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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, DC 20549

FORM 10-Q

(Mark One)
x  QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934
For the quarterly period ended June 30, 2015

OR

TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934
For the transition period from to

Commission file number 000-31141

INFINITY PHARMACEUTICALS, INC.

(Exact name of registrant as specified in its charter)
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Delaware 33-0655706
(State or other jurisdiction of (LLR.S. Employer
incorporation or organization) Identification No.)

784 Memorial Drive, Cambridge, Massachusetts 02139
(Address of principal executive offices) (zip code)
(617) 453-1000

(Registrant s telephone number, including area code)

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days. Yes x No ~

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if
any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T
(§232.405 of this chapter) during the preceding 12 months (or for such shorter period that the registrant was required
to submit and post such files). Yes x No ~

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,
or a smaller reporting company. See the definitions of large accelerated filer, accelerated filer, and smaller reporting
company in Rule 12b-2 of the Exchange Act. (Check one):

Large accelerated filer x Accelerated filer

Non-accelerated filer ~ (Do not check if a smaller reporting company) Smaller reporting company
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange
Act). Yes © No x

Number of shares of the registrant s Common Stock, $0.001 par value, outstanding on July 31, 2015: 49,188,464
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PART I. FINANCIAL INFORMATION

Item 1. Unaudited Condensed Consolidated Financial Statements

INFINITY PHARMACEUTICALS, INC.

Condensed Consolidated Balance Sheets

(unaudited)

(in thousands, except share and per share amounts)

Assets

Current assets:

Cash and cash equivalents
Available-for-sale securities

Loan commitment asset, net (note 9)
Prepaid expenses and other current assets

Total current assets

Property and equipment, net
Long-term available-for-sale securities
Restricted cash

Long-term receivable (note 11)

Other assets

Total assets

Liabilities and stockholders equity
Current liabilities:

Accounts payable

Accrued expenses

Due to Takeda, current

Deferred revenue, current

Financing obligation, current (note 11)

Total current liabilities
Deferred revenue, less current portion
Deferred rent (note 11)

Financing obligation, less current portion (note 11)

Construction liability (note 11)
Other liabilities

Total liabilities
Commitments and contingencies

Table of Contents

June 30, 2015
$ 134,607
64,868

8,992

208,467
27,392

1,680
3,006
333

$ 240,878

$ 7,830
19,408

30,590
403

58,231
70,171
4,875
19,802
538

153,617

December 31, 2014

$ 307,405
25,321

647

11,195

344,568
18,970
519
1,680
3,006
401

$ 369,144

$ 5,947
17,768

6,667

24,495

54,877
85,510
3,375

15,456
454

159,672
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Stockholders equity:

Preferred Stock, $0.001 par value; 1,000,000 shares authorized, no shares
issued and outstanding at June 30, 2015 and December 31, 2014
Common Stock, $0.001 par value; 100,000,000 shares authorized, and
49,165,319 and 48,878,828 shares issued and outstanding, at June 30,

2015 and December 31, 2014, respectively 49 49
Additional paid-in capital 686,051 676,521
Accumulated deficit (598,942) (467,212)
Accumulated other comprehensive income 103 114
Total stockholders equity 87,261 209,472
Total liabilities and stockholders equity $ 240,878 $ 369,144

The accompanying notes are an integral part of these unaudited, condensed consolidated financial statements.
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INFINITY PHARMACEUTICALS, INC.

Condensed Consolidated Statements of Operations and Comprehensive Loss

(unaudited)

(in thousands, except share and per share amounts)

Three Months Ended June 30,

2015
Collaboration revenue $ 4,880
Operating expenses:
Research and development 34,062
General and administrative 9,410
Total operating expenses 43,472
Loss from operations (38,592)
Other income (expense):
Interest expense (99)
Investment and other income 263
Total other income (expense) 164
Net loss $ (38,428)
Basic and diluted loss per common share $ (0.78)
Basic and diluted weighted average number of
common shares outstanding 49,076,031
Other comprehensive loss:
Net unrealized holding gains (losses) on
available-for-sale securities arising during the
period @)
Comprehensive loss $ (38,435)

48,543,853

Six Months Ended June 30,
2015 2014

$ 9,244  §

122,490 62,656

17,960 13,861

140,450 76,517
(131,206) (76,517)
(747) (4,077)

223 304
(524) (3,773)

$ (131,730) $  (80,290)

$ 269 S (1.66)

49,008,085 48,446,849

8)) 6

$ (131,741) $  (80,284)

The accompanying notes are an integral part of these unaudited, condensed consolidated financial statements.
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INFINITY PHARMACEUTICALS, INC.
Condensed Consolidated Statements of Cash Flows
(unaudited)

(in thousands)

Operating activities

Net loss

Adjustments to reconcile net loss to net cash used in operating activities:
Depreciation

Stock-based compensation including 401(k) match

Net amortization of premium/discount on available-for-sale securities
Non-cash interest expense on Due to Takeda amount

Amortization of loan commitment asset

Other, net

Changes in operating assets and liabilities:

Prepaid expenses and other assets

Accounts payable, accrued expenses and other liabilities

Due to Takeda

Deferred revenue

Deferred rent

Net cash used in operating activities

Investing activities

Purchases of property and equipment

Purchases of available-for-sale securities

Proceeds from maturities of available-for-sale securities

Net cash provided by (used in) investing activities

Financing activities

Proceeds from issuances of common stock related to stock incentive plans
Proceeds from issuances of common stock related to employee stock purchase plan
Payments on construction liability

Payments on financing obligation

Deferred transaction costs

Net cash provided by financing activities

Net increase (decrease) in cash and cash equivalents
Cash and cash equivalents at beginning of period

Cash and cash equivalents at end of period

Table of Contents

Six Months Ended June 30,

2015
$ (131,730)

968
7,365
141

647
ey

2,491
3,027
(6,667)
(9,244)
1,500

(131,503)
(3,969)
(64,440)
25,259
(43,150)
1,693
472
(273)
(37)
1,855

(172,798)
307,405

$ 134,607

2014
$ (80,290)
920
6,691
963
105

4,077
M

(569)

1,227
(6,667)

(73,544)
271)
(12,536)
101,746
88,939
2,060
393
(446)

2,007

17,402
68,114

$§ 85516
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Supplemental cash flow information

Cash paid for interest $ 9 3

Cash paid for income taxes $ 175  $
Supplemental schedule of noncash investing and financing activities

Loan commitment asset $ $ 11,350
Facility fee $ $ 3,000
Fixed assets in accrued expenses $ 581 %

Increase in property and equipment for amount paid by landlord $ 4,840 3

Warrants issued $ $ 8,350
The accompanying notes are an integral part of these unaudited, condensed consolidated financial statements.
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Infinity Pharmaceuticals, Inc.
Notes to Condensed Consolidated Financial Statements
(Unaudited)
1. Organization

Infinity Pharmaceuticals, Inc. is an innovative biopharmaceutical company dedicated to discovering, developing and
delivering best-in-class medicines to patients with difficult-to-treat diseases. As used throughout these unaudited,
condensed consolidated financial statements, the terms Infinity, we, us, and our refer to the business of Infinity
Pharmaceuticals, Inc. and its wholly-owned subsidiaries.

2. Basis of Presentation

These condensed consolidated financial statements include the accounts of Infinity and its wholly-owned subsidiaries.
We have eliminated all significant intercompany accounts and transactions in consolidation.

The accompanying condensed consolidated financial statements have been prepared in accordance with generally
accepted accounting principles for interim financial information and with the instructions to Form 10-Q and Article 10
of Regulation S-X. Accordingly, they do not include all of the information and footnotes required by generally
accepted accounting principles for complete financial statements. In the opinion of management, all adjustments,
consisting of normal recurring accruals and revisions of estimates, considered necessary for a fair presentation of the
accompanying condensed consolidated financial statements have been included. Interim results for the three and six
months ended June 30, 2015 are not necessarily indicative of the results that may be expected for the fiscal year
ending December 31, 2015.

The information presented in the condensed consolidated financial statements and related footnotes at June 30, 2015,
and for the three and six months ended June 30, 2015 and 2014, is unaudited, and the condensed consolidated balance
sheet amounts and related footnotes at December 31, 2014 have been derived from our audited financial statements.
For further information, please refer to the consolidated financial statements and accompanying footnotes included in
our annual report on Form 10-K for the fiscal year ended December 31, 2014, which was filed with the U.S. Securities
and Exchange Commission on February 24, 2015.

3. Significant Accounting Policies
Cash Equivalents and Available-For-Sale Securities

Cash equivalents and available-for-sale securities primarily consist of money market funds, U.S.
government-sponsored enterprise obligations, corporate obligations and mortgage-backed securities. Corporate
obligations include obligations issued by corporations in countries other than the United States, including some
obligations that have not been guaranteed by governments or government agencies. We consider all highly liquid
investments with maturities of three months or less at the time of purchase to be cash equivalents. Cash equivalents,
which consist of money market funds and corporate obligations, are stated at fair value. They are also readily
convertible to known amounts of cash and have such short-term maturities that each presents insignificant risk of
change in value due to changes in interest rates. Our classification of cash equivalents is consistent with prior periods.
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We determine the appropriate classification of marketable securities at the time of purchase and reevaluate such
designation at each balance sheet date. We have classified all of our marketable securities at June 30, 2015 and
December 31, 2014 as available-for-sale. We carry available-for-sale securities at fair value, with the unrealized gains
and losses reported in accumulated other comprehensive income, which is a separate component of stockholders

equity.

We adjust the cost of available-for-sale debt securities for amortization of premiums and accretion of discounts to
maturity. We include such amortization and accretion in investment and other income. The cost of securities sold is
based on the specific identification method. We include in investment and other income interest and dividends on
securities classified as available-for-sale.

