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PART I FINANCIAL INFORMATION
Item 1. Financial Statements

TRACON Pharmaceuticals, Inc.
Condensed Consolidated Balance Sheets
(in thousands, except share and per share data)

Assets

Current assets:
Cash and cash equivalents
Short-term investments
Prepaid and other assets

Total current assets

Property and equipment, net

Other assets

Total assets

Liabilities, Redeemable Convertible Preferred Stock and Stockholders’ Equity

(Deficit)

Current liabilities:
Accounts payable and accrued expenses
Current portion of deferred revenue
Preferred stock warrant liabilities
Long-term debt, current portion

Total current liabilities

Deferred revenue

Other long-term liabilities

Long-term debt, less current portion

Commitments and contingencies (Note 5)

Redeemable convertible preferred stock, $0.001 par value; authorized shares—none and
24,900,000 at September 30, 2015 and December 31, 2014, respectively; issued and
outstanding shares—none and 24,650,273 at September 30, 2015 and
December 31, 2014, respectively; liquidation preference of $0 and $51,700 at
September 30, 2015 and December 31, 2014, respectively

Stockholders’ equity (deficit):

Preferred stock, $0.001 par value, authorized shares—10,000,000 and none at September

30, 2015 and December 31, 2014, respectively; issued and outstanding shares—none
Common stock, $0.001 par value; authorized shares—200,000,000 and 40,000,000 at
September 30, 2015 and December 31, 2014, respectively; issued and outstanding—
12,160,933 and 1,633,854 at September 30, 2015 and December 31, 2014, respectively
Additional paid-in capital
Accumulated deficit

Total stockholders’ equity (deficit)

Total liabilities, redeemable convertible preferred stock and stockholders’ equity (deficit)

See accompanying notes.

September 30, December 31,
2015 2014
(unaudited)

$ 47,152 § 35,000

10,503 —

2,204 728

59,859 35,728

141 97

40 2,346

$ 60,040 $ 38,171

$ 6,990 $ 3,974

4,320 4,357

— 246

321 4,676

11,631 13,253

— 2,546

748 408

6,601 4258

— 49,880

12 2

88,591 2,004
(47,543) (34,180)
41,060 (32,174)

$ 60,040 $ 38,171
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TRACON Pharmaceuticals, Inc.
Unaudited Condensed Consolidated Statements of Operations
(in thousands, except share and per share data)

Three Months Ended Nine Months Ended
September 30, September 30,
2015 2014 2015 2014

Collaboration revenue $ 1,180 $ 1,133  $ 6,509 $ 2,558
Operating expenses:

Research and development 5,885 2,269 15,121 5,090

General and administrative 1,530 567 4,019 1,394
Total operating expenses 7,415 2,836 19,140 6,484
Loss from operations (6,235) (1,703) (12,631) (3,926)
Other income (expense):

Interest expense, net (221) (224) (701) (382)

Other (expense) income 9 8 (31) 48
Total other income (expense) (212) (216) (732) (334)
Net loss (6,447) (1,919) (13,363) (4,260)
Accretion to redemption value of redeemable convertible
preferred stock - (70) (31) (202)
Net loss attributable to common stockholders $ (6,447) $ (1,989) $ (13,394) $ (4,462)
Net loss per share attributable to common stockholders,
basic and diluted $ (0.53) $ (1.23) § (1.24) $ (2.76)
Weighted-average shares outstanding, basic and diluted 12,117,988 1,615,006 10,761,383 1,614,903

See accompanying notes.
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TRACON Pharmaceuticals, Inc.
Unaudited Condensed Consolidated Statements of Cash Flows

Cash flows from operating activities
Net loss

Adjustments to reconcile net loss to net cash (used in) provided by operating activities:

Stock-based compensation
Depreciation and amortization
Amortization of debt discount

(in thousands)

Amortization of premium/discount on short-term investments

Noncash interest
Change in fair value of preferred stock warrant
Deferred rent
Deferred revenue
Changes in assets and liabilities:
Prepaid expenses and other assets
Accounts payable and accrued expenses
Net cash (used in) provided by operating activities
Cash flows from investing activities
Purchase of property and equipment
Purchases of short term investments
Net cash used in investing activities
Cash flows from financing activities
Proceeds from long-term debt

liability

Repayment of long-term debt, including final payment

Proceeds from sale of preferred stock, net of offering costs

Proceeds from sale of common stock, net of offering costs paid in the current period

Proceeds from exercise of common stock options
Net cash provided by financing activities

Net increase in cash

Cash and cash equivalents at beginning of period
Cash and cash equivalents at end of period

See accompanying notes.

Nine Months Ended

September 30,

2015 2014
$ (13,363) $ (4,260)
1,346 155
33 8
78 61
2 —
323 161
65 (48)
4 26
(2,582) 7,671
(1,487) (1,100)
3,944 2,251
(11,645) 4,925
(77) (41)
(10,505) —
(10,582) (41)
8,000 7,500
(9,930) (352)
— 25,670
36,260 (823)
49 52
34,379 32,047
12,152 36,931
35,000 2,276
$ 47152 $ 39207
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TRACON Pharmaceuticals, Inc.
Notes to Condensed Consolidated Financial Statements

1. Organization and Summary of Significant Accounting Policies
Organization and Business

TRACON Pharmaceuticals, Inc. (formerly Lexington Pharmaceuticals, Inc.) (TRACON or the Company) was
incorporated in the state of Delaware on October 28, 2004. TRACON is a clinical stage biopharmaceutical company focused
on the development and commercialization of novel targeted therapeutics for cancer, wet age-related macular degeneration
and fibrotic diseases. The Company’s research focuses on antibodies that bind to the endoglin receptor, which is essential to
angiogenesis (the process of new blood vessel formation) and a key contributor to fibrosis (tissue scarring).

In February 2015, the Company completed its initial public offering in which it sold 3,600,000 shares of common
stock at an initial public offering price of $10.00 per share. In addition, a concurrent private placement to an existing
stockholder was completed in which the Company sold 500,000 shares of common stock, also at $10.00 per share. Proceeds
from the initial public offering and concurrent private placement, net of underwriting discounts, commissions and offering
costs paid by the Company of approximately $6.1 million, were approximately $34.9 million.

