease Document. On the Expiration Date, Lessee shall pay Lessor a fee equal to 3.0% of the difference between the Commitment
Amount and the aggregate Total Cost of the Equipment leased hereunder.
(b) This Agreement is effective as of the date specified above. By entering into a Schedule, Lessor leases the Equipment described therein
to Lessee, and Lessee leases such Equipment from Lessor, in each case, subject to the terms and conditions in this Lease, each
Schedule, each Security Agreement and all of the other documents and agreements executed in connection herewith (collectively, the
"Lease Documents"). Each Schedule, incorporating the terms and conditions of this Lease, will constitute a separate instrument of
lease. The term of lease with respect to each item of Equipment leased under a Schedule shall commence on the date of execution of
such Schedule and accompanying Security Agreement and continue for the term provided in that Schedule. The monthly rent factor with
respect to each Schedule will be fixed on the commencement date for such Schedule, which will be determined by Lessor indexing the
Prime Lending Rate as reported in the Wall Street Journal on the first day of the month in which a Schedule is executed against (5.0%)
(which was the Prime Lending Rate at the time the monthly rent factors described above were set). With respect to any new Schedule
executed by Lessee from or after the date of the increase in the Prime Lending Rate, the monthly rent factors described above will be
increased by the increase in the implied interest rate underlying such monthly rent factor to the extent of any increase in the Prime
Lending Rate. By way of example only, if the Prime Lending Rate is 6.0% on the date of execution of a Schedule, the implied lending
rate will be increased by one percentage point and the monthly rent factors will be adjusted accordingly. Any drop in the Prime Lending
Rate shall not cause a corresponding drop in the monthly rent factors from those described above. This Lease is not cancellable or
terminable by Lessee for the term set forth in each Schedule.
2.

RENT. Lessee shall pay Lessor (a) the rental installments ("Basic Rent") as and when specified in each

Schedule, without demand, and (b) all of the other amounts payable in accordance with this Lease, such Schedule and/or any of the other Lease
Documents ("Other Payments", and together with the Basic Rent, collectively, the "Rent") . Upon Lessee's execution thereof, the related
Schedule shall constitute a non-cancelable net lease, and Lessee's obligation to pay Rent, and otherwise to perform its obligations under or with
respect to such Schedule and all of the other Lease Documents, are and shall be absolute and unconditional and shall not be affected by any
circumstances whatsoever, including any right of setoff, counterclaim, recoupment, deduction, defense or other right which Lessee may have
against Lessor, the manufacturer or vendor of the Equipment (the "Suppliers"), or anyone else, for any reason whatsoever (each, an
"Abatement"). Lessee agrees that all Rent shall be paid in accordance with Lessor's or Assignee's written direction. Time is of the essence. If
any Rent is not paid within five (5) days of the due date, Lessor may collect, and Lessee agrees to pay a late charge (accruing at the "Late
Charge Rate" specified in the related Schedule) with respect to the amount in arrears for the period such amount remains unpaid (the "Late
Charge"). The assessment of a Late Charge shall be in addition to, and not in lieu of, Lessor’s imposition of a default rate (accruing at the
"Default Rate" specified in the related Schedule) with respect to the unpaid and accelerated balance due hereunder.
3. REPRESENTATIONS, WARRANTIES AND AGREEMENTS OF LESSEE. Lessee represents, warrants and agrees that, as of the effective
date of this Lease and of each Schedule: (a) Lessee has the form of business organization indicated, and is and will remain duly organized and
existing in good standing under the laws of the state specified, under Lessee's signature and, except where failure to be so qualified could not
reasonably be expected to result in a Material Adverse Effect, is duly qualified to do business wherever necessary to perform its obligations
under the Lease Documents, including each jurisdiction in which the Equipment is or will be located. Lessee's legal name is as shown in the
preamble of this Lease; and Lessee's Federal Employer Identification Number and organizational number are as set forth under Lessee's
signature. Within the previous six (6) years, Lessee has not changed its name, done business under any other name, or merged or been the
surviving entity of any merger, except as disclosed to Lessor in writing. (b) The Lease Documents have been duly authorized by all necessary
action consistent with Lessee's form of organization, do not require the approval of, or giving notice to, any governmental authority, do not
contravene or constitute a default under any applicable law, Lessee's organizational documents, or any material agreement, indenture, or other
instrument to which Lessee is a party or by which it may be bound, and constitute legal, valid and binding obligations of Lessee enforceable
against Lessee, in accordance with the terms thereof. (c) There are no pending actions or proceedings to which Lessee is a party, and there are
no other pending or threatened actions or proceedings of which Lessee has knowledge, before any court, arbitrator or administrative agency, in
each case which, either individually or in the aggregate, would have a Material Adverse Effect. As used herein, "Material Adverse Effect" shall
mean (i) a materially adverse effect on the business, financial condition, operations, performance or properties of Lessee, or (ii) a material
impairment of the ability of Lessee to perform its obligations under or remain in compliance with such Schedule or any of the other Lease
Documents. Further, Lessee is not in default under any financial or other material agreement that, either individually, or in the aggregate, would
have the same such effect. (d) All of the Equipment covered by such Schedule is located solely in the jurisdiction(s) specified in such Schedule.
(e) Under the applicable laws of each such jurisdiction, such Equipment consists (and shall continue to consist) solely of personal property and
not fixtures. Such Equipment is removable from and is not essential to the premises at which it is located. (f) The financial statements of Lessee
(copies of which have been furnished to Lessor) have been prepared in accordance with generally accepted accounting principles consistently
applied ("GAAP"), and fairly present Lessee's financial condition and the results of its operations as of the date of and for the period covered by
such statements, and since the date of such statements there has been no material adverse change in such conditions or operations. (g) With
respect to any Collateral, Lessee has good title to, rights in, and/or power to transfer all of the same. (h) No Supplier is an affiliate of Lessee. (i)
The Supply Contract (as such term is hereinafter defined) represents an arms' length transaction and the purchase price for the Equipment
specified therein is the amount obtainable in an arms' length transaction between a willing and informed buyer and a willing and informed seller
under no compulsion to sell. Lessee further waives any and all rights and remedies conferred by UCC 2A-508 through 2A-522, including, but not
limited to, Lessee's right to (1) cancel or repudiate the Lease; (2) reject or revoke acceptance of the Equipment; (3) deduct from rental payments
all or any part of any claimed damages resulting from Lessor's default under the Lease; (4) recover from Lessor any general, special, incidental,
or consequential damages, for any reason whatsoever. Lessee further waives any and all rights, now or hereafter conferred by statute or
otherwise, that may require Lessor to sell, re-lease, or otherwise use or dispose of the Equipment in mitigation of Lessor's damages or that may
otherwise limit or modify any of Lessor's rights or remedies hereunder.
4. FURTHER ASSURANCES AND OTHER COVENANTS. Lessee agrees as follows: (a) Lessee will furnish Lessor with (1) Lessee's balance
sheet, statement of income and statement of retained earnings, prepared in accordance

with GAAP, certified by a recognized public accounting firm acceptable to Lessor, within one hundred eighty (180) days of the close of each
fiscal year of Lessee, (2) at Lessor’s request, Lessee’s monthly financial report certified by the chief financial officer of Lessee, within thirty (30)
days of the close of each fiscal month of Lessee, which will be in accordance with GAAP (except that the unaudited financial statements may
not contain all footnotes required by GAAP), (3) within forty-five (45) days after the end of each fiscal quarter, (x) a copy of Borrower’s unaudited
financial statements pertaining to the results of operations for the fiscal quarter then ended and certified as true and correct by Borrower’s chief
operating officer or chief financial officer, consisting of a consolidated balance sheet, income statement and cash flow statement, prepared in
accordance with GAAP and (y) forward looking financial projections, prepared on a quarterly basis, and covering a time period of no less than four
(4) quarters; (4) all of Lessee’s Forms 10-K and 10-Q, if any, filed with the Securities and Exchange Commission (“SEC”) as and when filed, (5)
a complete and accurate listing of all Equipment which includes its then current location within thirty (30) days of request by Lessor, and (6) a list
of Lessee’s fixed assets within thirty (30) days of the end of each fiscal quarter of Lessee. Any documents required to be delivered to Lessor
hereunder may be deemed delivered to Lessee electronically and if so furnished, shall be deemed to have been furnished on the date on which
Lessee posts such documents with the SEC, or provides a link thereto, on Lessee’s website on the internet at Lessee’s website address. (b)
Lessee shall obtain and deliver to Lessor and/or promptly execute or otherwise authenticate any documents, filings, waivers (including any
landlord and mortgagee waivers), releases and other records, and will take such further action as Lessor may reasonably request in furtherance
of Lessor's rights under any of the Lease Documents. Lessee irrevocably authorizes Lessor to file UCC financing statements ("UCCs"), and other
filings with respect to the Equipment or any Collateral. Without Lessor's prior written consent, Lessee agrees not to file any corrective or
termination statements or partial releases with respect to any UCCs filed by Lessor pursuant to this Lease. (c) Lessee shall provide written notice
to Lessor within thirty (30) days prior to any change in Lessee's name or jurisdiction or form of organization, promptly upon the occurrence of any
Event of Default (as defined in Section 15) and/or promptly upon Lessee becoming aware of any alleged violation of applicable law relating to the
Equipment or this Lease. (d) LESSEE acknowledges that LESSOR is a SMALL BUSINESS INVESTMENT COMPANY as organized under the
SMALL BUSINESS INVESTMENT COMPANY ACT of 1958. LESSEE agrees to cooperate with LESSOR in fulfilling the requirements for
compliance under the SBIC program, which includes providing SBA-specific information as requested from time to time by the SBA via LESSOR.
5 . CONDITIONS PRECEDENT. Lessor's agreement to purchase and lease any Equipment under a Schedule, is conditioned upon Lessor's
determination that all of the following have been satisfied: (a) Lessor having received the following, in form and substance reasonably satisfactory
to Lessor: (1) evidence as to due compliance with the insurance provisions of Section 11; (2) lien searches in the jurisdiction of Lessee's
organization, and wherever else Lessor deems appropriate; (3) UCCs, real property waivers and all other filings required by Lessor; (4) a
certificate of an appropriate Officer of Lessee certifying: (A) resolutions duly authorizing the transactions contemplated in the applicable Lease
Documents, and (B) the incumbency and signature of the officers of Lessee authorized to execute such documents; (5) [reserved]; (6) duly
executed copies of the applicable Schedule, and counterpart originals of all other Lease Documents; (7) all purchase documents pertaining to the
Equipment (collectively, the "Supply Contract"); (8) good standing certificates from the jurisdiction of Lessee's organization and the location of
the Equipment, and evidence of Lessee's organizational number; and (9) such other documents, agreements, instruments, certificates, opinions,
and assurances, as Lessor reasonably may require. (b) All representations and warranties provided by Lessee in favor of Lessor in any of the
Lease Documents shall be true and correct on the effective date of the related Schedule (Lessee's execution and delivery of the Schedule shall
constitute Lessee's acknowledgment of the same). (c) There shall be no default or Event of Default under the Schedule or any other Lease
Documents. The Equipment shall have been delivered to and accepted by Lessee, as evidenced by the Schedule, and shall be in the condition
and repair required hereby; and on the effective date of such Schedule Lessor shall have received good title to the Equipment described therein,
free and clear of any claims, liens, attachments, rights of others and legal processes ("Liens").
6. ACCEPTANCE UNDER LEASE. Lessor hereby appoints Lessee as Lessor's agent for the sole purpose of accepting delivery of the Equipment
from the applicable Supplier. Upon delivery, Lessee shall inspect and, if conforming to the condition required by the applicable Supply Contract,
accept the Equipment and execute and deliver to Lessor a Schedule describing such Equipment. The Schedule will evidence Lessee's
unconditional and irrevocable acceptance under the Schedule of the Equipment described therein. However, if Lessee fails to accept delivery of
any item of the Equipment, or accepts such Equipment but fails to satisfy any or all of the other conditions set forth in Section 5, Lessor shall
have no obligation to purchase or lease such Equipment. In such event, Lessor's rights shall include, among other things, the right to demand
that Lessee (a) fully assume all obligations as purchaser of the Equipment, with the effect of causing Lessor to be released from any liability
relating thereto, (b) immediately