We conduct periodic reviews to identify and evaluate each investment that is in an unrealized loss position to
determine whether an other-than-temporary impairment exists. An unrealized loss exists when the current fair value of
an individual security is less than its amortized cost basis. Unrealized losses on available-for-sale debt securities that
are determined to be temporary, and not related to credit loss, are recorded, net of tax, in accumulated other
comprehensive income.

Table of Contents 10
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For available-for-sale debt securities in an unrealized loss position, we perform an analysis to assess whether we
intend to sell or whether we would more likely than not be required to sell the security before the expected recovery of
the amortized cost basis. Where we intend to sell a security, or may be required to do so, the security s decline in fair
value is deemed to be other-than-temporary, and the full amount of the unrealized loss is recorded within earnings as
an impairment loss.

Regardless of our intent to sell a security, we perform additional analysis on all securities in an unrealized loss
position to evaluate losses associated with the creditworthiness of the security. Credit losses are identified where we
do not expect to receive cash flows sufficient to recover the amortized cost basis of a security and are recorded within
earnings as an impairment loss.

Segment Information

We operate in one business segment, which focuses on drug discovery and development. We make operating
decisions based upon performance of the enterprise as a whole and utilize our consolidated financial statements for
decision making.

All of our revenues to date have been generated under research collaboration agreements.
Basic and Diluted Net Loss per Common Share

Basic net loss per share is based upon the weighted average number of common shares outstanding during the period.
Diluted net loss per share is based upon the weighted average number of common shares outstanding during the
period plus the effect of additional weighted average common equivalent shares outstanding during the period when
the effect of adding such shares is dilutive. Common equivalent shares result from the assumed exercise of
outstanding stock options (the proceeds of which are then assumed to have been used to repurchase outstanding stock
using the treasury stock method) and the exercise of outstanding warrants (the proceeds of which have not been used
for repurchases under the treasury stock method). In addition, the assumed proceeds under the treasury stock method
include the average unrecognized compensation expense of stock options that are in-the-money. This results in the

assumed buyback of additional shares, thereby reducing the dilutive impact of stock options. Common equivalent
shares have not been included in the net loss per share calculations for the periods presented because the effect of
including them would have been anti-dilutive. Total potential gross common equivalent shares consisted of the
following:

At June 30,
2015 2014
Stock options 8,013,356 6,821,697
Warrants 1,000,000 1,000,000

Comprehensive Loss

Comprehensive loss is comprised of net loss and other comprehensive income (loss). Other comprehensive income
(loss) is comprised of unrealized holding gains and losses arising during the period on available-for-sale securities that
are not other-than-temporarily impaired. During the six months ended June 30, 2015, there were no reclassifications
out of accumulated other comprehensive income (loss).

Stock-Based Compensation Expense
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For awards granted to employees and directors, including awards under our Employee Stock Purchase Plan, or ESPP,

we measure stock-based compensation cost at the grant date based on the estimated fair value of the award and
recognize it as expense over the requisite service period on a straight-line basis. We record the expense of services

rendered by non-employees based on the estimated fair value of the stock option as of the respective vesting date. We

use the Black-Scholes valuation model in determining the fair value of all equity awards. For awards with
performance conditions, we estimate the likelihood of satisfaction of the performance conditions, which affects the
period over which the expense is recognized, and recognize the expense over the requisite service period on a
straight-line basis. We have no awards with market conditions.

Revenue Recognition

To date, all of our revenue has been generated under research collaboration agreements. The terms of these research
collaboration agreements may include payment to us of non-refundable, upfront license fees, funding or
reimbursement of research and development efforts, milestone payments if specified objectives are achieved, and/or
royalties on product sales. We evaluate all deliverables within an arrangement to determine whether or not they
provide value on a stand-alone basis. Based on this evaluation,

Table of Contents
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the deliverables are separated into units of accounting. For each unit of accounting identified within an arrangement,
we determine the period over which the performance obligation occurs. Revenue is then recognized using the
proportional performance method. The proportional performance method is used when the level of effort to complete
the performance obligations under an arrangement can be reasonably estimated. We recognize revenue based upon our
best estimate of the selling price for each element when there is no other means to determine the fair value of that item
and allocate the consideration based on the relative values. The process for determining the best estimate of the selling
price involves significant judgment and estimates.

At the inception of each agreement that includes milestone payments, we evaluate whether each milestone is
substantive on the basis of the contingent nature of the milestone. This evaluation includes an assessment of whether:

the consideration is commensurate with either (1) our performance to achieve the milestone, or
(2) the enhancement of the value of the delivered item(s) as a result of a specific outcome
resulting from our performance to achieve the milestone,

the consideration relates solely to past performance, and

the consideration is reasonable relative to all of the deliverables and payment terms within the

arrangement.
In making this assessment, we evaluate factors such as the clinical, regulatory, commercial and other risks that must
be overcome to achieve the respective milestone, the level of effort and investment required, and whether the
milestone consideration is reasonable relative to all deliverables and payment terms in the arrangement. We recognize
revenues related to substantive milestones in full in the period in which the substantive milestone is achieved. If a
milestone payment is not considered substantive, we recognize the applicable milestone over the remaining period of
performance.

We will recognize royalty revenue, if any, based upon actual and estimated net sales by the licensee of licensed
products in licensed territories, and in the period the sales occur. We have not recognized any royalty revenue to date.

Research and Development Expense

Research and development expense consists of expenses incurred in performing research and development activities,
including salaries and benefits, overhead expenses including facilities expenses, materials and supplies, preclinical
expenses, clinical trial and related clinical manufacturing expenses, comparator drug expenses, stock-based
compensation expense, depreciation of equipment, contract services, and other outside expenses. We also include as
research and development expense upfront license payments related to acquired technologies which have not yet
reached technological feasibility and have no alternative use. We expense research and development costs as they are
incurred. Prepaid comparator drug expenses are capitalized and then recognized as expense when title transfers to us.
We have been a party to collaboration agreements in which we were reimbursed for work performed on behalf of the
collaborator, as well as one in which we reimbursed the collaborator for work it had performed. We record all
appropriate expenses under our collaborations as research and development expense. If the arrangement provides for
reimbursement of research and development expenses incurred by us, we evaluate the terms of the arrangement to
determine whether the reimbursement should be recorded as revenue or as an offset to research and development
expense. If the arrangement provides for us to reimburse the collaborator for research and development expenses or
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for the achievement of a development milestone for which a payment is due, we record the reimbursement or the
achievement of the development milestone as research and development expense.

Income Taxes

We use the liability method to account for income taxes. Deferred tax assets and liabilities are determined based on
temporary differences between financial reporting and income tax basis of assets and liabilities, as well as net
operating loss and tax credit carryforwards, and are measured using the enacted tax rates and laws that will be in effect
when the differences reverse. Deferred tax assets are reduced by a valuation allowance to reflect the uncertainty
associated with their ultimate realization. The effect of a change in tax rate on deferred taxes is recognized in income
or loss in the period that includes the enactment date.

We use our judgment for the financial statement recognition and measurement of a tax position taken or expected to
be taken in a tax return. We recognize any material interest and penalties related to unrecognized tax benefits in
income tax expense.

Due to the uncertainty surrounding the realization of the net deferred tax assets in future periods, we have recorded a

full valuation allowance against our otherwise recognizable net deferred tax assets as of June 30, 2015 and
December 31, 2014.
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We define fair value as the price that would be received to sell an asset or paid to transfer a liability in an orderly
transaction between market participants at the measurement date. We determine fair value based on the assumptions
market participants use when pricing the asset or liability. We also use the fair value hierarchy that prioritizes the
information used to develop these assumptions.

We value our available-for-sale securities utilizing third party pricing services. The pricing services use many
observable market inputs to determine value, including benchmark yields, reportable trades, broker/dealer quotes,
issuer spreads, two-sided markets, benchmark securities, bids, offers, reference data, new issue data, monthly payment
information and collateral performance. We validate the prices provided by our third party pricing services by
understanding the models used, obtaining market values from other pricing sources, and confirming that those
securities trade in active markets.

Property and Equipment

Property and equipment are stated at cost. Depreciation is recorded using the straight-line method over the estimated
useful lives of the applicable assets. Assets included in construction-in-progress are not depreciated until placed into
service. When placed into service, these assets are depreciated over the lease term to a residual value approximately
equal to the remaining financing obligation at the end of the financing term. Application development costs incurred
for computer software developed or obtained for internal use are capitalized. Upon sale or retirement, the cost and
related accumulated depreciation are eliminated from the respective account, and the resulting gain or loss, if any, is
included in current operations. Amortization of leasehold improvements, building improvements and capital leases is
recorded as depreciation expense and included in research and development and general and administrative expense,
as applicable. Repairs and maintenance charges that do not increase the useful life of the assets are charged to
operations as incurred. Property and equipment are depreciated over the following periods:

Laboratory equipment 5 years

Computer equipment and software 3 to 5 years

Leasehold improvements Shorter of lease term or useful life of asset

Building and building 10 to 50 years, less estimated residual

improvements value at the end of the financing
obligation term

Furniture and fixtures 7 to 10 years

4. Stock-Based Compensation

Total stock-based compensation expense related to all equity awards for the three and six months ended June 30, 2015
and 2014 comprised the following:

Six Months
Three Months Ended Ended
June 30, June 30,

2015 2014 2015 2014
(in thousands)
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Research and development $2,137 $1,771 $4,372 $3,976
General and administrative 1,479 1,176 2,993 2,715
Total share-based compensation expense $3,616 $2,947 $7,365 $6,691

As of June 30, 2015, we had approximately $24.2 million of total unrecognized compensation cost, net of estimated
forfeitures, related to unvested stock options and awards under our ESPP, which are expected to be recognized over a
weighted-average period of 2.6 years.