In addition, in connection with the completion of the Company’s initial public offering on February 4, 2015,
all outstanding shares of redeemable convertible preferred stock were converted into 6,369,567 shares of the Company’s
common stock; outstanding warrants to purchase 150,000 shares of Series A redeemable convertible preferred stock were
converted into warrants to purchase 38,758 shares of the Company’s common stock; and the Company’s certificate of
incorporation was amended and restated to authorize 200,000,000 shares of common stock and 10,000,000 shares of
undesignated preferred stock.

The unaudited consolidated financial statements include the accounts of the Company and its wholly-owned
subsidiary, TRACON Pharma Limited, which was formed in September 2015 and is currently inactive. All significant
intercompany accounts and transactions have been eliminated.

Unaudited Interim Financial Information

The unaudited consolidated financial statements at September 30, 2015, and for the three and nine months ended
September 30, 2015 and 2014, have been prepared in accordance with the rules and regulations of the Securities and
Exchange Commission, (SEC), and with accounting principles generally accepted in the United States applicable to interim
financial statements. These unaudited consolidated financial statements have been prepared on the same basis as the audited
financial statements and include all adjustments, consisting of only normal recurring accruals, which in the opinion of
management are necessary to present fairly the Company’s financial position as of the interim date and results of operations
for the interim periods presented. Interim results are not necessarily indicative of results for a full year or future periods. The
preparation of financial statements requires management to make estimates and assumptions that affect the reported amounts
of assets and liabilities and disclosures of contingent assets and liabilities at the date of the financial statements and the
reported amounts of expenses during the reporting period. Actual results could differ materially from those estimates. These
unaudited consolidated financial statements should be read in conjunction with the Company’s audited financial statements
for the year ended December 31, 2014, included in its Annual Report on Form 10-K filed with the SEC on March 10, 2015.

Use of Estimates

The Company’s financial statements are prepared in accordance with accounting principles generally accepted in the
United States (GAAP). The preparation of the Company’s financial statements requires management to make estimates and
assumptions that impact the reported amounts of assets, liabilities, revenue and expenses and the disclosure of contingent
assets and liabilities in the Company’s financial statements and accompanying notes. The most significant estimates in the
Company’s financial statements relate to revenue recognition and the valuation of equity awards.
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Although these estimates are based on the Company’s knowledge of current events and actions it may undertake in the future,
actual results may ultimately materially differ from these estimates and assumptions.

Reverse Stock Split

On January 16, 2015, the Company effected a one-for-3.87 reverse stock split of its common stock (the Reverse
Stock Split). The par value and the authorized shares of the common stock were not adjusted as a result of the Reverse Stock
Split. All issued and outstanding common stock and the conversion ratio of the redeemable convertible preferred stock have
been retroactively adjusted to reflect this Reverse Stock Split for all periods presented.

Cash and Cash Equivalents

The Company considers all highly liquid investments that have maturities of three months or less when purchased to
be cash equivalents.

Concentration of Credit Risk

Financial instruments that potentially subject the Company to significant concentration of credit risk consist
primarily of cash and cash equivalents. The Company maintains deposits in federally insured financial institutions in excess
of federally insured limits. The Company has not experienced any losses in such accounts and management believes that the
Company is not exposed to significant credit risk due to the financial position of the depository institutions in which those
deposits are held.

Preferred Stock Warrant Liabilities

Prior to the completion of the Company’s initial public offering in February 2015, the Company had outstanding
freestanding warrants to purchase shares of its Series A redeemable convertible preferred stock. Since the underlying
Series A redeemable convertible preferred stock was classified outside of permanent equity, these preferred stock warrants
were classified as liabilities in the December 31, 2014 balance sheet. The Company adjusted the carrying value of such
preferred stock warrants to their estimated fair value at each reporting date, with any related increases or decreases in the fair
value recorded as an increase or decrease to other income (expense) in the statements of operations. Upon the completion of
the Company’s initial public offering, the warrants no longer require liability accounting and the then fair value of the
warrant liability was reclassified into stockholders’ equity.

The Company performed the final remeasurement of the warrant liability as of the initial public offering date and
recorded the $65,000 change in fair value into other income (expense) for the nine months ended September 30, 2015.

Revenue Recognition

The Company’s revenue is derived from its license agreement with Santen Pharmaceutical Co., Ltd. (Santen) as
described in Note 7. The Company recognizes revenue when all four of the following criteria are met: (1) there is persuasive
evidence that an arrangement exists; (2) delivery of the products and/or services has occurred; (3) the selling price is fixed or
determinable; and (4) collectability is reasonably assured. Amounts received prior to satisfying the revenue recognition
criteria are recorded as deferred revenue. Amounts not expected to be recognized as revenue within the 12 months following
the balance sheet date are classified as long-term deferred revenue.

The Company evaluates multiple-element arrangements to determine: (1) the deliverables included in the
arrangement and (2) whether the individual deliverables represent separate units of accounting or whether they must be
accounted for as a combined unit of accounting. Deliverables are considered separate units of accounting provided that:

(a) the delivered items have value to the customer on a standalone basis and (b) if the arrangement includes a general right of
return relative to the delivered items, delivery or performance of the undelivered items is considered probable and
substantially in the Company’s control. In assessing whether an item has standalone value, the Company considers factors
such as the research, manufacturing and commercialization capabilities of the partner and the availability of the
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associated expertise in the general marketplace. In addition, the Company considers whether the partner can use the other
deliverables for their intended purpose without the receipt of the remaining elements, whether the value of the deliverable is
dependent on the undelivered items and whether there are other vendors that can provide the undelivered elements.

Arrangement consideration that is fixed or determinable is allocated among the separate units of accounting using
the relative selling price method. The Company uses the following hierarchy of values to estimate the selling price of each
deliverable: (1) vendor-specific objective evidence of fair value; (2) third party evidence of selling price; and (3) best
estimate of selling price (BESP). The BESP reflects the Company’s best estimate of what the selling price would be if the
Company regularly sold the deliverable on a standalone basis. In developing the BESP for a unit of accounting, the Company
considers applicable market conditions and relevant entity-specific factors, including factors that are contemplated in
negotiating an arrangement and estimated costs. The Company validates the BESP for units of accounting by evaluating
whether changes in the key assumptions used to determine the BESP will have a significant effect on the allocation of
arrangement consideration between multiple units of accounting.