remit to Lessor an amount sufficient to reimburse it for all advance payments, costs, taxes or other charges paid or incurred with respect to the
Equipment (including any of such amounts paid by Lessor to any Supplier under the Supply Contract or as a reimbursement to Lessee), together
with interest at the Late Charge Rate accruing from the date or dates such amounts were paid by Lessor until indefeasibly repaid by Lessee in
full, and (c) take all other actions necessary to accomplish such assumption.
7. USE AND MAINTENANCE. (a) Lessee shall (1) use the Equipment solely in the continental United States and in the conduct of it business,
for the purpose for which the Equipment was designed, in a careful and proper manner, and shall not permanently discontinue use of the
Equipment; (2) operate, maintain, service and repair the Equipment, and maintain all records and other materials relating thereto, (A) in
accordance and consistent with (i) the applicable Supplier's recommendations and all maintenance and operating manuals or service agreements,
whenever furnished or entered into, including any subsequent amendments or replacements thereof, issued by any Supplier or service provider,
(ii) the requirements of all applicable insurance policies, (iii) the Supply Contract, so as to preserve all of Lessee's and Lessor's rights thereunder,
including all rights to any warranties, indemnities or other rights or remedies, (iv) all applicable laws, and (v) the prudent practice of other similar
companies in the same business as Lessee, but in any event, to no lesser standard than that employed by Lessee for comparable equipment
owned by or leased by it; and (B) without limiting the foregoing, so as to cause the Equipment to be in good repair and operating condition and in
at least the same condition as when delivered to Lessee hereunder, except for ordinary wear and tear resulting despite Lessee's full compliance
with the terms hereof; (3) provide written notice to Lessor not less than thirty (30) days after any change of the location of any Equipment (or the
location of the principal garage of any Equipment, to the extent that such Equipment is mobile equipment) as specified in the Schedule; and (4)
not attach or incorporate the Equipment to or in any other property in such a manner that the Equipment may be deemed to have become an
accession to or a part of such other property; (5) not allow any Hazardous Material (as hereafter defined) to be used, generated, released, stored,
disposed of or transported in, on or around the Equipment. (b) Within a reasonable time, Lessee will replace any parts of the Equipment which
become worn out, lost, destroyed, or damaged beyond repair or otherwise unfit for use, by new or reconditioned replacement parts which are free
and clear of all Liens and have a value, utility and remaining useful life at least equal to the parts replaced (assuming that they were in the
condition required by this Lease). Any modification or addition to the Equipment that is required by this Lease shall be made by Lessee. Title to
all such parts, modifications and additions to the Equipment immediately shall vest in Lessor, without any further action by Lessor or any other
person, and they shall be deemed incorporated in the Equipment for all purposes of the related Schedule. Unless replaced in accordance with this
Section, Lessee shall not remove any parts originally or from time to time attached to the Equipment, if such parts are essential to the operation
of the Equipment, are required by any other provision of this Lease or cannot be detached from the Equipment without materially interfering with
the operation of the Equipment or adversely affecting the value, utility and remaining useful life which the Equipment would have had without the
addition of such parts. Except as permitted in this Section, Lessee shall not make any material alterations to the Equipment. (c) Upon at least
five (5) business days’ notice (and no more than twice per year so long as no Event of Default has occurred and is continuing), Lessee shall
afford Lessor and/or its designated representatives access to the premises where the Equipment is located for the purpose of inspecting such
Equipment and all applicable maintenance or other records relating thereto at any reasonable time during normal business hours. If any material
discrepancies are found as they pertain to the general condition of the Equipment, Lessor will communicate these discrepancies to Lessee in
writing. Lessee shall then have thirty (30) days (as may be extended by Lessor in its reasonable discretion) to rectify these discrepancies at its
sole expense. Lessee shall pay all expenses of re-inspection by Lessor's appointed representative, if corrective measures were required.
8. DISCLAIMER; QUIET ENJOYMENT. THE EQUIPMENT IS LEASED HEREUNDER "AS IS, WHERE IS". LESSOR IS NOT A SUPPLIER,
AND LESSOR SHALL NOT BE DEEMED TO HAVE MADE, AND HEREBY DISCLAIMS, ANY REPRESENTATION OR WARRANTY, EITHER
EXPRESS OR IMPLIED, AS TO THE EQUIPMENT, INCLUDING ANY PART, OR ANY MATTER WHATSOEVER, INCLUDING, AS TO EACH
ITEM OF EQUIPMENT, ITS DESIGN, CONDITION, MERCHANTABILITY, FITNESS FOR ANY PARTICULAR PURPOSE, TITLE, ABSENCE
OF ANY PATENT, TRADEMARK OR COPYRIGHT INFRINGEMENT OR LATENT DEFECT (WHETHER OR NOT DISCOVERABLE BY
LESSEE), COMPLIANCE OF SUCH ITEM WITH ANY APPLICABLE LAW, CONFORMITY OF SUCH ITEM TO THE PROVISIONS AND
SPECIFICATIONS OF ANY PURCHASE DOCUMENT OR TO THE DESCRIPTION SET FORTH IN THE RELATED SCHEDULE OR ANY OF
THE OTHER LEASE DOCUMENTS, OR ANY INTERFERENCE OR INFRINGEMENT (EXCEPT AS EXPRESSLY PROVIDED IN SECTION
8(b)), OR ARISING FROM ANY COURSE OF DEALING OR USAGE OF TRADE, NOR SHALL LESSOR BE LIABLE, FOR ANY INDIRECT,
INCIDENTAL, SPECIAL OR CONSEQUENTIAL DAMAGES OR FOR STRICT OR ABSOLUTE LIABILITY IN TORT; AND LESSEE HEREBY
WAIVES ANY CLAIMS ARISING OUT OF ANY OF THE FOREGOING. Lessee has selected the Equipment and represents to Lessor that all of
the Equipment

is suitable for Lessee’s purposes. If Lessee has any claims regarding the Equipment or any other matter arising from Lessee’s relationship with
any Supplier, Lessee must make them against such Supplier. Without limiting the foregoing, Lessor will not be responsible to Lessee or any other
person with respect to, and Lessee agrees to bear sole responsibility for, any risk or other matter that is the subject of Lessor's disclaimer; and
Lessor's agreement to enter into this Lease and any Schedule is in reliance upon the freedom from and complete negation of liability or
responsibility for the matters so waived or disclaimed herein or covered by the indemnity in this Lease. So long as no Event of Default has
occurred, Lessee may exercise Lessor's rights, if any, under any warranty with respect to the Equipment. Lessee's exercise of such rights shall
be at its sole risk, shall not result in any prejudice to Lessor, and may be exercised only during the term of the related Schedule. Lessee shall not
attempt to enforce any such warranty by legal proceeding without Lessor's prior written approval. This provision survives termination and/or
expiration of the Lease.
9. FEES AND TAXES. Lessee agrees to: (a) (1) if permitted by law, file in Lessee's own name or on Lessor's behalf, directly with all appropriate
taxing authorities all declarations, returns, inventories and other documentation with respect to any personal property taxes (or any other taxes in
the nature of or imposed in lieu of property taxes) due or to become due with respect to the Equipment, and if not so permitted by law, to
promptly notify Lessor and provide it with all information required in order for Lessor to timely file all such declarations, returns, inventories, or
other documentation, and (2) pay on or before the date when due all such taxes assessed, billed or otherwise payable with respect to the
Equipment directly to the appropriate taxing authorities; (b) (1) pay when due as requested by Lessor, and (2) defend and indemnify Lessor on a
net after-tax basis against liability for all license and/or registration fees, assessments, and sales, use, property, excise, privilege, Federal
Highway Use, value added and other taxes or other charges or fees now or hereafter imposed by any governmental body or agency upon the
Equipment or with respect to the manufacture, shipment, purchase, ownership, delivery, installation, leasing, operation, possession, use, return,
or other disposition thereof or the Rent hereunder (other than taxes on or measured solely by the net income of Lessor); and (c) indemnify Lessor
against any penalties, charges, interest or costs imposed with respect to any items referred to in clauses (a) and (b) above (the items referred to
as clauses (a), (b), and (c) above being referred to herein as "Impositions"). Any Impositions which are not paid when due and which are paid by
Lessor shall, at Lessor's option, become immediately due from Lessee to Lessor.
10. TITLE; GRANTING CLAUSE. (a) Lessee and Lessor intend that: (1) each Schedule, incorporating by reference the terms of this Lease,
constitutes a true "lease" and a "finance lease" as such terms are defined in Article 2A of the Uniform Commercial Code and not a sale or
retention of a security interest; and (2) Lessor is and shall remain the owner of each item of Equipment (unless sold by Lessor pursuant to any
Lease Document), and Lessee shall not acquire any right, title or interest in or to such Equipment except the right to use it in accordance with the
terms of the related Schedule. (b) In order to secure the prompt payment of the Rent and all of the other amounts from time to time outstanding
with respect hereto and to each Schedule, and the performance and observance by Lessee of all of the provisions hereof and thereof and of all of
the other Lease Documents (other than any warrant or other equity instrument), Lessee hereby agrees to execute a security agreement in favor of
Lessor in the form of Exhibit A in conjunction with the execution of each Schedule (individually and collectively, and as each may be amended,
amended and restated, supplemented or otherwise modified from time to time, the “Security Agreement”) and collaterally assigns, grants, and
conveys to Lessor, a security interest in and lien on all of Lessee's right, title and interest in and to all of the following (whether now existing or
hereafter created, and including any other collateral described on any rider hereto; the "Collateral") : (1) the Equipment described in such
Schedule or otherwise covered thereby (including all inventory, fixtures or other property comprising the Equipment), together with all related
software (embedded therein or otherwise) and related general intangibles, all additions, attachments, accessories and accessions thereto whether
or not furnished by a Supplier; (2) all subleases, chattel paper, accounts, security deposits, and general intangibles relating thereto, and any and
all substitutions, replacements or exchanges for any such item of Equipment or other Collateral, in each such case in which Lessee shall from
time to time acquire an interest; (3) any and all insurance and/or other proceeds of the property and other collateral in and against which a
security interest is granted under the Lease Documents; and (4) collectively, all “Collateral” as defined in each Security Agreement. The collateral
assignment, security interest and lien granted in the Lease Documents shall survive the termination, cancellation or expiration of each Schedule
until such time as Lessee's obligations thereunder and under the other Lease Documents (other than any warrant or other equity instrument) are
paid in cash in full (other than inchoate indemnity obligations). (c) If contrary to the parties' intentions a court determines that any Schedule is not
a true "lease", the parties agree that in such event Lessee agrees that: (1) with respect to the Equipment, in addition to all of the other rights and
remedies available to Lessor hereunder upon the occurrence of an Event of Default, Lessor shall have all of the rights and remedies of a first
priority secured party under the UCC; and (2) any obligation to pay Basic Rent or any Other Payment, to the extent constituting the payment of
interest, shall be at an interest