During the six months ended June 30, 2014, two members of our board of directors retired and were granted the right
to exercise their vested stock options for an additional six-month period. In addition, one employee whose
employment terminated received an accelerated vesting of his unvested options. In connection with these
modifications, we recognized an additional $0.4 million in stock-based compensation expense during the six months
ended June 30, 2014.
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During the six months ended June 30, 2015, we granted options to purchase 1,948,941 shares of our common stock at
a weighted average fair value of $9.35 and a weighted average exercise price of $15.46. During the six months ended
June 30, 2014, we granted options to purchase 1,382,684 shares of our common stock at a weighted average fair value
of $7.53 and a weighted average exercise price of $12.73. For the three and six months ended June 30, 2015 and 2014,
the fair values were estimated using the Black-Scholes valuation model using the following weighted-average
assumptions:

Three Months Ended Six Months Ended
June 30, June 30,
2015 2014 2015 2014
Risk-free interest rate 1.4% 1.7% 1.4% 1.7%
Expected annual dividend yield
Expected stock price volatility 69.7% 70.7% 71.0% 71.0%
Expected term of options 5.5 years 5.0 years 5.4 years 5.1 years

During the six months ended June 30, 2015, options to purchase 211,386 shares of common stock were exercised,
with a weighted-average exercise price of $8.01.

Employee Stock Purchase Plan
The weighted-average fair value of each purchase right granted during the six months ended June 30, 2015 and 2014

was $7.62 and $6.33, respectively. For the six months ended June 30, 2015 and 2014, the fair values were estimated
using the Black-Scholes valuation model using the following weighted-average assumptions:

Six Months Ended Six Months Ended
June 30, 2015 June 30, 2014
Risk-free interest rate 0.4% 0.2%
Expected annual dividend yield
Expected stock price volatility 70.3% 75.21%
Expected term of options 1.2 years 1.2 years

5. Cash, Cash Equivalents and Available-for-Sale Securities

The following is a summary of cash, cash equivalents and available-for-sale securities:

June 30, 2015
Gross Gross
Unrealized Unrealized Estimated
Cost Gains Losses Fair Value
(in thousands)
Cash and cash equivalents due in 90 days or less  $ 134,607 $ $ $ 134,607
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Available-for-sale securities:

Corporate obligations due in one year or less
Mortgage-backed securities due after ten years
U.S. government-sponsored enterprise
obligations due in one year or less

Total available-for-sale securities

Total cash, cash equivalents and
available-for-sale securities
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58,339
386

6,040

64,765

$199,372

19
105

124

124

$

(19)

2

2D

21

58,339
491

6,038

64,868

$ 199,475
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December 31, 2014
Gross Gross
Unrealized Unrealized Estimated
Cost Gains Losses Fair Value
(in thousands)
Cash and cash equivalents due in 90 days or less $ 307,405 $ $ $ 307,405
Available-for-sale securities:
Corporate obligations due in one year or less 21,324 6 1) 21,329
Mortgage-backed securities due after ten years 412 107 519
U.S. government-sponsored enterprise
obligations due in one year or less 3,990 2 3,992
Total available-for-sale securities 25,726 115 (D) 25,840
Total cash, cash equivalents and
available-for-sale securities $333,131 $ 115 $ (1) $ 333,245

We held 31 debt securities at June 30, 2015 that had been in an unrealized loss position for less than 12 months and no
debt securities that had been in an unrealized loss position for 12 months or greater. The fair value of these securities
was $69 million. We evaluated our securities for other-than-temporary impairments based on quantitative and
qualitative factors. We considered the decline in market value for these securities to be primarily attributable to
current economic and market conditions. It is not more likely than not that we will be required to sell these securities,
and we do not intend to sell these securities before the recovery of their amortized cost basis. Based on our analysis,
we do not consider these investments to be other-than-temporarily impaired as of June 30, 2015.

As of June 30, 2015, we held 15 debt securities from other companies located in Australia, Japan, Sweden, Canada,
the Netherlands and the United Kingdom with an aggregate fair value of $54 million. These securities are short term
in nature and are scheduled to mature within twelve months. There were no material unrealized losses incurred from
these securities. Based on our analysis, we do not consider these investments to be other-than-temporarily impaired as
of June 30, 2015.

We had no material realized gains or losses on our available-for-sale securities for the three and six months ended
June 30, 2015 and 2014. There were no other-than-temporary impairments recognized for the three and six months
ended June 30, 2015 and 2014.

We will need substantial additional funds to support our planned operations. In the absence of additional funding or
business development activities and based on our current operating plans, we believe that, at June 30, 2015, our
existing cash, cash equivalents and available-for-sale securities will be adequate to satisfy our capital needs into the
second quarter of 2016.

6. Fair Value

We use a valuation hierarchy for disclosure of the inputs used to measure fair value. This hierarchy prioritizes the
inputs into three broad levels. Level 1 inputs, which we consider the highest level inputs, are quoted prices
(unadjusted) in active markets for identical assets or liabilities. Level 2 inputs are quoted prices for similar assets and
liabilities in active markets or inputs that are observable for the asset or liability, either directly or indirectly through
market corroboration, for substantially the full term of the financial instrument. Level 3 inputs are unobservable inputs
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based on our own assumptions used to measure assets and liabilities at fair value. The classification of a financial
asset or liability within the hierarchy is determined based on the lowest level input that is significant to the fair value
measurement. For our fixed income securities, we reference pricing data supplied by our custodial agent and
nationally known pricing vendors, using a variety of daily data sources, largely readily-available market data and
broker quotes. We validate the prices provided by our third party pricing services by reviewing their pricing methods
and obtaining market values from other pricing sources. After completing our validation procedures, we did not adjust
or override any fair value measurements provided by our pricing services as of June 30, 2015 and December 31, 2014.
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The following table provides the assets carried at fair value measured on a recurring basis as of June 30, 2015:

Level 1 Level 2
(in thousands)

Assets:

Cash and cash equivalents $ 134,607 $
Corporate obligations (including commercial paper) 58,339
Mortgage-backed securities 491
U.S. government-sponsored enterprise obligations 6,038
Total $ 134,607 $ 64,868

The fair value of the available-for-sale securities and cash and cash equivalents (including asset types listed below
with maturities of three months or less at the time of purchase) is based on the following inputs:

Corporate Obligations:

Commercial paper: calculations by custodian based on the three month Treasury bill
published on the last business day of the month.

Other: benchmark yields, reported trades, broker/dealer quotes, issuer spreads, two-sided
markets, benchmark securities, bids, offers and reference data.

Mortgage-Backed Securities: benchmark yields, reported trades, broker/dealer quotes, issuer
spreads, two-sided markets, benchmark securities, bids, offers and reference data, new issue data,
monthly payment information and collateral performance.

U.S. Government-Sponsored Enterprise Obligations: benchmark yields, reported trades,
broker/dealer quotes, issuer spreads, two-sided markets, benchmark securities, bids, offers and
reference data.
The carrying amounts reflected in the condensed consolidated balance sheets for prepaid expenses and other current
assets, other assets, accounts payable and accrued expenses approximate their fair value due to their short term
maturities.

There have been no changes to the valuation methods during the six months ended June 30, 2015. We evaluate
transfers between levels at the end of each reporting period. There were no transfers of assets or liabilities between
Level 1 and Level 2 during the six months ended June 30, 2015. We had no available-for-sale securities that were

classified as Level 3 at any point during the six months ended June 30, 2015 or during the year ended December 31,
2014,
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7. Prepaid expenses and other current assets

Prepaid expenses and other current assets consist of the following:

June 30, December 31,

2015 2014
(in thousands)
Prepaid comparator drug $2,223 $ 5,085
Other prepaid expenses 3,989 4,124
Other current assets 2,780 1,986
Total prepaid expenses and other current assets $8,992 $ 11,195

8. Collaborations

AbbVie

On September 2, 2014, we entered into a collaboration and license agreement with AbbVie Inc., or AbbVie, which we
refer to as the AbbVie Agreement. Under the AbbVie Agreement, we are collaborating with AbbVie to develop and
commercialize

10
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products containing duvelisib, also known as IPI-145, an oral, dual inhibitor of the delta and gamma isoforms of
phosphoinositide-3-kinase, or PI3K, which we refer to as Duvelisib Products, in oncology indications. Under the
terms of the AbbVie Agreement, we have granted to AbbVie licenses under applicable patents, patent applications,
know-how and trademarks to develop, commercialize and manufacture Duvelisib Products in oncology indications.
These licenses are generally co-exclusive with rights we retain, except that we have granted AbbVie exclusive
licenses to commercialize Duvelisib Products outside the United States. We and AbbVie retain the rights to perform
our respective obligations and exercise our respective rights under the AbbVie Agreement, and we and AbbVie may
each grant sublicenses to affiliates or third parties.

Under the AbbVie Agreement, we and AbbVie have created a governance structure, including committees and
working groups to manage the development, manufacturing and commercialization responsibilities for Duvelisib
Products. Generally, we and AbbVie must mutually agree on decisions, although in specified circumstances either we
or AbbVie would be able to break a deadlock.

We and AbbVie share oversight of development and have each agreed to use diligent efforts, as defined in the AbbVie
Agreement, to carry out our development activities under an agreed upon development plan. We have primary
responsibility for the conduct of development of Duvelisib Products, unless otherwise agreed, and AbbVie has
responsibility for the conduct of certain contemplated combination clinical studies, which we refer to as the AbbVie
Studies. We have the responsibility to manufacture Duvelisib Products until we transition manufacturing
responsibility to AbbVie, which we expect to occur as promptly as practicable while ensuring continuity of supply.
Excluding the AbbVie Studies, we are responsible for all costs to develop and manufacture Duvelisib Products up to a
maximum amount of $667 million after which we will share Duvelisib Product development and manufacturing costs
equally with AbbVie. During the three and six months ended June 30, 2015, we recognized an expense of $3.0 million
and $4.1 million, respectively, in research and development expense related to costs incurred by AbbVie for other
than the AbbVie Studies. The development and manufacturing costs for the AbbVie Studies are shared equally.
During the three and six months ended June 30, 2015, we recognized an expense of $0.1 million and $0.2 million,
respectively, in research and development expense related to our share of the AbbVie Studies cost.