The Company then applies the applicable revenue recognition criteria to each of the separate units of accounting in
determining the appropriate period and pattern of recognition. If there is no discernible pattern of performance and/or
objectively measurable performance measures do not exist, then the Company recognizes revenue under the arrangement on
a straight-line basis over the period the Company expects to complete its performance obligations.

With respect to revenue derived from reimbursement of direct, out-of-pocket expenses for research and development
costs associated with collaborations, where the Company acts as a principal with discretion to choose suppliers, bear credit
risk, and perform part of the services required in the transaction, the Company records revenue for the gross amount of the
reimbursement. The costs associated with these reimbursements are reflected as a component of research and development
expense in the statements of operations.

Milestones

The Company uses the milestone method of accounting and revenue is recognized when earned, as evidenced by
written acknowledgement from the collaborator or other persuasive evidence that the milestone has been achieved and the
payment is non-refundable, provided that the milestone event is substantive. A milestone event is defined as an event: (1) that
can only be achieved based in whole or in part on either the Company’s performance or on the occurrence of a specific
outcome resulting from the Company’s performance; (2) for which there is substantive uncertainty at the inception of the
arrangement that the event will be achieved; and (3) that would result in additional payments being due to the Company.
Events for which the occurrence is either contingent solely upon the passage of time or the result of a counterparty’s
performance are not considered to be milestone events. A milestone event is substantive if all of the following conditions are
met: (a) the consideration is commensurate with either the Company’s performance to achieve the milestone, or the
enhancement of the value to the delivered item(s) as a result of a specific outcome resulting from the Company’s
performance to achieve the milestone; (b) the consideration relates solely to past performance; and (c) the consideration is
reasonable relative to all the deliverables and payment terms (including other potential milestone consideration) within the
arrangement.

The Company assesses whether a milestone is substantive at the inception of each arrangement. If a milestone is
deemed non-substantive, the Company will account for that milestone payment in accordance with the multiple element
arrangements guidance and recognize it consistent with the related units of accounting for the arrangement over the related
performance period.

Stock-Based Compensation

Stock-based compensation expense represents the grant date fair value of employee stock option grants recognized
as expense over the requisite service period of the awards (usually the vesting period) on a straight-line basis, net of
estimated forfeitures. The Company estimates the fair value of stock option grants using the Black-Scholes option pricing
model.
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The Company accounts for stock options granted to non-employees using the fair value approach. These option
grants are subject to periodic revaluation over their vesting terms.

Comprehensive Loss

Comprehensive loss is defined as a change in equity during a period from transactions and other events and
circumstances from non-owner sources. Net loss and comprehensive loss were the same for all periods presented.

Net Loss Per Share

Basic net loss per share is calculated by dividing the net loss by the weighted-average shares of common stock
outstanding for the period, without consideration for common stock equivalents and adjusted for the weighted-average
number of common shares outstanding that are subject to repurchase. The Company has excluded 6,301 and 6,818 weighted-
average shares subject to repurchase from the weighted-average number of common shares outstanding for the three and
nine months ended September 30, 2015, respectively, and 3,583 and 1,207 common shares subject to repurchase for the three
and nine months ended September 30, 2014, respectively. Diluted net loss per share is calculated by dividing the net loss by
the weighted-average number of common stock equivalents outstanding for the period determined using the treasury-stock
method. Dilutive common stock equivalents are comprised of redeemable convertible preferred stock, warrants for the
purchase of common stock and redeemable convertible preferred stock, options outstanding under the Company’s stock
option plans, and shares issuable under the Company’s Employee Stock Purchase Plan (ESPP). For all periods presented,
there is no difference in the number of shares used to calculate basic and diluted shares outstanding due to the Company’s net
loss position.

Outstanding potentially dilutive securities not included in the calculation of diluted net loss per share because to do
so would be anti-dilutive were as follows (in common stock equivalent shares):

September 30,
2015 2014
Redeemable convertible preferred stock outstanding — 6,369,567
Warrants to purchase redeemable convertible preferred stock — 38,758
Warrants to purchase common stock 53,490 —
Common stock options 1,586,677 709,028
ESPP shares 3,931 —

1,644,098 7,117,353

Recent Accounting Pronouncements

In May 2014, the FASB issued Accounting Standards Update (ASU) No. 2014-09, Revenue from Contracts with
Customers, which converges the FASB and the International Accounting Standards Board standard on revenue recognition.
Areas of revenue recognition that will be affected include, but are not limited to, transfer of control, variable consideration,
allocation of transfer pricing, licenses, time value of money, contract costs and disclosures. This guidance is effective for the
fiscal years and interim reporting periods beginning after December 15, 2017. The Company has not yet selected a transition
method and is currently evaluating the impact that the adoption of ASU 2014-09 will have on its financial statements and
related disclosures.

In August 2014, the FASB issued ASU 2014-15, Disclosure of Uncertainties about an Entity s Ability to Continue as
a Going Concern. ASU 2014-15 requires management to evaluate relevant conditions, events and certain management plans
that are known or reasonably knowable that when, considered in the aggregate, raise substantial doubt about the entity’s
ability to continue as a going concern within one year after the date that the financial statements are issued, for both annual
and interim periods. ASU 2014-15 also requires certain disclosures around management’s plans and evaluation, as well as the
plans, if any, that are intended to mitigate those conditions or events that will alleviate the substantial doubt. ASU 2014-15 is
effective for fiscal years ending after December 15, 2016. The Company is currently evaluating the impact that the adoption
of ASU 2014-15 will have on its financial statements and related disclosures.
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In April 2015, the FASB issued ASU 2015-03, “Interest — Imputation of Interest (Subtopic 835-30): Simplifying the
Presentation of Debt Issuance Costs”. ASU 2015-03 requires debt issuance costs related to a recognized debt liability be
presented in the balance sheet as a direct deduction from the carrying value of that debt liability, consistent with debt
discounts. The recognition and measurement guidance for debt issuance costs are not affected by ASU 2015-03. ASU 2015-
03 is effective for interim and annual periods beginning on January 1, 2016, and is required to be retrospectively adopted.
The Company is currently evaluating the impact that the adoption of ASU 2015-03 will have on its financial statements and
related disclosures.