rate that is equal to the lesser of the maximum lawful rate permitted by applicable law or the effective interest rate used by Lessor in calculating
such amounts. Lessee waives any and all written notices for demand, presentment, notice of intent to accelerate and acceleration otherwise
applicable under any article of the UCC or other statutory provision.
11. INSURANCE. Upon acceptance under a Schedule, until the Equipment is returned to Lessor in accordance with this Lease, Lessee shall
maintain all-risk insurance coverage with respect to the Equipment insuring against, among other things: (a) any casualty to the Equipment (or
any portion thereof), including loss or damage due to fire and the risks normally included in extended coverage, malicious mischief and
vandalism, for not less than the full replacement value of the Equipment; and (b) any commercial liability arising in connection with the
Equipment, including both bodily injury and property damage with a combined single limit per occurrence of not less than One Million Dollars
($1,000,000); having a deductible reasonably satisfactory to Lessor. The required insurance policies (including endorsements) shall (i) be in form
and amount reasonably satisfactory t o Lessor, and written by insurers of recognized reputation and responsibility satisfactory to Lessor, (ii) be
endorsed to name Lessor as an additional insured (but without responsibility for premiums), (iii) provide that any amount payable under the
required casualty coverage shall be paid directly to Lessor as sole loss payee, (iv) provide for thirty (30) days' (ten (10) days’ for nonpayment of
premium) written notice by such insurer of cancellation or non-renewal, and (v) provide that in respect of the interests of Lessor in such policies,
the insurance shall not be invalidated by any action or inaction of Lessee or any other person operating or in possession of the Equipment
regardless of any breach or violation of any warranties, declarations or conditions contained in such policies by or binding upon Lessee or any
other person operating or in possession of the Equipment. Lessee agrees that it shall obtain and maintain such other coverages, or cause
adjustments to be made to the scope, amount or other aspects of the existing coverages, promptly upon Lessor's request, as and when Lessor
deems such additional coverages or modifications to be appropriate in light of any changes in applicable law, prudent industry practices, Lessee's
anticipated use of the Equipment or other pertinent circumstances.
12. LOSS AND DAMAGE. (a) At all times until the Equipment is returned to Lessor in accordance with this Lease, Lessee shall bear the risk of
loss, theft, confiscation, taking, unavailability, damage or partial destruction of the Equipment and shall not be released from its obligations under
any Schedule or other Lease Document in any such event. (b) Lessee shall provide prompt written notice to Lessor of any Total Loss or any
material damage to the Equipment. Any such notice must be provided together with any damage reports provided to any governmental authority,
the insurer or Supplier, and any documents pertaining to the repair of such damage, including copies of work orders, and all invoices for related
charges. (c) Without limiting any other provision hereof, Lessee shall repair all damage to any item of Equipment from any and all causes, other
than a Total Loss, so as to cause it to be in the condition and repair required by this Lease. (d) A "Total Loss" shall be deemed to have occurred
to an item of Equipment upon the actual or constructive total loss of any item of the Equipment, the loss, disappearance, theft or destruction of
any item of the Equipment, or damage to any item of the Equipment that is uneconomical to repair or renders it unfit for normal use, or the
condemnation, confiscation, requisition, seizure, forfeiture or other taking of title to or use of any item of the Equipment or the imposition of any
Lien thereon by any governmental authority. On the next rent payment date following a Total Loss (a "Loss Payment Date”), Lessee shall pay to
Lessor the Basic Rent due on that date plus the Stipulated Loss Value of the item or items of the Equipment with respect to which the Total Loss
has occurred (the "Lost Equipment"), together with any Other Payments due hereunder with respect to the Lost Equipment. Upon making such
payment, (i) Lessee's obligation to pay future Basic Rent shall terminate solely with respect to the items of Lost Equipment so paid for, but
Lessee shall remain liable for, and pay as and when due, all Other Payments, and (ii) Lessor shall convey to Lessee all of Lessor's right, title and
interest in the Lost Equipment "AS IS WHERE IS", but subject to the requirements of any third party insurance carrier in order to settle an
insurance claim. As used in this Lease, “Stipulated Loss Value” shall mean, with respect to any Equipment on a Schedule, as of the Loss
Payment Date, the product of (i) the sum of any accrued and unpaid Rent, plus the present value as of such date of the total Basic Rent for the
then remaining term of such Schedule, plus Lessor’s reasonable estimate at the time the Schedule was entered into of Lessor’s residual interest
in the Equipment, plus the present value of the Other Payments (other than Basic Rent) to become due during the balance of the term of the
applicable Schedule, including amounts such as future taxes and (ii) the percentage of the Total Invoice Cost of the Lost Equipment divided by
the Total Invoice Cost applicable to such Schedule. After the final rent payment date of the original term or any renewal term of a Schedule, the
Stipulated Loss Value shall be determined as of the last rent payment date during the applicable term of such Schedule. (e) Lessor shall be under
no duty to Lessee to pursue any claim against any person in connection with a Total Loss or other loss or damage. (f) If Lessor receives a
payment under an insurance policy required under this Lease in connection with any Total Loss or other loss of or damage to an item of
Equipment, and such payment is both unconditional and indefeasible, then provided Lessee shall have complied with the applicable provisions of
this Section, Lessor shall either (1) if received pursuant to a

Total Loss, remit such proceeds to Lessee up to an amount equal to the amount paid by Lessee to Lessor as the Stipulated Loss Value, or credit
such proceeds against any amounts owed by Lessee pursuant to Section 12(d), or (2) if received with respect to repairs to be made pursuant to
Section 12(c), remit such proceeds to Lessee up to an amount equal to the amount of the costs of repair.
13. REDELIVERY. In the event Lessee returns the Equipment to Lessor pursuant to the terms of the applicable Schedule, Lessee shall provide,
at its expense, transit insurance for the redelivery period in an amount equal to the replacement value of the Equipment and Lessor shall be
named as the loss payee on all such policies of insurance. Lessee shall cause: (1) the applicable Supplier's representative or other qualified
person acceptable to Lessor (the "Designated Person") to de- install the Equipment in accordance with the applicable Supplier's specifications
(as applicable) and pack the Equipment properly and in accordance with the applicable Supplier's recommendations (as applicable); and (2) the
Equipment to be transported in a manner consistent with the applicable Supplier's recommendations and practices (as applicable). Upon return,
the Equipment shall be: (i) in the same condition as when delivered to Lessee under the related Schedule, ordinary wear and tear excepted; (ii)
mechanically and structurally sound, capable of performing the functions for which the Equipment was originally designed, in accordance with the
applicable Supplier's published and recommended specifications (as applicable); (iii) redelivered with all component parts in good operating
condition (and all components must meet or exceed the applicable Supplier's minimum recommended specifications, unless otherwise agreed by
Lessor in writing); and (iv) cleaned and cosmetically acceptable, with all Lessee-installed markings removed and all rust, corrosion or other
contamination having been removed or properly treated, and in such condition so that it may be immediately installed and placed in service by a
third party. Upon delivery, the Equipment shall be in compliance with all applicable Federal, state
and local laws, and health and safety guidelines. Lessee shall be responsible for the cost of all repairs, alterations, inspections, appraisals,
storage charges, insurance costs, demonstration costs and other related costs necessary to cause the Equipment to be in full compliance with
the terms of this Lease. (c) If requested by Lessor, Lessee shall also deliver all related records and other data to Lessor, including all records of
maintenance, modifications, additions and major repairs, computerized maintenance history, and any maintenance and repair manuals
(collectively, the "Records"). All manuals or other documents delivered to Lessor that are subject to periodic revision will be fully up-to-date and
current to the latest revision standard of any particular manual or document. In the event any such Records are missing or incomplete, Lessor
shall have the right to cause the same to be reconstructed at Lessee's expense. (d) In addition to Lessor's other rights and remedies hereunder, if
the Equipment and the related Records are not returned in a timely fashion, or if repairs are necessary to place any item of Equipment in the
condition required in this Section, Lessee shall (i) continue to pay to Lessor per diem rent at the last prevailing lease rate under the applicable
Schedule with respect to such item of Equipment, for the period of delay in redelivery, and/or for the period of time reasonably necessary to
accomplish such repairs, and (ii) pay to Lessor an amount equal to the aggregate cost of any such repairs. Lessor's acceptance of such rent on
account of such delay and/or repair does not constitute an extension or renewal of the term of the related Schedule or a waiver of Lessor's right
to prompt return of the Equipment in proper condition. Such amount shall be payable upon the earlier of Lessor's demand or the return of the
Equipment in accordance with this Lease. (e) Without limiting any other terms or conditions of this Lease, the provisions of this Section are of the
essence of each Schedule, and upon application to any court of equity having jurisdiction, Lessor shall be entitled to a decree against Lessee
requiring Lessee's specific performance of its agreements and continued in this Section.
14. INDEMNITY. Lessee shall indemnify, defend and keep harmless Lessor and any Assignee (as defined in Section 17), and their respective
agents and employees (each, an "Indemnitee"), from and against any and all Claims (other than such as may directly and proximately result
from the actual, but not imputed, gross negligence or willful misconduct of such Indemnitee), by paying or otherwise discharging same, when and
as such Claims shall become due. Lessee agrees that the indemnity provided for in this Section includes the agreement by Lessee to indemnify
each Indemnitee from the consequences of its own simple negligence, whether that negligence is the sole or concurring cause of the Claims, and
to further indemnify each such Indemnitee with respect to Claims for which such Indemnitee is strictly liable. Lessor shall give Lessee prompt
notice of any Claim hereby indemnified against and Lessee shall be entitled to control the defense of and/or to settle any Claim, in each case, so
long as (a) no Event of Default has occurred and is then continuing, (b) Lessee confirms, in writing, its unconditional and irrevocable commitment
to indemnify each Indemnitee with respect to such Claim, (c) Lessee is financially capable of satisfying its obligations under this Section, and (d)
Lessor approves the defense counsel selected by Lessee. The term "Claims" shall mean all claims, allegations, harms, judgments, settlements,
suits, actions, debts, obligations, damages (whether incidental, consequential or direct), demands (for compensation, indemnification,
reimbursement or otherwise), losses, penalties, fines, liabilities (including strict liability), charges that Lessor has incurred or for which it is
responsible, in the nature of interest, Liens, and costs (including attorneys' fees and disbursements and

any other legal or non-legal expenses of investigation or defense of any Claim, whether or not such Claim is ultimately defeated or enforcing the
rights, remedies or indemnities provided for hereunder, or otherwise available at law or equity to Lessor), of whatever kind or nature, contingent or
otherwise, matured or unmatured, foreseeable or unforeseeable, by or against any person, arising on account of (1) any Lease Document,
including the performance, breach (including any Event of Default) or enforcement of any of the terms thereof, or (2) the Equipment, or any part or
other contents thereof, any substance at any time contained therein or emitted therefrom, including any Hazardous Materials that may exist in
violation hereof, or the premises at which the Equipment may be located from time to time, or (3) the ordering, acquisition, delivery, installation or
rejection of the Equipment, the possession of any property to which it may be attached from time to time, maintenance, use, condition,
ownership or operation of any item of Equipment, and by whomsoever owned, used, possessed or operated, during the term of any Schedule with
respect to that item of Equipment, the existence of latent and other defects (whether or not discoverable by Lessor or Lessee) any claim in tort
for negligence or strict liability, and any claim for patent, trademark or copyright infringement, or the loss, damage, destruction, theft, removal,
return, surrender, sale or other disposition of the Equipment, or any item thereof, including, Claims involving or alleging environmental damage, or
any criminal or terrorist act, or for whatever other reason whatsoever. If any Claim Is made against Lessee or an Indemnitee, the party receiving
notice of such Claim shall promptly notify the other, but the failure of the party receiving notice to so notify the other shall not relieve Lessee of
any obligation hereunder.
15. DEFAULT. A default shall be deemed to have occurred hereunder and under a Schedule upon the occurrence of any of the following (each,
an "Event of Default"):
(a) non-payment of Basic Rent on the applicable rent payment date;
(b) non-payment of any Other Payment within five (5) days after it is due;
(c) failure to maintain, use or operate the Equipment in compliance with applicable law except where failure to be so qualified could not
reasonably be expected to result in a Material Adverse Effect;
(d) failure to obtain, maintain and comply with all of the insurance coverages required under this Lease;
(e) other than Permitted Liens, the existence of any Lien that is prohibited by this Lease;
(f) a payment or other default by Lessee under any loan, lease, guaranty or other financial obligation to Lessor or its affiliates which default
entitled the other party to such obligation to accelerate such obligations in an amount greater than $250,000;
(g) a default by Lessee under any material loan, lease, guaranty or other material financial obligation to any third party which default has
been declared and results in the right to accelerate such obligations in an amount greater than $250,000;
(h) an inaccuracy in any representation or breach of warranty by Lessee (including any false or misleading representation or warranty) in any
financial statement or Lease Document, including any omission of any substantial contingent or unliquidated liability or Claim against Lessee;
(i) (x) Lessee becomes insolvent, or makes an assignment for the benefit of its creditors, files any petition or takes any action under any
bankruptcy, reorganization or insolvency laws or (y) the commencement of any bankruptcy, insolvency, receivership or similar proceeding by or
against Lessee or any of its properties or business (unless, if involuntary, the proceeding is dismissed within forty-five (45) days of the filing
thereof) or the rejection of this Lease or any other Lease Document in any such proceeding;
(j) the occurrence of a circumstance or circumstances that have a Material Adverse Effect;
(k) Lessee:
(1) enters into any transaction of merger or consolidation, unless Lessee shall be the surviving entity (such actions being referred to as
an "Event"), unless the surviving entity is organized and existing under the laws of the United States or any state, and prior to such Event: (A)
such person executes and delivers to Lessor (x) an agreement