We and AbbVie share operational responsibility and decision making authority for commercialization of Duvelisib
Products in the United States. Specifically, we have the primary responsibility for advertising, distribution, and
booking sales, and we share certain other commercialization functions with AbbVie. Assuming regulatory approval,
we and AbbVie are obligated to each provide half of the sales representative effort to promote Duvelisib Products in
the United States. Outside the United States, AbbVie has, with limited exceptions, operational responsibility and
decision making authority to commercialize Duvelisib Products. We and AbbVie will share the cost of manufacturing
and supply for commercialization of Duvelisib Products in the United States, and AbbVie will bear the cost of
manufacturing and supply for commercialization of Duvelisib Products outside the United States. Prior to
commercialization and regulatory approval, we will recognize these costs as a component of research and
development and general and administrative expenses. Subsequent to regulatory approval and commercial launch, the
cost of manufacturing will be recorded as cost of goods sold. During the three and six months ended June 30, 2015,
we recognized a credit of $0.1 million and $0.3 million, respectively, in research and development expense and a
credit of $35,000 and $0.3 million, respectively, in general and administrative expense related to these costs.

AbbVie has paid us a non-refundable $275 million upfront payment and has agreed to pay us up to $530 million in
potential future milestone payments comprised of $130 million associated with the completion of enrollment of either
DYNAMO or DUO , which we expect to occur in 2015; up to $275 million associated with the achievement of
specified regulatory filing and approval milestones; and up to $125 million associated with the achievement of
specified commercialization milestones. DYNAMO is a Phase 2, open-label, single arm study evaluating the safety
and efficacy of duvelisib dosed at 25 mg twice daily, or BID, in approximately 120 patients with indolent

Table of Contents 23



Edgar Filing: INFINITY PHARMACEUTICALS, INC. - Form 10-Q

non-Hodgkin lymphoma, or iNHL, including follicular lymphoma, marginal zone lymphoma and small lymphocytic
lymphoma, whose disease is refractory to rituximab and to either chemotherapy or radioimmunotherapy. DUQO is a
randomized, Phase 3 study designed to evaluate the safety and efficacy of duvelisib dosed at 25 mg BID compared to
ofatumumab, a monoclonal antibody therapy, in approximately 300 patients with relapsed or refractory chronic
lymphocytic leukemia, or CLL. Under the terms of the AbbVie Agreement, we and AbbVie will equally share
commercial profits or losses of Duvelisib Products in the United States, including sharing equally the existing royalty
obligations to Mundipharma International Corporation Limited, or Mundipharma, and Purdue Pharmaceutical
Products L.P., or Purdue, for sales of Duvelisib Products in the United States, as well as sharing equally the existing
U.S. milestone payment obligations to Takeda Pharmaceutical Company Limited, or Takeda, our PI3K program
licensor.

Additionally, AbbVie has agreed to pay us tiered royalties on net sales of Duvelisib Products outside the United States
ranging from 23.5% to 30.5%, depending on annual net sales of Duvelisib Products by AbbVie, its affiliates and its
sublicensees. We are responsible for the existing royalty obligations to Mundipharma and Purdue outside the United
States, and AbbVie has agreed to reimburse us for our existing Duvelisib Product milestone payment obligations to
Takeda outside the United States. The tiered royalty

11
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from AbbVie is subject to a reduction of 4% at each tier if our royalties to Mundipharma and Purdue are reduced
according to the terms of our respective agreements with Mundipharma and Purdue. This tiered royalty can further be
reduced based on specified factors, including patent expiry, generic entry, and royalties paid to third parties with
blocking intellectual property. These royalties are payable on a product-by-product and country-by-country basis until
AbbVie ceases selling the product in the country.

We have evaluated the deliverables within the AbbVie Agreement to determine whether or not they provide value on a
stand-alone basis. Based on our evaluation, we have determined that there are three deliverables: the license, the
development services and the committee services. Each deliverable provides value on a stand-alone basis and
represents a separate unit of accounting. We determined the best estimate of selling price for each unit of accounting
using a discounted cash-flow model. The valuation for each deliverable involves significant estimates and
assumptions, including but not limited to, expected market opportunity, assumed royalty rates, pricing objectives,
clinical trial timelines, likelihood of success and projected costs. The resulting estimate of selling prices for the license
and development services consider the benefits that have been retained by us.

Of the $275 million upfront payment received during the year ended December 31, 2014, $159.1 million was
allocated to the license, $115.6 million to the development services and $0.3 million to committee services based on
the allocation of best estimate of selling price on a relative basis. We determined the best estimate of selling prices for
the license unit of accounting based on estimates and assumptions resulting in an expected future cash flow which was
discounted based on estimated weighted average cost of capital of 11.5%. We determined the best estimate of selling
prices for development and committee services based on the nature of the services to be performed and estimates of
the associated efforts and third-party rates for similar services using a discount rate of 8% for development services
and 11.5% for committee services. We recognized license revenue upon execution of the arrangement. Revenue
related to development services and committee services is being recognized using the proportionate performance
method as services are provided over the estimated service period of approximately five years. During the three and
six months ended June 30, 2015, we recognized $4.9 million and $9.2 million, respectively, of revenue related to
development and committee services. We have recorded the remaining amount related to development and committee
services of $30.6 million and $70.2 million as short-term and long-term deferred revenue, respectively, as of June 30,
2015.

The clinical development, regulatory and commercialization milestones represent non-fundable amounts that would be
paid by AbbVie to us if certain milestones are achieved in the future. We have elected to apply the milestones method
of revenue recognition to all milestones except for the clinical development milestone. We have determined that all
milestones, except for the clinical development milestone, if achieved, are substantive because (i) they relate solely to
past performance, (ii) are commensurate with estimated enhancement of value associated with the achievement of
each milestone as a result of our performance, which are reasonable relative to other deliverables and terms of the
arrangement, and (iii) are unrelated to the delivery of any further elements under the arrangement. The clinical
development milestone, which we have determined not to be substantive based on risk and effort involved, will be
recognized using the proportionate performance method, the same method as the upfront payment when achieved.

Subject to limited exceptions, we have agreed that we and our affiliates will not commercialize, or assist others in
commercializing, in oncology indications any product that is a PI3K delta, gamma inhibitor that meets certain
agreed-to criteria, other than Duvelisib Products, and AbbVie has agreed to similar restrictions. Registration-directed
clinical trials and commercialization of Duvelisib Products for uses outside of oncology indications would require our
and AbbVie s mutual consent.

The AbbVie Agreement will remain in effect until all development, manufacturing and commercialization of
Duvelisib Products cease, unless terminated earlier. Either we or AbbVie may terminate the AbbVie Agreement if the
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other party is subject to certain insolvency proceedings or if the other party materially breaches the AbbVie
Agreement and the breach remains uncured for a specified period, which may be extended in certain circumstances.
However, we may terminate the AbbVie Agreement only on a country-by-country basis in the event AbbVie is not
using diligent efforts to obtain regulatory approval or to commercialize Duvelisib Products in a country outside the
United States. AbbVie may also terminate the AbbVie Agreement for convenience after a specified notice period. In
the event there is a material uncured breach by either us or AbbVie of development or commercialization obligations,
the non-breaching party may also have the right to assume and conduct such applicable development or
commercialization obligations. If AbbVie or any of its affiliates or sublicensees challenges the patents we have
licensed to AbbVie, we can terminate the AbbVie Agreement if the challenge is not withdrawn after a specified notice
period.

If the AbbVie Agreement is terminated, we would receive all rights to the regulatory filings related to duvelisib upon
our request, our license to AbbVie would terminate, and AbbVie would grant us a perpetual, irrevocable license to
develop, manufacture and commercialize products containing duvelisib, excluding any compound which is covered by
patent rights controlled by AbbVie or its affiliates. This license would be royalty-free, unless the AbbVie Agreement
is terminated for material breach, in which case, depending on the breaching party and the timing of the material
breach, a royalty rate may be payable by us ranging from a low single-digit percentage to a low double-digit
percentage of net sales, and, in some cases, subject to a payment cap.

12
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If the AbbVie Agreement is terminated, we would not be entitled to receive payment for any milestone achieved after
notice of termination but before the effective date of termination. Further, if the AbbVie Agreement is terminated,
there are certain wind-down obligations to ensure a smooth transition of the responsibilities of the parties including,
unless the AbbVie Agreement is terminated by AbbVie for our material breach, the continued conduct of certain
development and commercialization activities by AbbVie for a limited transition period and the continued funding by
AbbVie of its half of the cost of the AbbVie Studies ongoing at the time of termination.

Takeda

In July 2010, we entered into a development and license agreement with Intellikine, Inc., or Intellikine, under which
we obtained rights to discover, develop and commercialize pharmaceutical products targeting the delta and/or gamma
isoforms of PI3K, including duvelisib, and we paid Intellikine a $13.5 million up-front license fee. In January 2012,
Intellikine was acquired by Takeda, acting through its Millennium business unit. We refer to our PI3K inhibitor
program licensor as Takeda. In December 2012, we amended and restated our development and license agreement
with Takeda.