2. Short-Term Investments and Fair Value Measurements

At September 30, 2015, short-term investments consist of certificates of deposit. The Company classifies all
investments as available-for-sale, as the sale of such investments may be required prior to maturity to implement
management strategies. These investments are carried at fair value, with the unrealized gains and losses reported as a
component of other comprehensive income in equity until realized. A decline in the market value of any short-term
investment below cost that is determined to be other-than-temporary will result in a revaluation of its carrying amount to fair
value. The impairment is charged to earnings and a new cost basis for the security is established. No such impairment charges
were recorded for any period presented.

Realized gains and losses from the sale of short-term investments, if any, are determined on a specific identification
basis. Realized gains and losses and declines in value judged to be other-than-temporary, if any, on available-for-sale
securities are included in other income or expense on the consolidated statements of operations. Realized and unrealized
gains and losses during the periods presented were immaterial. Premiums and discounts are amortized or accreted over the
life of the related security as an adjustment to yield using the straight-line method and are included in interest income on the
consolidated statements of operations. Interest and dividends on securities classified as available-for-sale are included in
interest income on the consolidated statements of operations. At September 30, 2015, the remaining contractual maturities of
all available-for-sale investments were less than one year.

The accounting guidance defines fair value, establishes a consistent framework for measuring fair value and
expands disclosure for each major asset and liability category measured at fair value on either a recurring or nonrecurring
basis. Fair value is defined as an exit price, representing the amount that would be received to sell an asset or paid to transfer
a liability in an orderly transaction between market participants. As such, fair value is a market-based measurement that
should be determined based on assumptions that market participants would use in pricing an asset or liability. As a basis for
considering such assumptions, the accounting guidance establishes a three-tier fair value hierarchy, which prioritizes the
inputs used in measuring fair value as follows:

Level 1:  Observable inputs such as quoted prices in active markets.

Level 2:  Inputs, other than the quoted prices in active markets, that are observable either directly or indirectly.

Level 3:  Unobservable inputs in which there is little or no market data, which require the reporting entity to develop its
own assumptions.

Assets and liabilities are classified based on the lowest level of input that is significant to the fair value
measurements. No transfers between levels have occurred during the periods presented.

10
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The fair values of the Company’s assets and liabilities, which are measured at fair value on a recurring basis, were
determined using the following inputs (in thousands):

Fair Value Measurements at

Reporting Date Using

Quoted Prices in  Significant

Active Markets Other Significant
for Identical Observable  Unobservable
Assets Inputs Inputs
Total (Level 1) (Level 2) (Level 3)

Assets:
At September 30, 2015

Certificates of deposit, included in

Cash equivalents and Short-term

investments $ 19,988 § — $19983 $ —
Liabilities:
At December 31, 2014

Preferred stock warrant liabilities $ 246 $ — § — 3 246

All preferred stock warrants were recorded at fair value utilizing the Black-Scholes option pricing model using
significant unobservable inputs consistent with the inputs used for the Company’s stock-based compensation expense
adjusted for the preferred stock warrants’ expected life.

The following table provides a reconciliation of all liabilities measured at fair value using Level 3 significant
unobservable inputs (in thousands):

Preferred Stock

Warrant
Liabilities
Balance at December 31, 2013 $ 97
Issuance of preferred stock warrants 186
Change in fair value (37)
Balance at December 31, 2014 246
Change in fair value 65
Reclassification of warrants (311)

Balance at September 30, 2015 $ =

The carrying amounts of cash, cash equivalents and short-term investments, prepaid and other assets, accounts
payable and accrued liabilities are considered to be representative of their respective fair values because of the short-term
nature of those instruments. Based on the borrowing rates currently available to the Company for loans with similar terms,
which is considered a Level 2 input, the Company believes that the fair value of long-term debt approximates its carrying
value. Preferred stock warrant liabilities are recorded at fair value.

11
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3. Property and Equipment

Property and equipment consist of the following (in thousands):

September 30, December 31,

2015 2014
Computer and office equipment $ 179 $ 154
Furniture and fixtures 32 25
Leasehold improvements 76 31
287 210
Less accumulated depreciation and amortization (146) (113)
$ 141 $ 97

Depreciation expense related to property and equipment totaled approximately $15,000 and $3,000 for the three
months ended September 30, 2015 and 2014, respectively. Depreciation expense related to property and equipment totaled
approximately $33,000 and $8,000 for the nine months ended September 30, 2015 and 2014, respectively.

4. Long-Term Debt

Long-term debt and unamortized debt discount balances are as follows (in thousands):

September 30, December 31,

2015 2014

Long-term debt $ 8,000 $ 9,080

Less debt discount, net of current portion (599) 35)
Long-term debt, net of debt discount 7,401 9,045

Less current portion of long-term debt (800) (4,787)
Long-term debt, net of current portion $ 6,601 $ 4,258
Current portion of long-term debt $ 800 $ 4,787
Current portion of debt discount (479) (111)
Current portion of long-term debt, net $ 321§ 4,676

In May 2015, the Company entered into an Amended and Restated Loan and Security Agreement with Silicon
Valley Bank (the 2015 Amended SVB Loan) under which the Company may borrow up to $10.0 million. Borrowings of
approximately $8.0 million under the 2015 Amended SVB Loan were used to refinance amounts outstanding under the prior
loan and security agreements, which was first entered into in November 2013 (SVB Loan Agreement) and amended and
restated in June 2014 (Amended SVB Loan Agreement). The $2 million remaining under the agreement is available for
borrowing through December 31, 2015. In connection with the 2015 Amended SVB Loan, the Company issued a warrant to
purchase up to 14,732 shares of common stock at an exercise price of $10.86. The warrant is fully exercisable and expires on
May 13, 2022. If the Company borrows additional amounts available under the 2015 Amended SVB Loan, the number of
shares subject to the warrant will be automatically increased by an amount equal to 2% of the additional borrowings divided
by $10.86. The transaction was accounted for as a debt modification.