satisfactory to Lessor, in its sole discretion, containing such person's effective assumption, and its agreement to pay, perform, comply with and
otherwise be liable for, in a due and punctual manner, all of Lessee's obligations having previously arisen, or then or thereafter arising, under any
and all of the Lease Documents, and (y) any and all other documents, agreements, instruments, certificates, opinions and filings requested by
Lessor; and (B) Lessor is satisfied as to the creditworthiness of such person, and as to such person's conformance to the other standard criteria
then used by Lessor when approving transactions similar to the transactions contemplated in this Lease; or
(2) ceases to do business, liquidates, or dissolves; or
(3) sells, transfers, or otherwise disposes of all or substantially all of its assets or property;
(l) if 50% of Lessee's voting capital stock/membership interests/partnership interests, issued and outstanding from time to time, is not
retained by the then-present holders (unless Lessee shall have provided seven (7 days' prior written notice to Lessor of the proposed disposition
and Lessor shall have consented thereto in writing);
(m) breach by Lessee of any other covenant, condition or agreement (other than those in items (a)-(l)) under this Lease or any of the other
Lease Documents that continues for twenty (20) days after the occurrence of such default (but such cure period will not be applicable unless such
breach is curable by practical means within such period).
(r) failure to promptly remit to Lessor an amount sufficient to reimburse Lessor for all amounts paid to a Supplier under a Supply Contract in
the event Lessee fails to accept delivery of any item of Equipment.
16. REMEDIES. (a) if an Event of Default occurs and is continuing, Lessor may (in its sole discretion) exercise any one or more of the following
remedies with respect to such Schedule and any or all other Schedules to which such Lessor is then a party: (1) proceed at law or in equity, to
enforce specifically Lessee's performance or to recover damages; (2) declare each such Schedule in default, and cancel each such Schedule or
otherwise terminate Lessee's right to use the Equipment and Lessee's other rights, but not its obligations, thereunder and Lessee shall
immediately assemble, make available and, if Lessor requests, return the Equipment to Lessor in accordance with the terms of this Lease; (3)
enter any premises where any item of Equipment is located and take immediate possession of and remove (or disable in place) such item (and/or
any unattached parts) by self-help, summary proceedings or otherwise without liability; (4) use Lessee's premises for storage without liability; (5)
sell, re-lease or otherwise dispose of any or all of the Equipment, whether or not in Lessor's possession, at public or private sale, with or without
notice to Lessee, and apply or retain the net proceeds of such disposition, with Lessee remaining liable for any deficiency and with any excess
being retained by Lessor; (6) enforce any or all of the preceding remedies with respect to any related Collateral, and apply any deposit or other
cash collateral, or any proceeds of any such Collateral, at any time to reduce any amounts due to Lessor; (7) demand, accelerate and recover
from Lessee all Rent and all other damages whenever the same shall be due; and (8) exercise any and all other remedies allowed by applicable
law, including the UCC.
(b) If an Event of Default occurs and is continuing hereunder or with respect to any Schedule and:
(1) if Lessor recovers the Equipment and disposes of it by a lease or elects not to dispose of the Equipment after recovery, upon
demand, Lessee shall pay to Lessor an amount equal to the sum of:
(A) any accrued and unpaid Rent as of the date Lessor recovers possession of the Equipment, plus (B) the present value as of
such date of the total Basic Rent for the then remaining term of such Schedule, minus (C) either, as reasonably determined by Lessor, (i) the
present value, as of the commencement date of any substantially similar re-lease of the Equipment, of the re-lease rent payable for that period,
commencing on such date, which is comparable to the then remaining term of such Schedule or (ii) the present value, as of that certain date
which may be determined by taking into account Lessor's having a reasonable opportunity to remarket the Equipment, of the "market rent" for
such Equipment (as computed pursuant to Article 2A) in the continental United States on that date, computed for that period, commencing on
such date, which is comparable to the then remaining term of such Schedule; provided, however, Lessee acknowledges that if Lessor is unable
after reasonable effort to dispose of the Equipment at a reasonable price and pursuant to other reasonable terms, or the circumstances
reasonably indicate that such an effort will be unavailing, the "market rent" in such event will be deemed to be $0.00, but in the event that Lessor
does eventually re-lease or otherwise dispose of the Equipment, it will apply the net proceeds of such disposition, to the extent received in good
and indefeasible funds, as a credit or reimbursement,

as applicable, in a manner consistent with the applicable provisions of Article 2A. Any amounts discounted to present value shall be discounted
at a discount rate equal to the Wall Street Journal Prime Rate, as of the date of default, compounded annually.
(2) if Lessee fails to return the Equipment in the manner and condition required by this Lease, or if Lessor recovers and sells the
Equipment, upon demand, Lessee shall pay to Lessor an amount an amount equal to the sum of:
(A) the Stipulated Loss Value, plus (B) without duplication of any amounts paid in the preceding clause (A), all Enforcement
Costs (defined in Section 16(c), minus (C) a credit for any disposition proceeds, if applicable, pursuant to the application provisions in the next
sentence. If Lessor recovers and sells the Equipment, any proceeds received in good and indefeasible funds shall be applied by Lessor, with
respect to the related Schedule: first, to pay all Enforcement Costs, to the extent not previously paid; second, to pay to Lessor an amount equal
to any unpaid Rent due and payable to the extent not previously paid; third, to pay to Lessor any interest accruing on the amounts covered by the
preceding clauses, at the Late Charge Rate, from and after the date the same becomes due, through the date of payment; and fourth, (A) if the
Lessor under such Schedule is also the Lessor under any other Schedules (whether by retaining the same, or as Assignee), to satisfy any
remaining obligations under any or all such other Schedules, or (B) if such Lessor is not the Lessor under any other Schedule, or if Lessee's
obligations to such Lessor under such other Schedules have been fully and indefeasibly satisfied, to reimburse Lessee for such amounts to the
extent previously paid by Lessee. Any amounts discounted to present value shall be discounted at a discount rate equal to the Wall Street
Journal Prime Rate, as of the date of default, compounded annually.
(c) A cancellation of any Schedule shall occur only upon written notice by Lessor to Lessee. Unless already specifically provided for in
Section 16(b), if an Event of Default occurs with respect to any Schedule, Lessee shall also be liable for all of the following ("Enforcement
Costs"): (1) all unpaid Rent due before, during or after exercise of any of the foregoing remedies, and (2) all reasonable legal fees (including
consultation, drafting notices or other documents, expert witness fees, sending notices or instituting, prosecuting or defending litigation or
arbitration) and other enforcement costs and expenses incurred by reason of any default or Event of Default or the exercise of Lessor's rights or
remedies, including all expenses incurred in connection with the return or other recovery of any Equipment in accordance with the terms of this
Lease or in placing such Equipment in the condition required hereby, or the sale, re-lease or other disposition (including but not limited to costs of
transportation, possession, storage, insurance, taxes, lien removal, repair, refurbishing, advertising and brokers' fees), and all other pre-judgment
and post-judgment enforcement related actions taken by Lessor or any actions taken by Lessor in any bankruptcy case involving Lessee, the
Equipment, or any other person. Late Charges shall accrue with respect to any amounts payable under this Section for as long as such amounts
remain outstanding, and shall be paid by Lessee upon demand. No right or remedy is exclusive and each may be used successively and
cumulatively. Any failure to exercise the rights granted hereunder upon any default or Event of Default shall not constitute a waiver of any such
right. The execution of a Schedule shall not constitute a waiver by Lessor of any pre-existing default or Event of Default. With respect to any
disposition of any Equipment or Collateral pursuant to this Section, (i) Lessor shall have no obligation, subject to the requirements of commercial
reasonableness, to clean-up or otherwise prepare the same for disposition, (ii) Lessor may comply with any applicable law in connection with any
such disposition, and any actions taken in connection therewith shall not be deemed to have adversely affected the commercial reasonableness
of any disposition thereof, (iii) Lessor may disclaim any title or other warranties in connection with any such disposition, and (iv) Lessee shall
remain responsible for any deficiency remaining after Lessor's exercise of its remedies and application of any funds or credits against Lessee's
obligations under any Schedule, and Lessor shall retain any excess after such application.
17. ASSIGNMENT. (a) LESSEE SHALL NOT ASSIGN, DELEGATE, TRANSFER OR ENCUMBER ANY OF ITS RIGHTS OR OBLIGATIONS
HEREUNDER OR UNDER ANY SCHEDULE, OR ITS LEASEHOLD INTEREST OR ANY COLLATERAL, SUBLET THE EQUIPMENT OR
OTHERWISE PERMIT THE EQUIPMENT TO BE OPERATED OR USED BY, OR TO COME INTO OR REMAIN IN THE POSSESSION OF,
ANYONE BUT LESSEE. Without limiting the foregoing, (1) Lessee may not attempt to dispose of any of the Equipment, and (2) Lessee shall (A)
maintain the Equipment free from all Liens, other than Permitted Liens, (B) notify Lessor immediately upon receipt of notice of any Lien (other
than Permitted Liens) affecting the Equipment, and (C) defend Lessor's title to the Equipment. A "Permitted Lien" shall mean (x) any Lien for
Impositions, Liens of mechanics, materialmen, or suppliers and similar Liens arising by operation of law, provided that any such Lien is incurred
by Lessee in the ordinary course of business, for sums that are not yet delinquent or are being contested in good faith and with due diligence, by
negotiations or by appropriate proceedings which suspend the collection thereof and, in Lessor's sole discretion, (i) do not involve