Under the terms of the amended and restated agreement, we retained worldwide development rights and, in exchange
for an agreement to pay Takeda $15 million in installments, we regained commercialization rights for products arising
from the agreement for all therapeutic indications and we are solely responsible for research conducted under the
agreement. During the year ended December 31, 2012, we paid $1.7 million of the $15 million, and we recorded the
$15 million release payment at its fair value of $14.4 million in research and development expenses. During the year
ended December 31, 2014, we paid to Takeda the second installment of $6.7 million. During the six months ended
June 30, 2015, we paid to Takeda the final installment of $6.7 million.

In addition to developing duvelisib, we are seeking to identify additional novel inhibitors of PI3K-delta and/or
PI3K-gamma for future development. We are obligated to pay to Takeda up to $5 million in remaining success-based
milestone payments for the development of a product candidate other than duvelisib. We are also obligated to pay
Takeda up to $450 million in success-based milestone payments for the approval and commercialization of two
distinct products, one of which could be a Duvelisib Product if we achieve the applicable milestones with a Duvelisib
Product. In February 2014, we paid Takeda a $10 million milestone payment in connection with the initiation of
DUO, our Phase 3 study of duvelisib, in patients with relapsed or refractory CLL. We recognized the $10 million
payment as research and development expense during the year ended December 31, 2014. In addition, other than for
sales of duvelisib products in oncology indications, we are obligated to pay Takeda tiered royalties on worldwide net
sales ranging from 7% to 11% upon successful commercialization of products described in the agreement. Such
royalties are payable until the later to occur of the expiration of specified patent rights and the expiration of non-patent
regulatory exclusivities in a country, subject to reduction of the royalties, and, in certain circumstances, limits on the
number of products subject to a royalty obligation.

The amended and restated agreement expires on the later of the expiration of certain patents and the expiration of the
royalty payment terms for the products, unless earlier terminated. Either party may terminate the agreement on 75

days prior written notice if the other party materially breaches the agreement and fails to cure such breach within the
applicable notice period, provided that the notice period is reduced to 30 days where the alleged breach is
non-payment. Takeda may also terminate the agreement if we are not diligent in developing or commercializing the
licensed products and do not, within three months after notice from Takeda, demonstrate to Takeda s reasonable
satisfaction that we have not failed to be diligent. The foregoing periods are subject to extension in certain
circumstances. Additionally, Takeda may terminate the agreement upon 30 days prior written notice if we or a related
party bring an action challenging the validity of any of the licensed patents, provided that we have not withdrawn such
action before the end of the 30-day notice period. We may terminate the agreement at any time upon 180 days prior
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written notice. The agreement also provides for customary reciprocal indemnification obligations of the parties.

On March 31, 2015, we paid to Takeda a $52.5 million fee to exercise an option that we purchased from them in July
2014 for a one-time upfront payment of $5 million. As a result of our exercise of this option, we are no longer
obligated under the amended and restated development and license agreement to pay to Takeda the tiered 7% to 11%
royalty with respect to worldwide net sales in oncology indications of products containing or comprised of duvelisib.
We recognized the $5 million upfront payment and the $52.5 million exercise payment as research and development
expense during the year ended December 31, 2014 and the six months ended June 30, 2015, respectively, as there is
no alternative future use beyond the existing research and development activities.

9. Debt Facility Agreement

On February 24, 2014, we entered into a facility agreement with affiliates of Deerfield Management Company, L.P.,
or Deerfield, pursuant to which Deerfield agreed to loan us up to $100 million, subject to the terms and conditions set
forth in the facility agreement. On September 22, 2014, we amended the facility agreement with Deerfield to reduce

the maximum principal amount that we may draw down to $50 million. We refer to the facility agreement with
Deerfield, as amended, as the Facility Agreement. Under
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the terms of the Facility Agreement, we had the right to draw down on the Facility Agreement in $25 million
minimum disbursements, which we refer to as the Loan Commitment, at any time during a pre-specified draw period.
The draw period expired without our having drawn down on the Facility Agreement.

On February 25, 2015, we paid a $1.5 million fee to Deerfield representing 3% of the total amount not drawn under
the amended facility. In connection with the execution of the Facility Agreement, we issued to Deerfield warrants to
purchase an aggregate of 1,000,000 shares of common stock at an exercise price of $13.83 per share. The warrants
have dividend rights to the same extent as if the warrants were exercised into shares of common stock. The warrants
expire on the seventh anniversary of their issuance and contain certain limitations that prevent the holder from
acquiring shares upon exercise of a warrant that would result in the number of shares beneficially owned by the holder
exceeding 9.985% of the total number of shares of common stock then issued and outstanding.

Our total cost of securing the Loan Commitment was $11.8 million and is comprised of $8.4 million representing the
fair value of the 1,000,000 warrants issued on February 24, 2014; $3.0 million representing the original facility fee;
and $0.4 million of transaction costs. As a result of the amendment of the Facility Agreement, we reduced the original
facility fee by 50%, or $1.5 million, and recorded a corresponding decrease in the loan commitment asset. In addition,
since our borrowing capacity was reduced by 50%, the remaining loan commitment asset outstanding as of
September 22, 2014 was also reduced by 50% resulting in an additional expense of $1.8 million during the year ended
December 31, 2014. The total fair value is considered a Loan Commitment Asset which was classified as a current
asset on the December 31, 2014 consolidated balance sheet. This amount is considered a fee to secure the Loan
Commitment and was being amortized to interest expense on a straight line basis over the Draw Period. We recorded
$0.6 million and $9.6 million of interest expense associated with the amortization and write-off of the loan
commitment asset pursuant to the modification of the facility for the six months ended June 30, 2015 and the year
ended December 31, 2014, respectively. We did not record any interest expense associated with the amortization and
write-off of the loan commitment asset pursuant to the modification of the facility for the three months ended June 30,
2015.

10. Accrued Expenses

Accrued expenses consisted of the following:

June 30, December 31,

2015 2014
(in thousands)

Accrued compensation and benefits $ 5,662 $ 7,353
Accrued drug manufacturing costs 1,393 1,280
Accrued clinical studies 5,236 5,134
Accrued preclinical studies 415 543
Due to AbbVie 4,167

Facility fee 1,500
Other 2,535 1,958
Total accrued expenses $19,408 $ 17,768

11. Leases
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784 Memorial Drive Lease Arrangement

On September 25, 2014, we entered into a lease agreement, or the Lease, with BHX, LLC, as trustee of 784 Realty
Trust, or the Landlord, for the lease of office space at 784 Memorial Drive, Cambridge, Massachusetts. The term of
the Lease commenced on November 1, 2014, the Commencement Date, and expires on March 31, 2025, the
Expiration Date. Pursuant to the Lease, on the Commencement Date we agreed to lease 61,000 square feet of the
leased premises, which represents the entire building, the Leased Premises.

From the Commencement Date until April 1, 2015, the total base rent of the Lease was zero dollars per month. From
April 1, 2015 through March 31, 2020, the total base rent of the Lease is $170,292 per month. From April 1, 2020
until the Expiration Date, the total base rent of the Lease will be $190,625 per month. In addition to the base rent, we
are also responsible for our share of the operating expenses, utility costs and real estate taxes, in accordance with the
terms of the Lease. Pursuant to the terms of the Lease, we provided a security deposit in the form of a letter of credit
in the initial amount of $1.0 million, which may be reduced by up to $750,000 over time in accordance with the terms
of the Lease. The Landlord has agreed to pay up to $5,856,100 for certain updates and repairs to be made to the
Leased Premises. We have two consecutive rights to extend the term of the Lease for five years under

14
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each extension, provided that we provide notice to the Landlord no earlier than 18 months nor later than 12 months
prior to expiration of the Lease. The base rent for each extension term shall be equal to 95% of the then fair market
base rent per square foot for the premises.

Upon signing the lease agreement, we paid the first month s rent for April 2015 in the amount of $170,292, which was
recorded as a prepaid expense on the accompanying condensed consolidated balance sheet at December 31, 2014. In
addition, we provided a letter of credit in the amount of $1.0 million to the Landlord as security for the lease. The
letter of credit plus the associated bank fee of $30,000 has been included in our accompanying condensed

consolidated balance sheets as restricted cash.

Upon the Commencement Date, building construction was initiated to suit our future needs. We are responsible for the
construction project, including having responsibility to pay for a portion of the structural elements of the building and
bear the risk of cost overruns. Therefore, we were deemed for accounting purposes to be the owner of the building
during the construction period. Accordingly, we determined the fair value of the building as of November 1, 2014
through an independent appraisal and recorded the building as an asset on our condensed consolidated balance sheet,
together with a corresponding construction liability, in November 2014 when the lease and construction commenced.
On our condensed consolidated balance sheet, we record project construction costs as an asset during the construction
period and reflect an increase in the construction financing obligation for the amount of Landlord incentives received.
The construction was substantially complete and the Leased Premises was available for occupancy in June 2015. The
construction-in-progress was then placed in service, and the construction liability was reclassified to a financing
obligation as such transaction did not qualify for sale-leaseback accounting due to a prohibited form of continuing
involvement. This determination was based on our continuing involvement with the property in the form of
non-recourse financing to the lessor as well as our obligation to pay for all costs in excess of the specified Landlord
allowances. Depreciation on the building and building improvements commenced in June 2015 and will be recorded
over the initial term of the lease using a residual value equal to the financing obligation at the end of the lease term,
which approximates the net book value using the estimated useful lives of the respective assets. Interest expense is
recorded on a monthly basis using an estimated incremental borrowing rate based on comparable 10 year secured
financings and commenced in June 2015 when the building was placed into service. In April and May 2015, the
construction financing obligation was reduced on a monthly basis by that portion of the lease payment allocated to the
construction financing obligation principal. Commencing in June 2015, the financing obligation is reduced on a
monthly basis by that portion of the lease payment allocated to the financing obligation principal. At June 30, 2015,
future minimum payments under the Lease were approximately $21.1 million. Future minimum payments for the
remainder of 2015 are $1.0 million and for each of calendar 2016 through 2018 are approximately $2.0 million.