The 2015 Amended SVB Loan provides for interest to be paid at a rate of 6.5% per annum. Interest-only payments
are due monthly through June 2016, which will be extended through September 2016, in the event certain conditions are
met. Thereafter, in addition to interest accrued during such period, the monthly payments will include an amount equal to the
outstanding principal at July 1, 2016 (or October 1, 2016) divided by 30 months. At maturity (or earlier prepayment), the
Company is also required to make a final payment equal to 8.5% of the original principal amount of the amounts
borrowed. The 2015 Amended SVB Loan provides for prepayment fees of 3% of the outstanding balance of the loan if the
loan is repaid prior to May 13, 2016, 2.0% of the amount prepaid if the prepayment occurs after May 13, 2016 but prior to
May 13,2017 and 1.0% of the amount prepaid if the prepayment occurs thereafter.

12
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The fair value of the warrants and the final payment related to the 2015 Amended SVB Loan were recorded as debt
discounts and are being amortized to interest expense using the effective interest method over the term of the debt, in addition
to the remaining unamortized discounts related to the SVB Loan and the Amended SVB Loan Agreements.

Consistent with the terms of the SVB Loan and the Amended SVB Loan Agreements, the 2015 Amended SVB Loan
is collateralized by substantially all of the Company’s assets, other than the Company’s intellectual property, and contains
customary conditions of borrowing, events of default and covenants, including covenants that restrict the Company’s ability
to dispose of assets, merge with or acquire other entities, incur indebtedness and make distributions to holders of the
Company’s capital stock. Should an event of default occur, including the occurrence of a material adverse change, the
Company could be liable for immediate repayment of all obligations under the 2015 Amended SVB Loan.

In November 2013, the Company borrowed $2.5 million under a loan and security agreement with Silicon Valley
Bank (the SVB Loan). The Company was obligated to make interest-only payments through May 2014 and, beginning in
June 2014, equal payments of principal and interest through the maturity date of August 1, 2016. The interest rate was a per
annum fixed rate of 5.0%. The final payment due included an additional fee of 7.0% of the loan amount, or $0.2 million,
which was being accreted over the term of the debt using the effective interest method and is included in interest expense.

In June 2014, the Company entered into an amended loan and security agreement with SVB (the Amended SVB
Loan). The amendment did not modify the repayment terms of the $2.5 million previously borrowed under the SVB Loan.
The Amended SVB Loan provided the Company with a new $7.5 million growth capital loan facility, available to the
Company in two advances at a per annum fixed interest rate of 4.5%. The first advance of $5.0 million was drawn in
conjunction with securing the Amended SVB Loan in June 2014. The second advance of $2.5 million was drawn in
September 2014. The Company was obligated to make interest-only payments on all outstanding advances under the
Amended SVB Loan through November 30, 2014, and was subsequently obligated to make monthly principal and interest
payments to fully amortize the outstanding balance through the November 1, 2016 maturity date. The final payment due
included an additional fee of 9.0% of all growth capital advances, or $0.7 million, which was being accreted over the term of
the debt using the effective interest method and is included in interest expense.

In connection with the SVB Loan and the Amended SVB Loan, the Company issued a warrant to purchase
37,500 and 112,500 shares of Series A redeemable convertible preferred stock, respectively, at an exercise price of $2.00 per
share. The warrants are fully exercisable and expire on November 14, 2023 and June 4, 2024, respectively. The initial fair
value of the warrants as of the November 2013 and June 2014 issuance dates was estimated to be $0.1 million and
$0.2 million, respectively, based on the application of the Black-Scholes option pricing model, and these discounts are being
amortized to interest expense using the effective interest method over the term of the debt. Upon completion of the
Company’s initial public offering in February 2015, the warrants became exercisable for an aggregate of 38,758 shares of
common stock at an exercise price of $7.74 per share.

Future minimum principal and interest payments under the 2015 Amended SVB Loan, including the final payment,
as of September 30, 2015 are as follows (in thousands):

2015 $ 131
2016 2,107
2017 3,525
2018 3,994
9,757
Less interest and final payment (1,757)
Long-term debt $ 8,000
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5. Commitments and Contingencies
License Agreements

The Company has entered into various license agreements pursuant to which the Company acquired licenses to
certain intellectual property. The agreements generally required an upfront license fee and, in some cases, reimbursement of
patent costs. Additionally, under each agreement, the Company may be required to pay annual maintenance fees, royalties,
milestone payments and sublicensing fees. Each of the license agreements is generally cancelable by the Company, given
appropriate prior written notice. Potential future milestone payments under these agreements total an aggregate of
approximately $22.1 million.

6. Redeemable Convertible Preferred Stock and Stockholders’ Equity (Deficit)
Initial Public Offering and Related Transactions

In February 2015, the Company completed its initial public offering in which it sold 3,600,000 shares of common
stock at an initial public offering price of $10.00 per share. In addition, a concurrent private placement to an existing
stockholder was completed in which the Company sold 500,000 shares of common stock, also at $10.00 per share. Proceeds
from the initial public offering and concurrent private placement, net of underwriting discounts, commissions and offering
costs paid by us of approximately $6.1 million, were approximately $34.9 million.

In addition, in connection with the completion of the Company’s initial public offering on February 4, 2015, all of
the outstanding shares of redeemable convertible preferred stock were converted into 6,369,567 shares of the Company’s
common stock; outstanding warrants to purchase 150,000 shares of Series A redeemable convertible preferred stock were
converted into warrants to purchase 38,758 shares of the Company’s common stock, and the Company’s certificate of
incorporation was amended and restated to authorize 200,000,000 shares of common stock and 10,000,000 shares of
undesignated preferred stock.

Redeemable Convertible Preferred Stock

Prior to its automatic conversion in the initial public offering, the Company classified its redeemable convertible
preferred stock outside of permanent equity since such stock was contractually redeemable outside of the Company’s control.
As a result, the carrying value was increased to its redemption value by periodic accretion charges over the estimated
redemption period. In the absence of retained earnings, these accretion charges were recorded against additional paid-in
capital.