any substantial danger of the sale, forfeiture or loss of the Equipment or any interest therein, and (ii) for the payment of which adequate
assurances or security have been provided to Lessor an (y) licenses of Lessee’s intellectual property in Lessee’s ordinary course of business. No
disposition referred to in this Section shall relieve Lessee of its obligations, and Lessee shall remain primarily liable under each Schedule and all
of the other Lease Documents. (b) Lessor may at any time with or without notice to Lessee grant a security interest in, sell, assign, delegate or
otherwise transfer (an "Assignment") all or any part of its interest in the Equipment, this Lease or any Schedule and any related Lease
Documents or any Rent thereunder" or the right to enter into any Schedule, and Lessee shall perform all of its obligations thereunder, to the
extent so transferred, for the benefit of the beneficiary of such Assignment (such beneficiary, including any successors and assigns, an
"Assignee"). Lessee agrees not to assert against any Assignee any Abatement (without limiting the provisions of Section 2) or Claim that
Lessee may have against Lessor, and Assignee shall not be bound by, or otherwise required to perform any of Lessor's obligations, unless
expressly assumed by such Assignee. Lessor shall be relieved of any such assumed obligations. If so directed in writing, Lessee shall pay all
Rent and all other sums that become due under the assigned Schedule and other Lease Documents directly to the Assignee or any other party
designated in writing by Lessor or such Assignee. Lessee acknowledges that Lessor's right to enter into an Assignment is essential to Lessor
and, accordingly, waives any restrictions under applicable law with respect to an Assignment and any related remedies. Upon the request of
Lessor or any Assignee, Lessee also agrees (i) to promptly execute and deliver to Lessor or to such Assignee an acknowledgment of the
Assignment in form and substance satisfactory to the requesting party, an insurance certificate and such other documents and assurances
reasonably requested by Lessor or Assignee, and (ii) to comply with all other reasonable requirements of any such Assignee in connection with
any such Assignment. Upon such Assignment and except as may otherwise be provided herein, all references in this Lease to "Lessor" shall
include such Assignee. (c) Subject always to the foregoing, this Lease and each Schedule shall inure to the benefit of, and are binding upon,
Lessee's and Lessor's respective successors and assigns. Notwithstanding the foregoing, any such assignment(s) (i) shall be subject to Lessee’s
right to quiet use and enjoyment of the Equipment so long as there is no Event of Default has occurred and is continuing and (ii) shall not release
any of Lessor’s obligations hereunder, or any claim, which Lessee has against Lessor.
18. MISCELLANEOUS. (a) This Lease, each Schedule hereto or thereto and any commitment letter between the parties, constitute the entire
agreement between the parties with respect to the subject matter hereof and thereof and shall not be amended or modified in any manner except
by a document in writing executed by both parties. (b) In the event of any inconsistency between this Lease and any Schedule, the terms of such
Schedule shall control as to the Equipment listed on such Schedule. (c) Any provision of this Lease that is prohibited or unenforceable in any
jurisdiction shall, as to such jurisdiction, be ineffective to the extent of such prohibition or unenforceability without invalidating the remaining
provisions hereof, and any such prohibition or unenforceability in any jurisdiction shall not invalidate or render unenforceable such provision in any
other jurisdiction. The representations, warranties and agreements of Lessee herein shall be deemed to be continuing and to survive the
execution and delivery of this Lease, each Schedule and any other Lease Documents. With respect to each Schedule, the obligations of Lessee
under this Lease which have accrued but not been fully satisfied, performed or complied with prior to the expiration or earlier cancellation or
termination of such Schedule, shall survive the expiration or earlier cancellation or termination thereof. (d) All of Lessee's obligations hereunder
and under any Schedule shall be performed at Lessee's sole expense. Lessee shall reimburse Lessor promptly upon demand for all expenses
incurred by Lessor in connection with (1) any action taken by Lessor at Lessee's request, or in connection with any option, (2) the filing or
recording of real property waivers and UCCs, (3) any Enforcement Costs not recovered pursuant to Section 16, (4) all inspections conducted
pursuant to the terms herein (not to exceed $3,000 per inspection), (5) all lien search reports (and copies of filings) requested by Lessor and (6) all
other reasonable costs and expenses incurred in connection with this Lease. If Lessee fails to perform any of its obligations with respect to a
Schedule, Lessor shall have the right, but shall not be obligated, to affect such performance, and Lessee shall reimburse Lessor, upon demand,
for all expenses incurred by Lessor in connection with such performance. Lessor's effecting such compliance shall not be a waiver of Lessee's
default. All amounts payable under this Section, if not paid when due, shall be paid to Lessor together with interest thereon at the Late Charge
Rate. (e) Lessee irrevocably appoints Lessor as Lessee's attorney-in-fact (which power shall be deemed coupled with an interest) to execute,
endorse and deliver any documents and checks or drafts relating to or received in payment for any loss or damage under the policies of insurance
required by this Lease, but only to the extent that the same relates to the Equipment. (f) LESSOR AND LESSEE HEREBY WAIVE TRIAL BY
JURY IN ANY ACTION OR PROCEEDING TO WHICH LESSEE AND/OR LESSOR MAY BE PARTIES ARISING OUT OF OR IN ANY WAY
PERTAINING TO THIS LEASE. IF THIS JURY WAIVER IS NOT ENFORCEABLE, THEN LESSOR AND LESSEE SHALL RESOLVE ALL
DISPUTES BY JUDICIAL REFERENCE PURSUANT TO CODE OF CIVIL PROCEDURE BEFORE A MUTUALLY ACCEPTABLE REFEREE
OR, IF NONE IS MUTUALLY ACCEPTABLE, BY A REFEREE APPOINTED BY THE PRESIDING JUDGE OF THE CALIFORNIA SUPERIOR
COURT FOR SANTA CLARA COUNTY, IN ALL CASES SITTING WITHOUT A JURY. (g) All notices

(excluding billings and communications in the ordinary course of business) hereunder shall be in writing, personally delivered, delivered by
overnight courier service, sent by facsimile transmission (with confirmation of receipt), or sent by certified mail, return receipt requested,
addressed to the other party at its respective address stated below the signature of such party or at such other address as such party shall from
time to time designate in writing to the other party; and shall be effective from the date of receipt. (h) This Lease shall not be effective unless and
until accepted by execution by an officer of Lessor at the address, in the State of California (the "State"), as set forth below the signature of
Lessor. THIS LEASE AND ALL OF THE OTHER LEASE DOCUMENTS, AND THE RIGHTS AND OBLIGATIONS OF THE PARTIES
HEREUNDER AND THEREUNDER, SHALL IN ALL RESPECTS BE GOVERNED BY, AND CONSTRUED IN ACCORDANCE WITH, THE
INTERNAL LAWS OF THE STATE (WITHOUT REGARD TO THE CONFLICT OF LAWS PRINCIPLES OF THE STATE), INCLUDING ALL
MATTERS OF CONSTRUCTION, VALIDITY AND PERFORMANCE, REGARDLESS OF THE LOCATION OF THE EQUIPMENT. The parties
agree that any action or proceeding arising out of or relating to this Lease may be commenced in any state or Federal court in the State, and
agree that a summons and complaint commencing an action or proceeding in any such court shall be properly served and shall confer personal
jurisdiction if served personally or by certified mail to it at the mailing address below Lessee's signature, or as it may provide in writing from time
to time, or as otherwise provided under the laws of the State. (i) This Lease and all of the other Lease Documents may be executed in
counterparts. (j) If Lessor is required by the terms hereof to pay to or for the benefit of Lessee any amount received as a refund of an Imposition
or as insurance proceeds, Lessor shall not be required to pay such amount, if any Event of Default has occurred and not been cured. In addition,
if Lessor is required by the terms hereof to cooperate with Lessee in connection with certain matters, such cooperation shall not be required if an
Event of Default has then occurred and is continuing. To the extent not otherwise set forth in the Lease Documents, this Lease and the other
Lease Documents are subject to the terms and conditions set forth in that certain term sheet attached hereto as Exhibit B.
19. DEFINITIONS AND RULES OF CONSTRUCTION. (a) The following terms when used in this Lease or in any of the Schedules have the
following meanings: (1) "affiliate": with respect to any given person, shall mean (i) each person that directly or indirectly owns or controls,
whether beneficially or as a trustee, guardian or other fiduciary, ten (10) percent or more of the voting stock, membership interest or similar equity
interest having ordinary voting power in the election of directors or managers of such person, (ii) each person that controls, is controlled by, or is
under common control with, such person, or (iii) each of such person's officers, directors, members, joint venturers and partners. For the
purposes of this definition, "control" of a person means the possession, directly or indirectly, of the power to direct or cause the direction of its
management or policies, whether through the ownership of voting securities, by contract or otherwise; (2) "applicable law" or "law": any law,
rule, regulation, ordinance, order, code, common law, interpretation, judgment, directive, decree, treaty, injunction, writ, determination, award,
permit or similar norm or decision of any governmental authority; (3) "AS IS, WHERE IS": AS IS, WHERE IS, without warranty, express or
implied, with respect to any matter whatsoever; (4) "business day": any day, other than a Saturday, Sunday, or legal holiday for commercial
banks under the laws of the state of the Lessor's notice address; (5) "governmental authority": any federal, state, county, municipal, regional or
other governmental authority, agency, board, body, instrumentality or court, in each case, whether domestic or foreign; (6) "hazardous
material": means any chemical, compound, materials, substance or other matter that: (i) is a flammable explosive, asbestos, radioactive
materials, nuclear medicine materials, drug, vaccine, bacteria, virus, hazardous waste, toxic substance, petroleum product, or related injurious or
potentially injurious material, whether injurious or potentially injurious by itself or in combination with other materials; (7) "person": any individual,
corporation, limited liability entity, partnership, joint venture, or other legal entity or a governmental authority, whether employed, hired, affiliated,
owned, contracted with, or otherwise related or unrelated to Lessee or Lessor; and (8) "UCC" or "Uniform Commercial Code": the Uniform
Commercial Code as in effect in the State or in any other applicable jurisdiction; and any reference to an article (including Article 2A) or section
thereof shall mean the corresponding article or section (however termed) of any such applicable version of the Uniform Commercial Code. (b) The
following terms when used herein or in any of the Schedules shall be construed as follows: (1) "herein," "hereof," "hereunder," etc. means in, of,
under, etc. this Lease or such other Lease Document in which such term appears (and not merely in, of, under, etc. the section or provision
where the reference occurs); (2) "including": means including without limitation unless such term is followed by the words "and limited to", or
similar words; and (3) "or" means at least one, but not necessarily only one, of the alternatives enumerated. Any defined term used in the
singular preceded by "any" indicates any number of the members of the relevant class. Any Lease Document or other agreement or instrument
referred to herein means such agreement or instrument as supplemented and amended from time to time. Any reference to Lessor or Lessee
shall include their permitted successors and assigns. Any reference to an applicable law shall also mean such law as amended, superseded or
replaced from time to time.
20. PUBLICITY: Lessor will have the right to disclose to others and to include on or in its website, brochures and other marketing materials
information consisting of “tombstone-like” statements about this lease transaction which

mention Lessee and may use Lessee’s logo and the amount of the lease funding provided by Lessor to Lessee. Such information shall not
include any proprietary or confidential information of Lessee. Lessee grants Lessor permission to make reference to Lessee in its marketing
materials referenced in this Section 20, unless otherwise notified by Lessee in writing.
[SIGNATURE PAGE TO FOLLOW}

IN WITNESS WHEREOF, the parties hereto have caused this Master Lease Agreement to be duly executed as of the day and year first above set forth.
Lessor

Lessee

TRINITY CAPITAL FUND III, L.P.,
a Delaware limited partnership

ZOSANO PHARMA CORPORATION,
a Delaware corporation

By:

TRINITY SBIC PARTNERS III,
LLC, a Delaware limited liability
company, its Manager

By:

TRINITY SBIC MANAGEMENT,
LLC, a Delaware limited liability
company, its Manager

By:
/s/ Steven L. Brown
Name: Steven L. Brown
Title: Managing Member

By:
Name:
Title:

/s/ John Walker
John Walker
Chief Executive Officer

3075 West Ray Road, Suite 525
Chandler, AZ 85226
Phone: (480) 374-5351

34790 Ardentech Court
Fremont, CA 94555
Telephone:
Fascimile:

Exhibit A
SECURITY AGREEMENT
This SECURITY AGREEMENT (this “Agreement”) is made as of September 25, 2018 by and between Zosano Pharma Corporation (the “Debtor”),
and Trinity Capital Fund III, L.P. (“Secured Party”).
RECITALS
Debtor and Secured Party are parties to certain Lease Documents, as defined in the Master Lease Agreement of even date (as amended from time
to time, the “Lease Documents”). To secure Debtor’s performance under the Lease Documents, Debtor wishes to grant Secured Party a security
interest in certain of Debtor’s personal property.
Now, Therefore, the parties agree as follows.
1. Grant of Security Interest. As security for payment and performance of all of its obligations under the Lease Documents
(other than any warrant or other equity instrument) (the “Obligations”), Debtor grants Secured Party a security interest in all of Debtor’s goods,
equipment, inventory, general intangibles, intellectual property, cash, deposit accounts, investment property, financial assets, and commercial
tort claims, now owned and hereafter acquired, and all proceeds of any or all of the foregoing (the “Collateral”).
Notwithstanding the foregoing, the Collateral does not include (i) any property that is nonassignable by its terms without the
consent of the licensor thereof or another party (but only to the extent such prohibition on transfer is enforceable under applicable law, including,
without limitation, Sections 9406 and 9408 of the UCC), (ii) any property that the granting of a security interest therein is contrary to applicable
law, provided that upon the cessation of any such restriction or prohibition, such property shall automatically become part of the Collateral, (iii)
any property that constitutes the capital stock of a subsidiary that is not an entity organized under the laws of the United States or any state
thereof, in excess of sixty five percent (65%) of the voting power of all classes of capital stock of such subsidiary entitled to vote, or (iv) any
United States intent-to-use trademark or service mark application to the extent that, and solely during the period in which, the grant of a security
interest therein would impair the validity or enforceability of such intent-to-use trademark or service mark application under United States federal
law. For the avoidance of doubt, Debtor shall be permitted to license its intellectual property in Debtor’s ordinary course of business.
2 . Termination. As long as an Event of Default is not then continuing, this Agreement and the security interest granted
hereunder shall terminate upon Debtor’s delivery to Secured Party of an executed Delivery and Acceptance Certificate in the form attached
hereto and Secured Party’s acceptance of that Certificate.
3. Event of Default. Upon the occurrence of an Event of Default under the Lease Documents, Secured Party may exercise all of
the rights and remedies of a secured party under the Uniform Commercial Code. Without limiting the foregoing, Debtor shall reimburse Secured
Party for all reasonable costs and expenses, including reasonable attorneys fees, that Secured Party may incur in connection with the exercise
of any such remedies.
4. Counterparts. This Agreement may be executed in two or more counterparts, each of which shall be deemed an original, but
all of which together shall constitute one instrument.
5. Choice of Law. This Agreement shall be governed by the laws of the State of California, without giving effect to conflicts of
laws principles.
6. JURY WAIVER; Judicial Reference. Secured Party and Debtor waive any right to a trial by jury of any matter arising
out of this Agreement, or any transaction or action related thereto. If this waiver is not enforceable, Debtor and Secured Party shall resolve
all disputes by judicial reference pursuant to Code of Civil Procedure Section 638 et seq before a mutually acceptable referee or, if none is
mutually acceptable, by a referee appointed by the Presiding Judge of the California Superior Court for Santa Clara County, in all cases sitting
without a jury.
[Signature page follows]