At June 30, 2015 and December 31, 2014, the accompanying condensed consolidated balance sheet reflects the
building and accumulated construction costs of approximately $23.0 million and $16.0 million, respectively, a
financing obligation of approximately $20.2 million at June 30, 2015 and a construction liability of approximately
$15.5 million at December 31, 2014.

We divide our future lease payments into a portion that is allocated to the financing obligation and a portion that is
allocated to the land on which the building is located. The portion of the lease obligation allocated to the land is
treated for accounting purposes as an operating lease commencing in November 2014 and recorded on a straight-line
basis over the initial lease term. Rent expense pertaining to the land was approximately $0.1 million and $0.2 million,
for the three and six months ended June 30, 2015, respectively.

780/790 Memorial Drive Lease Arrangement
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On November 6, 2014, we entered into a Seventh Amendment to Lease, the Lease Amendment, by and between us
and ARE-770/784/790 Memorial Drive, LLC, the landlord, which amends the lease agreement originally dated July 2,
2002, as amended to date, or the Original Lease. We shall refer to the Original Lease together with the Lease
Amendment as the Memorial Drive Lease. We shall refer to the area rented under the Memorial Drive Lease as the
Premises.

Under the Lease Amendment: (i) the Premises consist of 54,861 square feet, of which 51,000 square feet are located at
780 Memorial Drive, or the 780 Premises, and the remaining 3,861 square feet are located at 790 Memorial Drive, or
the 790 Premises; effective February 1, 2016 we will surrender 13,159 square feet of the previously leased 17,020
square feet at the 790 Premises; (ii) we have extended the base term of the Memorial Drive Lease through March 31,
2025; and (iii) we have two separate five-year options to extend the term of the Memorial Drive Lease to 2035 on the
same terms and conditions (other than with respect to base rent or any work letter). The Memorial Drive Lease
provides that we shall continue to pay the base rent as provided in the Original Lease until January 31, 2016. The base
rent shall then increase to $69.00 per square foot of the Premises on February 1, 2016 and again to $70.00 per square
foot of the Premises on February 1, 2018. The Memorial Drive Lease provides that no base rent for the Premises shall
be due (i) for the period commencing on February 1, 2015 through July 31, 2015, (ii) for the period commencing on
February 1, 2016 through February 29, 2016, (iii) for the period commencing on February 1, 2017 through

February 28, 2017, and (iv) for the period commencing on February 1, 2018 through February 28, 2018. We also
received allowances
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of $3.0 million for the design and construction of tenant improvements. The total of these allowances of $3.0 million
has been reflected on our condensed consolidated balance sheets as a long-term receivable, with a corresponding
amount included in deferred rent liability. The deferred rent is being amortized to rent expense over the term of the
lease. Pursuant to the terms of the Lease Amendment, the security deposit in the form of a letter of credit has been
reduced from $1.1 million to $0.6 million. The letter of credit has been included in our accompanying condensed
consolidated balance sheets as restricted cash.

We have determined that the proposed improvements on the 780 Premises generally consists of normal tenant
improvements and that we will not be deemed for accounting purposes to be the owner of the building during the
construction period.

Item 2. Management s Discussion and Analysis of Financial Condition and Results of Operations
Forward-Looking Information

The following discussion of our financial condition and results of operations should be read in conjunction with our
condensed consolidated financial statements and related notes included elsewhere in this report. Some of the
information contained in this discussion and analysis and set forth elsewhere in this report, including information with
respect to our plans and strategy for our business, the possible achievement of discovery and development milestones
in 2015, our future discovery and development efforts, our collaborations, and our future operating results and
financial position, includes forward-looking statements that involve risks and uncertainties. We often use words such
as anticipate, believe, estimate, expect, intend, may, plan, predict, project, target, potential,
continue, and other words and terms of similar meaning to help identify forward-looking statements, although not all
forward-looking statements contain these identifying words. You also can identify these forward-looking statements
by the fact that they do not relate strictly to historical or current facts. There are a number of important risks and
uncertainties that could cause actual results or events to differ materially from those indicated by forward-looking
statements. These risks and uncertainties include those inherent in pharmaceutical research and development, such as
adverse results in our drug discovery and clinical development activities, decisions made by the U.S. Food and Drug
Administration, or FDA, and other regulatory authorities with respect to the development and commercialization of
our product candidates, our ability to obtain, maintain and enforce intellectual property rights for our product
candidates, our dependence on our alliance partners, competition, our ability to obtain any necessary financing to
conduct our planned activities and other risk factors. You should review the section titled Risk Factors in Part II of
this report for a discussion of important factors that could cause actual results to differ materially from the results
described in or implied by the forward-looking statements contained in the following discussion and analysis. Unless
required by law, we do not undertake any obligation to update any forward-looking statements.

Business Overview

We are an innovative biopharmaceutical company dedicated to discovering, developing and delivering best-in-class
medicines to patients with difficult-to-treat diseases. We combine proven scientific expertise with a passion for
developing novel small molecule drugs that target emerging disease pathways. Our most advanced product candidate
is duvelisib, also known as IPI-145, an oral, dual inhibitor of the delta and gamma isoforms of
phosphoinositide-3-kinase, or PI3K, discussed in more detail below. Our dedicated discovery research program
continues to work toward the goal of generating new product candidates.

Research and Development Programs
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PI3 Kinase Inhibitor Program

The PI3Ks are a family of enzymes involved in multiple cellular functions, including cell proliferation and survival,
cell differentiation, cell migration and immunity. The PI3K-delta and PI3K-gamma isoforms have distinct and mostly
non-overlapping roles believed to support the growth and survival of malignant B-cells. Specifically, preclinical data
suggest that PI3K-delta signaling can lead to the proliferation of malignant B-cells, and that both PI3K-gamma and
PI3K-delta play an important role in the formation and maintenance of the supportive tumor microenvironment.
Targeting PI3K-delta and PI3K-gamma may provide multiple opportunities to develop differentiated therapies for the
treatment of hematologic malignancies. Our lead product candidate, duvelisib, is an oral, dual inhibitor of PI3K-delta
and PI3K-gamma and we believe that duvelisib is the only dual inhibitor of PI3K-delta and PI3K-gamma being
investigated in Phase 3 clinical trials. Duvelisib is an investigational compound, and its safety and efficacy have not
yet been evaluated by the FDA or any other health authority.

We are conducting DUETTS (Duvelisib Trials in Hematologic Malignancies), a worldwide investigation of duvelisib
in blood cancers initially focusing on lymphoma and chronic lymphocytic leukemia, or CLL. As part of the DUETTS
program in lymphoma, we are conducting DYNAMO , a Phase 2, open-label, single arm study evaluating the safety
and efficacy of duvelisib dosed at 25 mg twice daily, or BID, in approximately 120 patients with indolent
non-Hodgkin lymphoma, or iNHL. DYNAMO
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enrollment criteria include patients with follicular lymphoma, the most common subtype of iNHL, marginal zone
lymphoma, and small lymphocytic lymphoma, or SLL, whose disease is refractory to rituximab and to either
chemotherapy or radioimmunotherapy and who must have progressed within six months of receiving their last
therapy. The primary endpoint of the study is response rate according to the International Working Group Criteria.

The DYNAMO study is designed with the potential to support accelerated approval of duvelisib in patients with
follicular lymphoma and SLL, assuming we are able to generate positive safety and efficacy data from the study and

on the condition that we conduct a confirmatory study. Additionally, the FDA has granted orphan drug designation to
duvelisib for the potential treatment of follicular lymphoma. We expect to complete patient enrollment in DYNAMO

in the second half of 2015 and report data in 2016. The availability of accelerated approval is dependent on a number

of factors including whether duvelisib has demonstrated a meaningful benefit relative to available therapies. For a
further discussion of certain risks related to our ability to seek accelerated approval for duvelisib, see Risk

Factors Risks Related to the Development and Commercialization of Our Product Candidates elsewhere in this report.

Additional DUETTS clinical studies in lymphoma include DYNAMO+R and CONTEMPO. DYNAMO+R is a Phase
3 randomized, placebo-controlled study evaluating duvelisib dosed at 25 mg BID in combination with rituximab, a
monoclonal antibody treatment, compared to placebo plus rituximab in approximately 400 patients with previously
treated follicular lymphoma and is designed to serve as a confirmatory study in the event we are able to receive
accelerated approval of duvelisib for the treatment of patients with follicular lymphoma or SLL based on the results of
the DYNAMO study. The CONTEMPO study is a Phase 1b/2 clinical study of duvelisib in combination with
obinutuzumab, a monoclonal antibody treatment, or rituximab in patients with previously untreated follicular
lymphoma. We expect to initiate two additional studies investigating duvelisib in iNHL in 2015.

As part of the DUETTS investigation in CLL, we are enrolling patients in DUO™ and SYNCHRONY. DUO is a
randomized, Phase 3 study designed to evaluate the safety and efficacy of duvelisib dosed at 25 mg BID compared to
ofatumumab, a monoclonal antibody therapy, in approximately 300 patients with relapsed or refractory CLL. The
primary endpoint of the study is progression-free survival. The FDA and the European Medicines Agency, or EMA,
have granted orphan drug designation to duvelisib for the potential treatment of CLL and SLL. We expect to complete
enrollment of DUO in the second half of 2015. SYNCHRONY is a Phase 1b trial of duvelisib in combination with
obinutuzumab in CLL patients whose disease has progressed following treatment with a Bruton s tyrosine kinase, or
BTK, inhibitor.