Stock Option Plans

On August 10, 2011, the Company adopted the TRACON Pharmaceuticals, Inc. 2011 Equity Incentive Plan (the
2011 Plan), and, as amended, reserved 1,070,976 shares of common stock for issuance pursuant to the 2011 Plan. In January
2015, the Company adopted the 2015 Equity Incentive Plan (the 2015 Plan), under which 801,033 shares of common stock
were reserved for issuance.

The 2015 Plan provides for the grant of incentive stock options, non-statutory stock options, stock appreciation
rights (SARs), restricted stock grants and restricted stock units to eligible recipients. Recipients of incentive stock options are
eligible to purchase shares of the Company’s common stock at an exercise price equal to no less than the estimated fair
market value of such stock on the date of grant. The maximum term of options granted under the 2015 Plan is no more than
ten years. Grants generally vest at 25% one year from the vesting commencement date and ratably each month thereafter for
a period of 36 months.

The Company received $49,000 and $52,000 in proceeds from the exercise of stock options during the nine months
ended September 30, 2015 and 2014, respectively.
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During October 2014, the Board of Directors granted stock options to purchase an aggregate 119,642 shares of
common stock, with an aggregate grant date fair value of $0.6 million, to employees and a non-employee director for which
the vesting was contingent upon the completion of an initial public offering prior to March 31, 2015. The achievement of
this condition was not determined to be probable as of December 31, 2014, however, upon the completion of the initial public
offering in February 2015, expense recognition commenced and $36,000 and $142,000 of stock based compensation related

to these options was recorded in the three and nine months ended September 3

Employee Stock Purchase Plan

0, 2015, respectively.

On January 1, 2015, the Company’s board of directors adopted the Employee Stock Purchase Plan (the ESPP),
which became effective upon the pricing of the Company’s initial public offering on January 29, 2015. The ESPP permits
participants to purchase common stock through payroll deductions of up to 15% of their eligible compensation. Initially, a
total of 183,462 shares of common stock was reserved for issuance under the ESPP. Stock compensation expense for the

three and nine month period ended September 30, 2015 was immaterial.
Stock-Based Compensation Expense

The weighted-average assumptions used in the Black-Scholes option
employee stock option grants were as follows:

pricing model to determine the fair value of the

Three Months Nine Months
Ended Ended

September 30, September 30,

2015 2014 2015 2014
Risk-free interest rate 18% 19% 1.7% 1.9 %
Expected volatility 2% 77% 3% 79%
Expected term (in years) 6.2 6.3 6.2 6.3
Expected dividend yield —% —% —% —%

The allocation of stock-based compensation is as follows (in thousands):

Three Months Ended

Nine Months Ended

September 30, September 30,
2015 2014 2015 2014
Research and development $§ 295 § 43 § 677 §$ 112
General and administrative 377 14 669 43
$ 672 $ 57 $1,346 § 155

Collaboration

In March 2014, the Company entered into a license agreement with S

anten, under which the Company granted

Santen an exclusive, worldwide license to certain patents, information and know-how related to TRC105. Under the
agreement, Santen is permitted to use, develop, manufacture and commercialize TRC105 products for ophthalmology
indications, excluding systemic treatment of ocular tumors. Santen also has the right to grant sublicenses to affiliates and

third party collaborators. In the event Santen sublicenses any of its rights unde

r the agreement, Santen will be obligated to

pay the Company a portion of any upfront and certain milestone payments received under such sublicense.

Santen has sole responsibility for funding, developing, seeking regulatory approval for and commercializing
TRC105 products in the field of ophthalmology. In the event that Santen fails to meet certain commercial diligence
obligations, the Company will have the option to co-promote TRC105 products in the field of ophthalmology in the United
States with Santen. If the Company exercises this option, the Company will pay Santen a percentage of certain development

expenses, and the Company will receive a percentage of profits from sales of t
field in the United States, but will not receive royalties on such sales.
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In consideration of the rights granted to Santen under the agreement, the Company received a one-time upfront fee
of $10.0 million. The license agreement provides for various types of payments, including the upfront payment, payment for
various technical and regulatory support, payments for delivery of drug substance, reimbursement of certain development
costs, milestone payments, and royalties on net product sales. The Company has identified multiple deliverables, which
include at inception: (1) a license to patents, information and know-how related to TRC105, (2) technology transfer,

(3) collaboration, including technical and regulatory support provided by the Company, (4) manufacturing and supply
obligations, and (5) shared chemistry, manufacturing and controls (CMC) development activities. Deliverables 1 and 2 above
were substantially delivered at the inception of the agreement, and deliverables 3 through 5 are expected to be delivered
during the estimated 31-month period over which the Company will provide technical and regulatory support to Santen. At
inception and through September 30, 2015, the Company has identified one single unit of accounting for all the deliverables
under the agreement since the delivered elements do not have standalone value. The Company’s technical and regulatory
expertise, including manufacturing and CMC activities, in the development of biologic therapeutics, specifically TRC105, is
a significant component of Santen’s ability to utilize the license and know-how related to TRC105. Given the early stage of
development of TRC105 for ophthalmology, the Company is the only party capable of performing the level and type of
technical and regulatory collaboration services required by Santen under the agreement. As a result, the Company has
determined that the license, including the ability to sublicense, and know-how related to TRC105 do not have standalone
value to a licensee. As such, the Company is recognizing revenue for the fixed or determinable collaboration consideration
on a straight-line basis over the estimated 31-month period over which it will deliver its technical and regulatory support.

In addition, the Company is eligible to receive up to a total of $155.0 million in milestone payments upon the
achievement of certain milestones, of which $20.0 million relates to the initiation of certain development activities, $52.5
million relates to the submission of certain regulatory filings and receipt of certain regulatory approvals and $82.5 million
relates to commercialization activities and the achievement of specified levels of product sales. The Company has determined
that $10.0 million related to the initiation of certain clinical development activities will be based upon its efforts and meet the
criteria of substantive milestones and therefore will be recognized as revenue upon achievement of the milestone in
accordance with the milestone method of accounting. The remaining $145.0 million of potential milestone payments are not
substantive milestones as they do not require the efforts of the Company. During the three months ended June 30, 2015, a
development milestone that was deemed a substantive milestone at the inception of the arrangement, was achieved and
accordingly, the milestone payment of $3.0 million was recognized as revenue.