IN WITNESS WHEREOF, the parties have caused this Agreement to be executed and delivered as of the date first written above.
DEBTOR:
ZOSANO PHARMA CORPORATION
By: /s/ John Walker
Title: Chief Executive Officer
SECURED PARTY:
TRINITY CAPITAL FUND III, L. P.,
a Delaware limited partnership
By: TRINITY SBIC PARTNERS III, LLC, a Delaware limited liability company, its general partner
By: TRINITY SBIC MANAGEMENT, LLC, a Delaware limited liability company, its Manager
By: /s/ Steven L. Brown
Name: Steven L. Brown
Title: Managing Member

DELIVERY AND ACCEPTANCE CERTIFICATE
Re: Master Lease Agreement dated as of September , 2018 between Zosano Pharma Corporation (“Lessee”) and Trinity Capital Fund III, L.P.
(“Lessor”) and Equipment Schedule No. dated as of September , 2018 (the “Lease Documents”).
To Lessor:
All of the items referred to in the Lease Documents have been delivered to and have been received by Lessee. All installation or other work
necessary prior to the use thereof has been completed. The equipment leased under the Lease Documents (the “Equipment”) has been examined
and/or tested and is in good operating order and condition, and is in all respects satisfactory to Lessee and is as represented. The Equipment has
been accepted by Lessee and complies with all terms of the Lease Documents.
In the future, even if the Equipment fails to perform as expected or represented, Lessee will continue to comply with the Lease Documents by
continuing to make our periodic payments in the normal course of business, and Lessee will look solely to the seller or manufacturer for the
performance of all covenants and warranties. In addition, Lessee shall indemnify and hold harmless and defend Lessor from such
nonperformance of the Equipment. Lessee has obtained all insurance policies required by the Lease Documents. Those policies are in full force
and effect.
Lessee acknowledges that Lessor is not the manufacturer, distributor, or seller of the Equipment and has no control, knowledge, or familiarity with
the conditioning, capacity, functioning, or other characteristics of the Equipment.
Lessee confirms that no Event of Default is continuing under the Lease Documents.
[SIGNATURE PAGE TO FOLLOW]

LESSEE:
ZOSANO PHARMA CORPORATION
By: __________________________
Title:_________________________
Date:_________________________
Accepted:
TRINITY CAPITAL FUND III, L. P.,
a Delaware limited partnership
By: TRINITY SBIC PARTNERS III, LLC, a Delaware limited liability company,
its general partner
By: TRINITY SBIC MANAGEMENT, LLC, a Delaware limited liability company,
its Manager

By:________________________
Name: Steven L. Brown
Title: Managing Member

TRINITY CAPITAL FUND III, L.P.
CAPITAL LEASE
EQUIPMENT SCHEDULE NO.1-1
This Equipment Schedule is executed pursuant to that certain Master Lease Agreement dated as of September 25, 2018 (the "Agreement"; which
is incorporated herein by reference). This Equipment Schedule, incorporating by reference the terms and conditions of the Agreement, constitutes
a separate instrument of lease. Capitalized terms used but not defined herein shall have the meaning assigned thereto in the Agreement.
1. EQUIPMENT. The Equipment leased hereunder shall be described below or in the schedule attached hereto and incorporated herein. The
Equipment shall have a total cost (“Total Cost”) of $5,000,000.
2. TERM. Upon and after the date of execution hereof, the Equipment shall be subject to the terms and conditions provided herein and in the
Agreement. A full term of lease with respect to said Equipment shall commence on the date hereof and shall extend for Thirty-Six (36)
months after the first day of the month following date of this Equipment Schedule (the "Base Lease Commencement Date").
3. RENT.
(a) During the period commencing on the date of this Schedule to the Base Lease Commencement Date (the “Interim Term”), the Rent for the
Equipment shall be equal to $80,000 (the “Interim Rent”).
(b) From and after the Base Lease Commencement Date, Rent payments shall be made, in monthly installments of $160,000 (0.0320
multiplied by $5,000,000, which is the sum of the Equipment cost plus all Soft Costs funded in connection with the lease of the Equipment)
plus applicable tax, on the 1st day of the month for each month during the term set forth in paragraph 2 of this Schedule; provided that on the
date of the execution of this Schedule, Lessee shall deposit with Lessor the first monthly rent payment in the amount of $160,000 (the “First
Month Advance Payment”) and the last monthly Rent payment in the amount of $160,000 (the “Last Month Advance Payment”). Absent the
existence of an uncured Event of Default on the first day of the first month of the Term, Lessor will apply the First Month Advance Payment
against the Rent due for the first month of the Term, and absent the existence of an uncured Event of Default on or before the first day of the
last month of the Term, Lessor will apply the Last Month Advance Payment against the Rent due for the last month of the Term. As used
herein and in the Lease, the term “Soft Costs” shall include, but not be limited to, delivery costs, design and engineering costs, extended
warranties, installation costs, related labor, leasehold improvements, maintenance and upgrade contracts, sales/use taxes, software,
tradeshow booths, training and upgrades to equipment. Notwithstanding the foregoing, “Soft Costs” shall exclude amounts used to repay
Lessee’s indebtedness to Hercules Capital, Inc. and its affiliates, and Lessor acknowledges and agrees that the agreed costs relating to the
Harro Hofliger equipment purchase fall within this fifteen percent (15%) allotment and are acceptable. The amount of the Soft Costs related to
the Equipment leased pursuant to this Schedule may not exceed fifteen percent (15%) of the sum of the Soft Costs and the Equipment Costs
amount funded pursuant hereto. Lessee shall pay applicable sales/use taxes to Lessor on a monthly basis concurrently with the payment of
the Rent due hereunder
4. LESSEE'S CONFIRMATION. Lessee hereby confirms and warrants to Lessor that the Equipment: (a) was duly delivered to Lessee at the
location specified in Section 5 hereof; (b) has been received, inspected and determined to be in compliance with all applicable specifications
and that the Equipment is hereby accepted for all purposes of the Lease; and (c) is a part of the "Equipment" referred to in the Lease and is
taken subject to all terms and conditions therein and herein provided.
5. LOCATION OF EQUIPMENT. The location of the Equipment is specified on the Schedule of Equipment attached hereto.
6. LATE CHARGE RATE. The Late Charge Rate shall be five (5%) percent of the amount in arrears for the period such amount remains
unpaid (provided, however, that if such rate exceeds the highest rate permitted by applicable law, then the Late Charge Rate shall be the
highest rate permitted by applicable law).

7. DEFAULT RATE. The Default Rate shall be one and one half percent (1.5%) per month of the accelerated amount for the period such
amount remains unpaid (provided, however, that if such rate exceeds the highest rate permitted by applicable law, then the Default Rate shall
be the highest rate permitted by applicable law).
8 . PERSONAL PROPERTY TAXES. Lessee agrees that it will not list any of the Equipment described in this Equipment Schedule for
property tax purposes or report any property tax assessed against such Equipment until otherwise directed in writing by Lessor. Upon receipt
of any property tax bill pertaining to such Equipment from the appropriate taxing authority, Lessor will pay such tax and will invoice Lessee for
the expense. Upon receipt of such invoice, Lessee will promptly reimburse Lessor for such expense.
9. END OF TERM; REDELIVERY; EXTENSION; PURCHASE.
(a) Lessee shall provide written notice to Lessor not less than thirty (30) days prior to the expiration of the initial term of this Schedule of
Lessee’s intent to return the Equipment to Lessor upon the expiration of the initial term of this Schedule. Subject to Lessee’s exercise of the
Purchase Option in Section 9(c), if Lessee fails to provide the foregoing notice in a timely manner, the initial term of this Schedule
automatically shall be deemed to have been extended for a period of three (3) months (“Extension Period”), during which Extension Period
Lessee shall continue to pay to Lessor Rent in advance at a monthly rate equal to $160,000 on the 1st day of each month during the
Extension Period (“Extension Period Payment”). During such Extension Period, the terms and conditions of the Lease as modified by this
Section 9, shall continue to be applicable.
(b) Subject to the provisions of Section 9(c), upon the later of the date of the expiration of the initial term of this Schedule or, if the term of
this Schedule has been extended, the date of the expiration of the Extension Period, or upon the earlier cancellation or termination of this
Schedule, Lessee shall return, all, but not less than all, of the Equipment leased pursuant to this Schedule to Lessor as set forth in Section
13 of the Lease and pay to Lessor a restocking fee equal to six percent (6%) of the Total Cost.
(c) Notwithstanding the obligation of Lessee to return the Equipment pursuant to Section 9(b), Lessor hereby grants to Lessee an option to
purchase all, but not less than all, of the Equipment leased pursuant to this Schedule (“Purchase Option”) at a purchase price (the “Exercise
Price”) equal to twelve percent (12%) of Total Cost including, without limitation, the Equipment Cost and the Soft Costs. Lessee may
exercise this Purchase Option by delivering a written notice of such exercise to Lessor not less than thirty (30) days prior to the expiration of
the initial term of this Schedule provided no Event of Default under the Lease shall have occurred and is continuing as of the date of Lessee’s
exercise of this Purchase Option. The date of the expiration of the initial term of this Schedule is hereinafter referred to as the “Term
Expiration Date.” If Lessee exercises the Purchase Option as required by this Section 9(c), closing of the purchase of the Equipment shall
take place the first business day following the Term Expiration Date. At the closing, upon receipt of the Exercise Price, Lessor shall execute
and deliver to Lessee a bill of sale transferring the Equipment to Lessee free and clear of any liens, security interests, and encumbrances,
other than those created by Lessee or caused by Lessee’s breach of the terms of the Lease. Lessee agrees to accept the Equipment being
purchased AS IS, WHERE IS and with all faults.
(d) If Lessee does not timely exercise the Purchase Option granted in Section 9(c) and if Lessee makes each of the Extension Period
Payments pursuant to Paragraph 9(a) above, Lessor hereby grants to Lessee an additional option to purchase all, but not less than all, of the
Equipment leased pursuant to this Schedule (the “Extension Period Purchase Option”) at a purchase price (the “Extended Exercise Price”)
equal to four percent (4%) of the Total Cost. Lessee may exercise this Extension Period Purchase Option by delivering a written notice of
such exercise to Lessor not less than thirty (30) days prior to the date of the expiration of the Extension Period of this Schedule and so long
as no Event of Default under the Lease shall have occurred and is continuing as of the date of Lessee’s exercise of this Extension Period
Purchase Option. The date of the expiration of the Extension Period of this Schedule is hereinafter referred to as the “Extended Term
Expiration Date.” If Lessee exercises the Extension Period Purchase Option as required by this Section 9(d) the closing of the purchase of
the Equipment shall take place the first business day following the Extended Term Expiration Date. At the closing, upon receipt of the
Extended Exercise Price, Lessor shall execute and deliver to Lessee a bill of sale transferring the Equipment to Lessee free and clear of any
liens, security interests, and encumbrances, other than Permitted Liens, those created by Lessee or caused by Lessee’s breach of the terms
of the Lease. Lessee agrees to accept the Equipment being purchased AS IS, WHERE IS and with all faults. If Lessee does not timely
exercise either the Purchase Option or the Extension Period Purchase Option, Lessee shall promptly return the Equipment as

required by Section 9(b).
10. ADDITIONAL PROVISIONS.
(a) Lessee shall obtain landlord waivers for all locations where Equipment resides. Lessor must be in receipt of such landlord waivers prior to
Lessee shipping, moving or relocating any Equipment to any such location prior to any purchase orders being issued by Lessor for any
equipment to be located at a colocation facility.
(b) To the extent not otherwise set forth herein, this Lease is subject to the terms and conditions set forth in that certain term sheet dated as
of August 1, 2018 among Lessee and Lessor.
Lessor is hereby authorized to insert such factually correct information as is necessary to complete this Equipment
Schedule, including (without limitation) the date of execution, and the rental payment amount(s) and factor(s).
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DATE OF EXECUTION September 25, 2018
TRINITY CAPITAL FUND Ill, L. P.,
a Delaware limited partnership
By: TRINITY SBIC PARTNERS Ill, LLC,
a Delaware limited liability company,
its general partner
By: TRINITY SBIC MANAGEMENT, LLC,
a Delaware limited liability company ,
its manager
By: /s/ Steven L. Brown
Name: Steven L. Brown
Title: Managing Member
3075 West Ray Road, Suite 525
Chandler, AZ 85226
Phone: (480) 374-5351