These trials are supported by data from our Phase 1, open-label, dose-escalation study designed to evaluate the safety,
pharmacokinetics and clinical activity of duvelisib in patients with advanced hematologic malignancies. The
dose-escalation portion of the trial is complete, with the maximum tolerated dose defined at 75 mg BID, and we have
closed the trial to further enrollment. Data from this study, presented in December 2014 at the Annual Meeting of the
American Society for Hematology, or ASH, showed that duvelisib is clinically active in CLL, iNHL, and T-cell
lymphoma, as well as other hematologic malignancies. Additionally, new clinical data from this study, presented in
May 2015 at the Annual Meeting of the American Society of Clinical Oncology, or ASCO, demonstrated clinical
activity of duvelisib dosed at 25 mg twice daily in previously untreated patients with CLL, with an 88% overall
response rate (15 partial responses out of 17 evaluable patients, with two additional patients exhibiting stable disease)
based on International Workshop on Chronic Lymphocytic Leukemia, or iwCLL, criteria. The study included 18
treatment-naive CLL patients who were high-risk, defined as age 65 or over or having certain genetic abnormalities
known as 17p deletions or p53 mutations. The median time to response was 3.7 months; the median progression-free
survival and median overall survival have not yet been reached. The majority of adverse events were grade 1 or grade
2 and clinically manageable. The most common grade 3 side effects among the 18 enrolled patients were diarrhea
(22%, four patients), an increase in alanine aminotransferase (ALT) and aspartame aminotransferase (AST) (17%,
three patients), and rash (11%, two patients). Five patients (28%) had grade 4 neutropenia or decreases in neutrophil
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count. There were no grade 4 events of diarrhea, increases in ALT/AST or rash. Six patients discontinued treatment
due to an adverse event.

We are pursuing duvelisib in oncology in collaboration with AbbVie Inc., or AbbVie. As part of our collaboration, we
expect that AbbVie will initiate the first clinical study of duvelisib in combination with venetoclax in 2015. Preclinical
data for duvelisib presented at ASCO demonstrates synergy with standards-of-care and emerging therapeutics in
development for hematologic malignancies, including duvelisib in combination with venetoclax. For information
regarding our collaboration, please see below under the heading AbbVie in the section entitled Strategic Alliances.

In 2014, we completed two Phase 2 studies of duvelisib in inflammation and concluded our investigation of duvelisib
in this therapeutic area. Based on the results from these studies, we will not proceed with further clinical development
of duvelisib or IPI-443, our second oral inhibitor of PI3K-delta and gamma, in inflammatory diseases, and we expect
that any further development of IPI-443 in inflammatory diseases would be conducted through out-licensing or
partnering efforts.
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Strategic Alliances
AbbVie

On September 2, 2014, we entered into a collaboration and license agreement with AbbVie, which we refer to as the
AbbVie Agreement. Under the AbbVie Agreement, we will collaborate with AbbVie to develop and commercialize
products containing duvelisib, which we refer to as Duvelisib Products, in oncology indications. Under the terms of
the AbbVie Agreement, we have granted to AbbVie licenses under applicable patents, patent applications, know-how
and trademarks to develop, commercialize and manufacture Duvelisib Products in oncology indications. These
licenses are generally co-exclusive with rights we retain, except that we have granted AbbVie exclusive licenses to
commercialize Duvelisib Products outside the United States. We and AbbVie retain the rights to perform our
respective obligations and exercise our respective rights under the AbbVie Agreement, and we and AbbVie may each
grant sublicenses to affiliates or third parties.

Under the AbbVie Agreement, we and AbbVie have created a governance structure, including committees and
working groups to manage the development, manufacturing and commercialization responsibilities for Duvelisib
Products. Generally, we and AbbVie must mutually agree on decisions, although in specified circumstances either we
or AbbVie would be able to break a deadlock.

We and AbbVie share oversight of development and have each agreed to use diligent efforts, as defined in the AbbVie
Agreement, to carry out our development activities under an agreed upon development plan. We have primary
responsibility for the conduct of development of Duvelisib Products, unless otherwise agreed, and AbbVie has
responsibility for the conduct of certain contemplated combination clinical studies, which we refer to as the AbbVie
Studies. We have the responsibility to manufacture Duvelisib Products until we transition manufacturing
responsibility to AbbVie, which we expect to occur as promptly as practicable while ensuring continuity of supply.
Excluding the AbbVie Studies, we are responsible for all costs to develop and manufacture Duvelisib Products up to a
maximum amount of $667 million after which we will share Duvelisib Product development and manufacturing costs
equally with AbbVie. The development and manufacturing costs of the AbbVie Studies will be shared equally.

We and AbbVie share operational responsibility and decision making authority for commercialization of Duvelisib
Products in the United States. Specifically, we have the primary responsibility for advertising, distribution, and
booking sales, and we share certain other commercialization functions with AbbVie. Assuming regulatory approval,
we and AbbVie are obligated to each provide half of the sales representative effort to promote Duvelisib Products in
the United States. Outside the United States, AbbVie has, with limited exceptions, operational responsibility and
decision making authority to commercialize Duvelisib Products. We and AbbVie will share the cost of manufacturing
and supply for commercialization of Duvelisib Products in the United States, and AbbVie will bear the cost of
manufacturing and supply for commercialization of Duvelisib Products outside the United States.

AbbVie has paid us a non-refundable $275 million upfront payment and has agreed to pay us up to $530 million in
potential future milestone payments comprised of $130 million associated with the completion of enrollment of either
DYNAMO or DUO, which we expect to occur in 2015; up to $275 million associated with the achievement of
specified regulatory filing and approval milestones; and up to $125 million associated with the achievement of
specified commercialization milestones. Under the terms of the AbbVie Agreement, we and AbbVie will equally
share commercial profits or losses of Duvelisib Products in the United States, including sharing equally the existing
royalty obligations to Mundipharma International Corporation Limited, or Mundipharma, and Purdue Pharmaceutical
Products L.P., or Purdue, for sales of Duvelisib Products in the United States, as well as sharing equally the existing
U.S. milestone payment obligations to Takeda Pharmaceutical Company Limited, or Takeda.
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Additionally, AbbVie has agreed to pay us tiered royalties on net sales of Duvelisib Products outside the United States
ranging from 23.5% to 30.5%, depending on annual net sales of Duvelisib Products by AbbVie, its affiliates and its
sublicensees. We are responsible for the existing royalty obligations to Mundipharma and Purdue outside the United
States, and AbbVie has agreed to reimburse us for our existing Duvelisib Product milestone payment obligations to
Takeda outside the United States. The tiered royalty from AbbVie is subject to a reduction of 4% at each tier if our
royalties to Mundipharma and Purdue are reduced according to the terms of our respective agreements with
Mundipharma and Purdue. This tiered royalty can further be reduced based on specified factors, including patent
expiry, generic entry, and royalties paid to third parties with blocking intellectual property. These royalties are payable
on a product-by-product and country-by-country basis until AbbVie ceases selling the product in the country.

Subject to limited exceptions, we have agreed that we and our affiliates will not commercialize, or assist others in
commercializing, in oncology indications any product that is a PI3K delta, gamma inhibitor that meets certain
agreed-to criteria, other than Duvelisib Products, and AbbVie has agreed to similar restrictions. Registration-directed
clinical trials and commercialization of Duvelisib Products for uses outside of oncology indications would require our
and AbbVie s mutual consent.
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The AbbVie Agreement will remain in effect until all development, manufacturing and commercialization of
Duvelisib Products cease, unless terminated earlier. Either we or AbbVie may terminate the AbbVie Agreement if the
other party is subject to certain insolvency proceedings or if the other party materially breaches the AbbVie
Agreement and the breach remains uncured for a specified period, which may be extended in certain circumstances.
However, we may terminate the AbbVie Agreement only on a country-by-country basis in the event AbbVie is not
using diligent efforts to obtain regulatory approval or to commercialize Duvelisib Products in a country outside the
United States. AbbVie may also terminate the AbbVie Agreement for convenience after a specified notice period. In
the event there is a material uncured breach by either us or AbbVie of development or commercialization obligations,
the non-breaching party may also have the right to assume and conduct such applicable development or
commercialization obligations. If AbbVie or any of its affiliates or sublicensees challenges the patents we have
licensed to AbbVie, we can terminate the AbbVie Agreement if the challenge is not withdrawn after a specified notice
period.

If the AbbVie Agreement is terminated, we would receive all rights to the regulatory filings related to duvelisib upon
our request, our license to AbbVie would terminate, and AbbVie would grant us a perpetual, irrevocable license to
develop, manufacture and commercialize products containing duvelisib, excluding any compound which is covered by
patent rights controlled by AbbVie or its affiliates. This license would be royalty-free, unless the AbbVie Agreement
is terminated for material breach, in which case, depending on the breaching party and the timing of the material
breach, a royalty rate may be payable by us ranging from a low single-digit percentage to a low double-digit
percentage of net sales, and, in some cases, subject to a payment cap.

If the AbbVie Agreement is terminated, we would not be entitled to receive payment for any milestone achieved after
notice of termination but before the effective date of termination. Further, if the AbbVie Agreement is terminated,
there are certain wind-down obligations to ensure a smooth transition of the responsibilities of the parties including,
unless the AbbVie Agreement is terminated by AbbVie for our material breach, the continued conduct of certain
development and commercialization activities by AbbVie for a limited transition period and the continued funding by
AbbVie of its half of the cost of the AbbVie Studies ongoing at the time of termination.

Takeda

In July 2010, we entered into a development and license agreement with Intellikine, Inc., or Intellikine, under which
we obtained rights to discover, develop and commercialize pharmaceutical products targeting the delta and/or gamma
isoforms of PI3K, including duvelisib, and we paid Intellikine a $13.5 million upfront license fee. In January 2012,
Intellikine was acquired by Takeda, acting through its Millennium business unit. We refer to our PI3K inhibitor
program licensor as Takeda. In December 2012, we amended and restated our development and license agreement
with Takeda.