If TRC105 products are successfully commercialized in the field of ophthalmology, Santen will be required to pay
the Company tiered royalties on net sales ranging from high single digits to low teens, depending on the volume of sales,
subject to adjustments in certain circumstances. In addition, Santen will reimburse the Company for all royalties due by the
Company under certain third party agreements with respect to the use, manufacture or commercialization of TRC105
products in the field of ophthalmology by Santen and its affiliates and sublicensees. Royalties will continue on a country-by-
country basis through the later of the expiration of the Company’s patent rights applicable to the TRC105 products in a given
country or 12 years after the first commercial sale of the first TRC105 product commercially launched in such country.

Santen may unilaterally terminate this agreement in its entirety, or on a country-by-country basis, upon written
notice to the Company. Either party may terminate the agreement in the event of the other party’s bankruptcy or dissolution
or for the other party’s material breach of the agreement that remains uncured 90 days (or 30 days with respect to a payment
breach) after receiving notice from the non-breaching party. Unless earlier terminated, the agreement continues in effect until
the termination of Santen’s payment obligations.

In connection with the collaboration with Santen, the Company recognized revenue of $1.2 million and $1.1 million

for the three months ended September 30, 2015 and 2014, respectively, and $6.5 million and $2.6 million for the nine months
ended September 30, 2015 and 2014, respectively. At September 30, 2015, deferred revenue totaled $4.3 million.
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Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations.

You should read the following discussion and analysis of our financial condition and results of operations together
and our financial statements and the related notes and other financial information included elsewhere in this Quarterly
Report. Some of the information contained in this discussion and analysis or set forth elsewhere in this Quarterly Report,
including information with respect to our plans and strategy for our business and future financial performance, includes
forward-looking statements that are based upon current beliefs, plans and expectations and involve risks, uncertainties and
assumptions. You should review the “Risk Factors” section of this Quarterly Report for a discussion of important factors that
could cause our actual results and the timing of selected events to differ materially from those described in or implied by the
forward-looking statements contained in the following discussion and analysis.

Overview

We are a clinical stage biopharmaceutical company focused on the development and commercialization of novel
targeted therapeutics for cancer, wet age-related macular degeneration (AMD) and fibrotic diseases. We are a leader in the
field of endoglin biology and are using our expertise to develop antibodies that bind to the endoglin receptor. Endoglin is
essential to angiogenesis, the process of new blood vessel formation, and a key contributor to the development of fibrosis, or
tissue scarring. Our lead product candidate, TRC105, is an anti-endoglin antibody that is being developed for the treatment of
multiple solid tumor types in combination with VEGF inhibitors. TRC105 has been studied in six completed Phase 2 clinical
trials and three completed Phase 1 clinical trials, and it is currently being studied in five Phase 2 clinical trials. Our other
product candidates are TRC205, an anti-endoglin antibody that is in preclinical development for the treatment of fibrotic
diseases, and TRC102, which is a small molecule that is in clinical development for the treatment of lung cancer and
glioblastoma. In March 2014, Santen licensed from us exclusive worldwide rights to develop and commercialize our anti-
endoglin antibodies for ophthalmology indications.

We have collaborated with the National Cancer Institute (NCI), which has selected TRC105 and TRC102 for federal
funding of clinical development, as well as Case Western. Under these collaborations, NCI has sponsored or is sponsoring
nine completed or ongoing clinical trials of TRC105 and TRC102. We anticipate that NCI will complete ongoing Phase 2
clinical trials of TRC105 and may initiate other Phase 2 clinical trials in addition to the Phase 2 clinical trials of TRC105 that
we are sponsoring. In October 2015, NCI initiated a Phase 1 trial of TRC102, Alimta ® and cisplatin, and a Phase 2 trial of
TRC102 and Alimta. Based on correspondence with NCI in June 2014, we expect NCI to initiate two additional trials of
TRC102 in the next three to six months. We expect to report top-line data from several Phase 2 trials of TRC105 in 2016,
including in sarcoma, gestational trophoblastic neoplasia (GTN), renal cell carcinoma and glioblastoma. We expect to
initiate a Phase 3 trial in angiosarcoma in 2016. If merited by Phase 2 data, we expect to fund additional Phase 3 clinical
trials of TRC105 and TRC102 and, based on NCI’s past course of conduct with similarly situated pharmaceutical companies
in which it has sponsored pivotal clinical trials following receipt of positive Phase 2 data, we anticipate that NCI will sponsor
Phase 3 clinical trials in additional indications.
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The following chart summarizes key information regarding ongoing and planned development of our TRC105 and
TRC205 product candidates:

Commercial

TRC105 Pre-clinical Phase 1 Phase 2 Phase 3 Rights Data Expected

Soft Tissue Sarcoma ith Votrient > Part 1: presented mid 2015

(including angiosarcoma) M en T T TRACON Part 2: first half 2016

Angiosarcoma* i with Votrient > TRACON Phase 3 start in 2016
___________ _I____________r________________/

Part 1: presented early 2015
Part 2: late 2016

> TRACON
I |
Glioblastoma with Avastin > TRACON Late 2016
NCl-sponsored]
(NCl-spo; }I >

Renal Cell Carcinoma with Inlyta

Hepatocellular Carcinoma | With Nexavar TRACON Rait 1 piesenicd mid 2019

(NCl-sponsored) Part 2: early 2016
I I I
Choriccarcinoma | R TRACON | Late 2015
___________ i ——— —
Hepatocellular Carcinoma® | with Nexavar ) TRACON 2017

Gestational Trophoblastic
Neoplasia (GTN)#

(including choriocarcinoma)

TRACON Late 2016

with Afinitor and Femara TRACON 2017

(UAB-spor 9@-@1 ,,,,,,,,,,,,,,,,, y

Breast Cancer®

Colorectal Cancer® TRACON 2017

Lung cancer? TRACON 2017

AMD (DE-122)* Santen IND filed mid 2015

Fibrotic Diseases

| *Planned Phase 3 clinical trial }
} *Planned Phase 2 clinical trial }
I #Planned Phase 1 clinical trial |