ZOSANO PHARMA CORPORATION
By:
/s/ John Walker
Name:John Walker
Title:
Chief Executive Officer
34790 Ardentech Court
Fremont, CA 94555

TRINITY CAPITAL FUND III, L.P.
EQUIPMENT SCHEDULE NO.1-2
This Equipment Schedule is executed pursuant to that certain Master Lease Agreement dated as of September 25, 2018 (the "Agreement"; which
is incorporated herein by reference). This Equipment Schedule, incorporating by reference the terms and conditions of the Agreement, constitutes
a separate instrument of lease. Capitalized terms used but not defined herein shall have the meaning assigned thereto in the Agreement.
1. EQUIPMENT. The Equipment leased hereunder shall be described below or in the schedule attached hereto and incorporated herein. The
Equipment shall have a total cost (“Total Cost”) of $2,800,000.
2. TERM. Upon and after the date of execution hereof, the Equipment shall be subject to the terms and conditions provided herein and in the
Agreement. A full term of lease with respect to said Equipment shall commence on the date hereof and shall extend for Thirty-Six (36)
months after the first day of the month following date of this Equipment Schedule (the "Base Lease Commencement Date").
3. RENT.
(a) During the period commencing on the date of this Schedule to the Base Lease Commencement Date (the “Interim Term”), the Rent for the
Equipment shall be equal to 44,964.02 (the “Interim Rent”).
( b ) From and after the Base Lease Commencement Date, Rent payments shall be made, in monthly installments of $89,928.04
(0.0321171578 multiplied by $2,800,000, which is the sum of the Equipment cost plus all Soft Costs funded in connection with the lease of
the Equipment) plus applicable tax, on the 1st day of the month for each month during the term set forth in paragraph 2 of this Schedule;
provided that on the date of the execution of this Schedule, Lessee shall deposit with Lessor the first monthly rent payment in the amount of
$89,928.04 (the “First Month Advance Payment”) and the last monthly Rent payment in the amount of $89,928.04 (the “Last Month Advance
Payment”). Absent the existence of an uncured Event of Default on the first day of the first month of the Term, Lessor will apply the First
Month Advance Payment against the Rent due for the first month of the Term, and absent the existence of an uncured Event of Default on or
before the first day of the last month of the Term, Lessor will apply the Last Month Advance Payment against the Rent due for the last month
of the Term. As used herein and in the Lease, the term “Soft Costs” shall include, but not be limited to, delivery costs, design and
engineering costs, extended warranties, installation costs, related labor, leasehold improvements, maintenance and upgrade contracts,
sales/use taxes, software, tradeshow booths, training and upgrades to equipment. Notwithstanding the foregoing, “Soft Costs” shall exclude
amounts used to repay Lessee’s indebtedness to Hercules Capital, Inc. and its affiliates, and Lessor acknowledges and agrees that the
agreed costs relating to the Harro Hofliger equipment purchase fall within this fifteen percent (15%) allotment and are acceptable. The amount
of the Soft Costs related to the Equipment leased pursuant to this Schedule may not exceed fifteen percent (15%) of the sum of the Soft
Costs and the Equipment Costs amount funded pursuant hereto. Lessee shall pay applicable sales/use taxes to Lessor on a monthly basis
concurrently with the payment of the Rent due hereunder
4. LESSEE'S CONFIRMATION. Lessee hereby confirms and warrants to Lessor that the Equipment: (a) was duly delivered to Lessee at the
location specified in Section 5 hereof; (b) has been received, inspected and determined to be in compliance with all applicable specifications
and that the Equipment is hereby accepted for all purposes of the Lease; and (c) is a part of the "Equipment" referred to in the Lease and is
taken subject to all terms and conditions therein and herein provided.
5. LOCATION OF EQUIPMENT. The location of the Equipment is specified on the Schedule of Equipment attached hereto.
6. LATE CHARGE RATE. The Late Charge Rate shall be five (5%) percent of the amount in arrears for the period such amount remains
unpaid (provided, however, that if such rate exceeds the highest rate permitted by applicable law, then the Late Charge Rate shall be the
highest rate permitted by applicable law).

·7. DEFAULT RATE. The Default Rate shall be one and one half percent (1.5%) per month of the accelerated amount for the period such
amount remains unpaid (provided, however, that if such rate exceeds the highest rate permitted by applicable law, then the Default Rate shall
be the highest rate permitted by applicable law).
8. PERSONAL PROPERTY TAXES. Lessee agrees that it will notlist any of the Equipment described in this Equipment Schedule for property
tax purposes or report any property tax assessed against such Equipment until otherwise directed in writing by Lessor. Upon receipt of any
property tax bill pertaining to such Equipment from the appropriate taxing authority, Lessor will pay such tax and will invoice Lessee for the
expense. Upon receipt of such invoice, Lessee will promptly reimburse Lessor for such expense.
9. END OF TERM; REDELIVERY; EXTENSION; PURCHASE.
(a) Lessee shall provide written notice to Lessor not less than thirty (30) days prior to the expiration of the initial term of this Schedule of
Lessee's intent to return the Equipment to Lessor upon the expiration of the initial term of this Schedule. Subject to Lessee's exercise of the
Purchase Option in Section 9(c), if Lessee fails to provide the foregoing notice in a timely manner, the initial term of this Schedule
automatically shall be deemed to have been extended for a period of three (3) months ("Extension Period"), during which Extension Period
Lessee shall continue to pay to Lessor Rent in advance at a monthly rate equal to $89,928.04 on the 1'1 day of each month during the
Extension Period ("Extension Period Payment"). During such Extension Period, the terms and conditions of the Lease as modified by this
Section 9, shall continue to be applicable.
(b) Subject to the provisions of Section 9(c), upon the later of the date of the expiration of the initial term of this Schedule or, if the term of
this Schedule has been extended, the date of the expiration of the Extension Period, or upon the earlier cancellation or termination of this
Schedule, Lessee shall return, all, but not less than all, of the Equipment leased pursuant to this Schedule to Lessor as set forth in Section
13 of the Lease and pay to Lessor a restocking fee equal to six percent (6%) of the Total Cost.
(c) Notwithstanding the obligation of Lessee to return the Equipment pursuant to Section 9(b), Lessor hereby grants to Lessee an option to
purchase all, but not less than all, of the Equipment leased pursuant to this Schedule ("Purchase Option") at a purchase price (the "Exercise
Price") equal to twelve percent (12%) of Total Cost including, without limitation, the Equipment Cost and the Soft Costs. Lessee may exercise
this Purchase Option by delivering a written notice of such exercise to Lessor not less than thirty (30) days prior to the expiration of the initial
term of this Schedule provided no Event of Default under the Lease shall have occurred and is continuing as of the date of Lessee's exercise
of this Purchase Option. The date of the expiration of the initial term of this Schedule is hereinafter referred to as the "Term Expiration Date."
If Lessee exercises the Purchase Option as required by this Section 9(c), closing of the purchase of the Equipment shall take place the first
business day following the Term Expiration Date. At the closing, upon receipt of the Exercise Price, Lessor shall execute and deliver to
Lessee a bill of sale transferring the Equipment to Lessee free and clear of any liens, security interests, and encumbrances, other than those
created by Lessee or caused by Lessee's breach of the terms of the Lease. Lessee agrees to accept the Equipment being purchased AS IS,
WHERE IS and with all faults.
(d) If Lessee does not timely exercise the Purchase Option granted in Section 9(c) and if Lessee makes each of the Extension Period
Payments pursuant to Paragraph 9(a) above, Lessor hereby grants to Lessee an additional option to purchase all, but not less than all, of the
Equipment leased pursuant to this Schedule (the "Extension Period Purchase Option") at a purchase price (the "Extended Exercise Price")
equal to four percent (4%) of the Total Cost. Lessee may exercise this Extension Period Purchase Option by delivering a written notice of
such exercise to Lessor not less than thirty (30) days prior to the date of the expiration of the Extension Period of this Schedule and so long
as no Event of Default under the Lease shall have occurred and is continuing as of the date of Lessee's exercise of this Extension Period
Purchase Option. The date of the expiration of the Extension Period of this Schedule is hereinafter referred to as the "Extended Term
Expiration Date." If Lessee exercises the Extension Period Purchase Option as required by this Section 9(d) the closing of the purchase of
the Equipment shall take place the first business day following the Extended Term Expiration Date. At the closing, upon receipt of the
Extended Exercise Price, Lessor shall execute and deliver to Lessee a bill of sale transferring the Equipment to Lessee free and clear of any
liens, security interests, and encumbrances, other than Permitted Liens, those created by Lessee or caused by Lessee's breach of the terms
of the Lease. Lessee agrees to accept the Equipment being purchased AS IS, WHERE IS and with all faults. If Lessee does not timely
exercise either the Purchase Option or the Extension Period Purchase Option, Lessee shall promptly return the Equipment as required by
Section 9(b).

10. ADDITIONAL PROVISIONS.
(a) Lessee shall obtain landlord waivers for all locations where Equipment resides. Lessor must be in receipt of such landlord waivers prior to
Lessee shipping, moving or relocating any Equipment to any such location prior to any purchase orders being issued by Lessor for any
equipment to be located at a colocation facility.
(b) To the extent not otherwise set forth herein, this Lease is subject to the terms and conditions set forth in that certain term sheet dated as
of August 1, 2018 among Lessee and Lessor.
Lessor is hereby authorized to insert such factually correct information as is necessary to complete this Equipment
Schedule, including (without limitation) the date of execution, and the rental payment amount(s) and factor(s).
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DATE OF EXECUTION December 11, 2018

TRINITY CAPITAL FUND Ill, L. P., a Delaware limited partnership
By: TRINITY SBIC PARTNERS Ill, LLC, a Delaware limited liability company, its general partner
By: TRINITY SBIC MANAGEMENT, LLC, a Delaware limited liability company ,
By:
/s/ Steven L. Brown
Name: Steven L. Brown
Title: Managing Member
3075 West Ray Road, Suite 525
Chandler, AZ 85226
Phone: (480) 374-5351
ZOSANO PHARMA CORPORATION
By:/s/ Greg Kitchener
Name:Greg Kitchener
Title: Chief Financial Officer
34790 Ardentech Court
Fremont, CA 94555

TRINITY CAPITAL FUND III, L.P.