Under the terms of the amended and restated agreement, we retained worldwide development rights and in exchange
for an agreement to pay Takeda $15 million in installments, we regained commercialization rights for products arising
from the agreement for all therapeutic indications, and we are solely responsible for research conducted under the
agreement.

In addition to developing duvelisib, we are seeking to identify additional novel inhibitors of PI3K-delta and/or
PI3K-gamma for future development. We are obligated to pay to Takeda up to $5 million in remaining success-based
milestone payments for the development of a product candidate other than duvelisib. We are also obligated to pay
Takeda up to $450 million in success-based milestone payments for the approval and commercialization of two
distinct products, one of which could be a Duvelisib Product if we achieve the applicable milestones with a Duvelisib
Product. In February 2014, we paid Takeda a $10 million milestone payment in connection with the initiation of our
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Phase 3 study of duvelisib in patients with relapsed or refractory CLL. In addition, other than for sales of duvelisib
products in oncology indications, we are obligated to pay Takeda tiered royalties on worldwide net sales ranging from
7% to 11% upon successful commercialization of products described in the agreement. Such royalties are payable
until the later to occur of the expiration of specified patent rights and the expiration of non-patent regulatory
exclusivities in a country, subject to reduction of the royalties, and, in certain circumstances, limits on the number of
products subject to a royalty obligation.

The amended and restated agreement expires on the later of the expiration of certain patents and the expiration of the
royalty payment terms for the products, unless earlier terminated. Either party may terminate the agreement on 75
days prior written notice if the other party materially breaches the agreement and fails to cure such breach within the
applicable notice period, provided that the notice period is reduced to 30 days where the alleged breach is
non-payment. Takeda may also terminate the agreement if we are not diligent in developing or commercializing the
licensed products and do not, within three months after notice from Takeda, demonstrate to Takeda s reasonable
satisfaction that we have not failed to be diligent. The foregoing periods are subject to extension in certain
circumstances. Additionally, Takeda may terminate the agreement upon 30 days prior written notice if we or a related
party bring an action challenging the validity of any of the licensed patents, provided that we have not withdrawn such
action before the end of the 30-day notice period. We may terminate the agreement at any time upon 180 days prior
written notice. The agreement also provides for customary reciprocal indemnification obligations of the parties.
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On March 31, 2015, we paid a $52.5 million fee to exercise an option that we purchased from Takeda in July 2014 for
a one-time upfront payment of $5 million. As a result of our exercise of this option, we are no longer obligated under
the amended and restated development and license agreement to pay to Takeda the tiered 7% to 11% royalty with
respect to worldwide net sales in oncology indications of products containing or comprised of duvelisib.

Mundipharma and Purdue

On July 17, 2012, we terminated our strategic alliance with Mundipharma and Purdue and we entered into termination
and revised relationship agreements with each of those entities, which we refer to as the 2012 Termination
Agreements. The strategic alliance was previously governed by strategic alliance agreements that we entered into with
each of Mundipharma and Purdue in November 2008. The strategic alliance agreement with Purdue was focused on
the development and commercialization in the United States of products targeting fatty acid amide hydrolase, or
FAAH. The strategic alliance agreement with Mundipharma was focused on the development and commercialization
outside the United States of all products and product candidates that inhibit or target the Hedgehog pathway, FAAH,
PI3K and product candidates arising out of our early discovery projects in all disease fields.

Under the terms of the 2012 Termination Agreements:

All intellectual property rights that we had previously licensed to Mundipharma and Purdue to develop
and commercialize products under the previous strategic alliance agreements terminated resulting in
the return to us of worldwide rights to all product candidates that had previously been covered by the
strategic alliance.

We have no further obligation to provide research and development services to Mundipharma and
Purdue as of July 17, 2012.

Mundipharma and Purdue have no further obligation to provide research and development funding to
us. Under the strategic alliance, Mundipharma was obligated to reimburse us for research and
development expenses we incurred, up to an annual aggregate cap for each strategic alliance program
other than FAAH. We did not record a liability for amounts previously funded by Purdue and
Mundipharma as this relationship was not considered a financing arrangement.

We are obligated to pay Mundipharma and Purdue a 4% royalty in the aggregate, subject to reduction
as described below, on worldwide net sales of products that were covered by the alliance until such
time as they have recovered approximately $260 million, representing the research and development
funding paid to us for research and development services performed by us through the termination of
the strategic alliance. After this cost recovery, our royalty obligations to Mundipharma and Purdue will
be reduced to a 1% royalty on net sales in the United States of products that were previously subject to
the strategic alliance. All payments are contingent upon the successful commercialization of products
that were subject to the alliance, which products require significant further development. As such,
there is significant uncertainty about whether any such products will ever be approved or
commercialized. If no products are commercialized, no payments will be due by us to Mundipharma
and Purdue; therefore, no amounts have been accrued.
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Royalties are payable under these agreements until the later to occur of the last-to-expire of specified patent rights and
the expiration of non-patent regulatory exclusivities in a country, provided that if royalties are payable solely on the
basis of non-patent regulatory exclusivity, each of the royalty rates is reduced by 50%. In addition, royalties payable
under these agreements after Mundipharma and Purdue have recovered all research and development expenses paid to
us are subject to reduction on account of third-party royalty payments or patent litigation damages or settlements
which might be required to be paid by us if litigation were to arise, with any such reductions capped at 50% of the
amounts otherwise payable during the applicable royalty payment period.

Deerfield

On February 24, 2014, we entered into a facility agreement with affiliates of Deerfield Management Company, L.P.,
or Deerfield, pursuant to which Deerfield agreed to loan us up to $100 million, subject to the terms and conditions set
forth in the facility agreement. On September 22, 2014, we amended the facility agreement with Deerfield to reduce
the maximum principal amount that we may draw down to $50 million. We refer to the facility agreement with
Deerfield, as amended, as the Facility Agreement. Under the terms of the Facility Agreement, we had the right to draw
down on the Facility Agreement in $25 million minimum disbursements, which we refer to as the Loan Commitment,
at any time during a pre-specified draw period. The draw period expired without our having drawn down on the
Facility Agreement.

On February 25, 2015, we paid a $1.5 million fee to Deerfield representing 3% of the total amount not drawn under
the facility. In connection with the execution of the Facility Agreement, we issued to Deerfield warrants to purchase
an aggregate of
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1,000,000 shares of common stock at an exercise price of $13.83 per share. The warrants have dividend rights to the
same extent as if the warrants were exercised into shares of common stock. The warrants expire on the seventh
anniversary of their issuance and contain certain limitations that prevent the holder from acquiring shares upon
exercise of a warrant that would result in the number of shares beneficially owned by the holder exceeding 9.985% of
the total number of shares of common stock then issued and outstanding.

Financial Overview
Revenue

To date, all of our revenue has been generated under research collaboration agreements, and all our revenue during
2014 and during the three and six months ended June 30, 2015 was derived from our strategic alliance with AbbVie.
The terms of these research collaboration agreements may include payment to us of non-refundable, upfront license
fees, funding or reimbursement of research and development efforts, milestone payments if specified objectives are
achieved, and/or royalties on product sales. We evaluate all deliverables within an arrangement to determine whether
or not they provide value on a stand-alone basis. Based on this evaluation, the deliverables are separated into units of
accounting. For each unit of accounting identified within an arrangement, we determine the period over which the
performance obligation occurs. Revenue is then recognized using the proportional performance method. The
proportional performance method is used when the level of effort to complete the performance obligations under an
arrangement can be reasonably estimated. We recognize revenue based upon our best estimate of the selling price for
each element when there is no other means to determine the fair value of that item and allocate the consideration based
on the relative values. The process for determining the best estimate of the selling price involves significant judgment
and estimates.

At the inception of each agreement that includes milestone payments, we evaluate whether each milestone is
substantive on the basis of the contingent nature of the milestone. This evaluation includes an assessment of whether:

the consideration is commensurate with either (1) our performance to achieve the milestone, or
(2) the enhancement of the value of the delivered item(s) as a result of a specific outcome
resulting from our performance to achieve the milestone,

the consideration relates solely to past performance, and

the consideration is reasonable relative to all of the deliverables and payment terms within the

arrangement.
In making this assessment, we evaluate factors such as the clinical, regulatory, commercial and other risks that must
be overcome to achieve the respective milestone, the level of effort and investment required, and whether the
milestone consideration is reasonable relative to all deliverables and payment terms in the arrangement. We recognize
revenues related to substantive milestones in full in the period in which the substantive milestone is achieved. If a
milestone payment is not considered substantive, we recognize the applicable milestone over the remaining period of
performance.

We will recognize royalty revenue, if any, based upon actual and estimated net sales by the licensee of licensed
products in licensed territories, and in the period the sales occur. We have not recognized any royalty revenue to date.
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Research and Development Expense

We are a drug discovery and development company. Our research and development expense primarily consists of the

following:

Table of Contents

compensation of personnel associated with research and development activities;

clinical testing costs, including payments made to contract research organizations;

costs of comparator drugs used in clinical studies;

costs of purchasing laboratory supplies and materials;

costs of manufacturing product candidates for preclinical testing and clinical studies;

costs associated with the licensing of research and development programs;

preclinical testing costs, including costs of toxicology studies;

fees paid to external consultants;

fees paid to professional service providers for independent monitoring and analysis of our clinical
trials;
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costs for collaboration partners to perform research activities, including development milestones
for which a payment is due when achieved;

depreciation of equipment; and

allocated costs of facilities.
General and Administrative Expense

General and administrative expense primarily consists of compensation of personnel in executive, finance, accoun