EQUIPMENT SCHEDULE NO.1-3

This Equipment Schedule is executed pursuant to that certain Master Lease Agreement dated as of September 25, 2018 (the "Agreement"; which
is incorporated herein by reference). This Equipment Schedule, incorporating by reference the terms and conditions of the Agreement, constitutes
a separate instrument of lease. Capitalized terms used but not defined herein shall have the meaning assigned thereto in the Agreement.
1. EQUIPMENT. The Equipment leased hereunder shall be described below or in the schedule attached hereto and incorporated herein. The
Equipment shall have a total cost (“Total Cost”) of $2,300,000.
2. TERM. Upon and after the date of execution hereof, the Equipment shall be subject to the terms and conditions provided herein and in the
Agreement. A full term of lease with respect to said Equipment shall commence on the date hereof and shall extend for Thirty-Six (36)
months after the first day of the month following date of this Equipment Schedule (the "Base Lease Commencement Date").
3. RENT.
(a) During the period commencing on the date of this Schedule to the Base Lease Commencement Date (the “Interim Term”), the Rent for the
Equipment shall be equal to $37,069.48 (the “Interim Rent”).
(b) From and after the Base Lease Commencement Date, Rent payments shall be made, in monthly installments of $74,138.96 (0.03223433
multiplied by $2,300,000, which is the sum of the Equipment cost plus all Soft Costs funded in connection with the lease of the Equipment)
plus applicable tax, on the 1st day of the month for each month during the term set forth in paragraph 2 of this Schedule; provided that on the
date of the execution of this Schedule, Lessee shall deposit with Lessor the first monthly rent payment in the amount of $74,138.96 (the
“First Month Advance Payment”) and the last monthly Rent payment in the amount of $74,138.96 (the “Last Month Advance Payment”).
Absent the existence of an uncured Event of Default on the first day of the first month of the Term, Lessor will apply the First Month Advance
Payment against the Rent due for the first month of the Term, and absent the existence of an uncured Event of Default on or before the first
day of the last month of the Term, Lessor will apply the Last Month Advance Payment against the Rent due for the last month of the Term.
As used herein and in the Lease, the term “Soft Costs” shall include, but not be limited to, delivery costs, design and engineering costs,
extended warranties, installation costs, related labor, leasehold improvements, maintenance and upgrade contracts, sales/use taxes,
software, tradeshow booths, training and upgrades to equipment. Notwithstanding the foregoing, “Soft Costs” shall exclude amounts used to
repay Lessee’s indebtedness to Hercules Capital, Inc. and its affiliates, and Lessor acknowledges and agrees that the agreed costs relating
to the Harro Hofliger equipment purchase fall within this fifteen percent (15%) allotment and are acceptable. The amount of the Soft Costs
related to the Equipment leased pursuant to this Schedule may not exceed fifteen percent (15%) of the sum of the Soft Costs and the
Equipment Costs amount funded pursuant hereto. Lessee shall pay applicable sales/use taxes to Lessor on a monthly basis concurrently
with the payment of the Rent due hereunder
4. LESSEE'S CONFIRMATION. Lessee hereby confirms and warrants to Lessor that the Equipment: (a) was duly delivered to Lessee at the
location specified in Section 5 hereof; (b) has been received, inspected and determined to be in compliance with all applicable specifications
and that the Equipment is hereby accepted for all purposes of the Lease; and (c) is a part of the "Equipment" referred to in the Lease and is
taken subject to all terms and conditions therein and herein provided.
5. LOCATION OF EQUIPMENT. The location of the Equipment is specified on the Schedule of Equipment attached hereto.
6. LATE CHARGE RATE. The Late Charge Rate shall be five (5%) percent of the amount in arrears for the

period such amount remains unpaid (provided, however, that if such rate exceeds the highest rate permitted by applicable law, then the Late
Charge Rate shall be the highest rate permitted by applicable law).
7. DEFAULT RATE. The Default Rate shall be one and one half percent (1.5%) per month of the accelerated amount for the period such
amount remains unpaid (provided, however, that if such rate exceeds the highest rate permitted by applicable law, then the Default Rate shall
be the highest rate permitted by applicable law).
8 . PERSONAL PROPERTY TAXES. Lessee agrees that it will not list any of the Equipment described in this Equipment Schedule for
property tax purposes or report any property tax assessed against such Equipment until otherwise directed in writing by Lessor. Upon receipt
of any property tax bill pertaining to such Equipment from the appropriate taxing authority, Lessor will pay such tax and will invoice Lessee for
the expense. Upon receipt of such invoice, Lessee will promptly reimburse Lessor for such expense.
9. END OF TERM; REDELIVERY; EXTENSION; PURCHASE.
(a) Lessee shall provide written notice to Lessor not less than thirty (30) days prior to the expiration of the initial term of this Schedule of
Lessee’s intent to return the Equipment to Lessor upon the expiration of the initial term of this Schedule. Subject to Lessee’s exercise of the
Purchase Option in Section 9(c), if Lessee fails to provide the foregoing notice in a timely manner, the initial term of this Schedule
automatically shall be deemed to have been extended for a period of three (3) months (“Extension Period”), during which Extension Period
Lessee shall continue to pay to Lessor Rent in advance at a monthly rate equal to $74,138.96 on the 1st day of each month during the
Extension Period (“Extension Period Payment”). During such Extension Period, the terms and conditions of the Lease as modified by this
Section 9, shall continue to be applicable.
(b) Subject to the provisions of Section 9(c), upon the later of the date of the expiration of the initial term of this Schedule or, if the term of this
Schedule has been extended, the date of the expiration of the Extension Period, or upon the earlier cancellation or termination of this
Schedule, Lessee shall return, all, but not less than all, of the Equipment leased pursuant to this Schedule to Lessor as set forth in Section 13
of the Lease and pay to Lessor a restocking fee equal to six percent (6%) of the Total Cost.
(c) Notwithstanding the obligation of Lessee to return the Equipment pursuant to Section 9(b), Lessor hereby grants to Lessee an option to
purchase all, but not less than all, of the Equipment leased pursuant to this Schedule (“Purchase Option”) at a purchase price (the “Exercise
Price”) equal to twelve percent (12%) of Total Cost including, without limitation, the Equipment Cost and the Soft Costs. Lessee may exercise
this Purchase Option by delivering a written notice of such exercise to Lessor not less than thirty (30) days prior to the expiration of the initial
term of this Schedule provided no Event of Default under the Lease shall have occurred and is continuing as of the date of Lessee’s exercise
of this Purchase Option. The date of the expiration of the initial term of this Schedule is hereinafter referred to as the “Term Expiration Date.”
If Lessee exercises the Purchase Option as required by this Section 9(c), closing of the purchase of the Equipment shall take place the first
business day following the Term Expiration Date. At the closing, upon receipt of the Exercise Price, Lessor shall execute and deliver to
Lessee a bill of sale transferring the Equipment to Lessee free and clear of any liens, security interests, and encumbrances, other than those
created by Lessee or caused by Lessee’s breach of the terms of the Lease. Lessee agrees to accept the Equipment being purchased AS IS,
WHERE IS and with all faults.
(d) If Lessee does not timely exercise the Purchase Option granted in Section 9(c) and if Lessee makes each of the Extension Period
Payments pursuant to Paragraph 9(a) above, Lessor hereby grants to Lessee an additional option to purchase all, but not less than all, of the
Equipment leased pursuant to this Schedule (the “Extension Period Purchase Option”) at a purchase price (the “Extended Exercise Price”)
equal to four percent (4%) of the Total Cost. Lessee may exercise this Extension Period Purchase Option by delivering a written notice of
such exercise to Lessor not less than thirty (30) days prior to the date of the expiration of the Extension Period of this Schedule and so long
as no Event of Default under the Lease shall have occurred and is continuing as of the date of Lessee’s exercise of this Extension Period
Purchase Option. The date of the expiration of the Extension Period of this Schedule is hereinafter referred to as the “Extended Term
Expiration Date.” If Lessee exercises the Extension Period Purchase Option as required by this Section 9(d) the closing of the purchase of the
Equipment shall take place the first business day following the Extended Term Expiration Date. At the closing, upon receipt of the Extended
Exercise Price, Lessor shall execute and deliver to Lessee a bill of sale transferring the Equipment to Lessee free and clear of any liens,
security interests, and encumbrances, other than Permitted Liens, those created by Lessee or caused by Lessee’s breach of the terms of the
Lease. Lessee agrees to accept the Equipment

being purchased AS IS, WHERE IS and with all faults. If Lessee does not timely exercise either the Purchase Option or the Extension Period
Purchase Option, Lessee shall promptly return the Equipment as required by Section 9(b).
10. ADDITIONAL PROVISIONS.
(a) Lessee shall obtain landlord waivers for all locations where Equipment resides. Lessor must be in receipt of such landlord waivers prior to
Lessee shipping, moving or relocating any Equipment to any such location prior to any purchase orders being issued by Lessor for any
equipment to be located at a colocation facility.
(b) To the extent not otherwise set forth herein, this Lease is subject to the terms and conditions set forth in that certain term sheet dated as
of August 1, 2018 among Lessee and Lessor.
Lessor is hereby authorized to insert such factually correct information as is necessary to complete this Equipment
Schedule, including (without limitation) the date of execution, and the rental payment amount(s) and factor(s).
[SIGNATURE PAGE TO FOLLOW]

DATE OF EXECUTION June 06, 2019
TRINITY CAPITAL FUND III, L. P., a Delaware limited partnership
By: TRINITY SBIC PARTNERS III, LLC, a Delaware limited liability company, its general partner
By: TRINITY SBIC MANAGEMENT, LLC, a Delaware limited liability company , its manager

By:
/s/ Steven L. Brown
Name:
Steven L. Brown
Title:
Managing Member
3075 West Ray Road, Suite 525
Chandler, AZ 85226
Phone: (480) 374-5351
ZOSANO PHARMA CORPORATION
By:/s/ Greg Kitchener
Name:Greg Kitchener
Title:
Chief Financial Officer
34790 Ardentech Court
Fremont, CA 94555

Exhibit 31.1
CERTIFICATION OF PRINCIPAL EXECUTIVE OFFICER PURSUANT TO EXCHANGE ACT RULE 13a-14(a) AS ADOPTED PURSUANT TO
SECTION 302 OF THE SARBANES-OXLEY
ACT OF 2002
I, John Walker, certify that:
1. I have reviewed this Quarterly Report on Form 10-Q of Zosano Pharma Corporation;
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)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the
registrant and have:
(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) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our
supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes
in accordance with generally accepted accounting principles;
(c) 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
(d) 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 that has materially affected, or is reasonably likely to materially affect, the registrant’s internal control over financial reporting; and
5. 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: August 14, 2019

By:

/s/ John Walker
John Walker
Chief Executive Officer
(Principal Executive Officer)

Exhibit 31.2
CERTIFICATION OF PRINCIPAL FINANCIAL OFFICER PURSUANT TO EXCHANGE ACT RULE 13a-14(a) AS ADOPTED PURSUANT TO
SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002
I, Gregory Kitchener, certify that:
1. I have reviewed this Quarterly Report on Form 10-Q of Zosano Pharma Corporation;
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)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the
registrant and have:
(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) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our
supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes
in accordance with generally accepted accounting principles;
(c) 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
(d) 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 that has materially affected, or is reasonably likely to materially affect, the registrant’s internal control over financial reporting; and
5. 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: August 14, 2019

By:

/s/ Gregory Kitchener
Gregory Kitchener
Chief Financial Officer
(Principal Financial and Accounting Officer)

Exhibit 32.1

CERTIFICATION OF PRINCIPAL EXECUTIVE OFFICER AND PRINCIPAL FINANCIAL OFFICER PURSUANT TO
18 U.S.C. SECTION 1350 AS ADOPTED PURSUANT TO SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002
Pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, John Walker, the Chief Executive Officer of
Zosano Pharma Corporation (the “Company”), and Gregory Kitchener, the Chief Financial Officer of the Company, hereby certify that, to their knowledge:
1. The Quarterly Report on Form 10-Q for the period ended June 30, 2019 of the Company (the “Report”) fully complies with the requirements of
Section 13(a) of the Securities Exchange Act of 1934; and
2. The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the Company.

Date: August 14, 2019

By:

/s/ John Walker
John Walker
Chief Executive Officer
(Principal Executive Officer)

Date: August 14, 2019

By:

/s/ Gregory Kitchener
Gregory Kitchener
Chief Financial Officer
(Principal Financial and Accounting Officer)