TIND filing expected in 2017
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The following chart summarizes key information regarding ongoing and planned development of our TRC102
product candidate:

TRC102 Pre-clinical Phase 1 Phase 2 Phase 3 °°’;i;1|ft;°'“' Data Expected
Solid Tumors (Oral) ;‘;{,‘g&’;’ﬁgj{ed) TRACON | Presented early 2015
|
Mesothelioma® m‘ggggf; - > TRACON | 2017
|
with Alimta/Cisplatin
Solid tumors* (NCLsponsored) TRACON | 2017
: [ with Temodar — 7 N
Glicblastoma® (NCl-sponsored) y TRACON 2017
[ with Chemoradiation
Lung cancer? (Case-sponsored, /\) TRACON 2017
“#Planned Phase 2 clinical tral |
*Planned Phase 1 clinical trial :

Since our inception in 2004, we have devoted substantially all of our resources to research and development efforts
relating to our product candidates, including conducting clinical trials and developing manufacturing capabilities, in-licensing
related intellectual property, providing general and administrative support for these operations and protecting our intellectual
property. We have not generated any revenue from product sales and, up to our initial public offering in February 2015, we
funded our operations primarily with the aggregate net proceeds of $79.1 million from the sale of redeemable convertible
preferred stock and common stock, a $10.0 million one-time upfront fee received in connection with our collaboration with
Santen and $10.0 million of commercial bank debt under our credit facility with Silicon Valley Bank (SVB). In
February 2015, we completed our initial public offering and a concurrent private placement and raised proceeds, net of
underwriting discounts, commissions and offering costs of approximately $6.1 million, totaling approximately $34.9 million.

We have incurred losses from operations in each year since our inception. Our net losses were $6.8 million and $7.7
million for the years ended December 31, 2014 and 2013, respectively. At September 30, 2015, we had an accumulated
deficit of $47.5 million. We expect to continue to incur significant expenses and increasing operating losses for at least the
next several years. Our net losses may fluctuate significantly from quarter to quarter and year to year. We expect our
expenses will increase substantially in connection with our ongoing activities as we:

- continue to conduct clinical trials of our product candidates;

- manufacture preclinical study and clinical trial materials;

- continue our research and development efforts;

- maintain, expand and protect our intellectual property portfolio;

-seek regulatory approvals for our product candidates that successfully complete clinical trials;

-hire additional staff, including clinical, operational, financial and technical personnel to execute on our business
plan and create additional infrastructure to support our operations as a public company; and

- implement operational, financial and management systems.
We do not expect to generate any revenues from product sales until we successfully complete development and
obtain regulatory approval for one or more of our product candidates, which we expect will take a number of years. If we

obtain regulatory approval for any of our product candidates, we expect to incur significant commercialization expenses
related to product sales, marketing, manufacturing and distribution. Accordingly, we will need to raise substantial
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additional capital. The amount and timing of our future funding requirements will depend on many factors, including the
pace and results of our preclinical and clinical development efforts and the timing and nature of the regulatory approval
process for our product candidates. We anticipate that we will seek to fund our operations through public or private equity or
debt financings or other sources. However, we may be unable to raise additional funds or enter into such other arrangements
when needed on favorable terms or at all. Our failure to raise capital or enter into such other arrangements when needed
would have a negative impact on our financial condition and ability to develop our product candidates.

Collaboration and License Agreements
Santen Pharmaceutical Co., Ltd.

In March 2014, we entered into a license agreement with Santen, under which we granted Santen an exclusive,
worldwide license to certain patents, information and know-how related to TRC105. Under the agreement, Santen is
permitted to use, develop, manufacture and commercialize TRC105 products for ophthalmology indications, excluding
systemic treatment of ocular tumors. Santen also has the right to grant sublicenses to affiliates and third party collaborators,
provided such sublicenses are consistent with the terms of our agreement. Santen has sole responsibility for funding,
developing, seeking regulatory approval for and commercializing TRC105 products in the field of ophthalmology.

In consideration of the rights granted to Santen under the agreement, we received a one-time upfront fee of
$10.0 million. In addition, we are eligible to receive up to a total of $155.0 million in milestone payments upon the
achievement of certain milestones, of which $20.0 million relates to the initiation of certain development activities, $52.5
million relates to the submission of certain regulatory filings and receipt of certain regulatory approvals and $82.5 million
relates to commercialization activities and the achievement of specified levels of product sales. If TRC105 products are
successfully commercialized in the field of ophthalmology, Santen will be required to pay us tiered royalties on net sales
ranging from high single digits to low teens, depending on the volume of sales, subject to adjustments in certain
circumstances. In addition, Santen will reimburse us for all royalties due by us under certain third party agreements with
respect to the use, manufacture or commercialization of TRC105 products in the field of ophthalmology by Santen and its
affiliates and sublicensees. Royalties will continue on a country-by-country basis through the later of the expiration of our
patent rights applicable to the TRC105 products in a given country or 12 years after the first commercial sale of the first
TRC105 product commercially launched in such country.

During the three months ended June 30, 2015, a development milestone that was deemed a substantive milestone at
the inception of the arrangement was achieved and accordingly, a milestone payment of $3.0 million was recognized as
revenue.

Tufts Medical Center, Inc.

We previously entered into a sponsored research agreement with Tufts Medical Center, Inc., or Tufts MC, pursuant
to which Tufts MC conducted a pre-clinical study of TRC105 in cardiac fibrosis. As part of the sponsored research
agreement, we also agreed on terms under which we could obtain an exclusive worldwide license to certain of Tufts MC’s
pre-existing intellectual property related to the treatment of cardiac fibrosis by targeting the endoglin pathway, as well as any
new intellectual property generated from the pre-clinical research. Following the completion of the preclinical research
under the sponsored research agreement, we notified Tufts MC that we would not be pursuing a license to the intellectual
property, and therefore, we will not have rights to this intellectual property as it relates to the future development of our anti-
endoglin antibodies in fibrosis. We continue to conduct preclinical research to assess the activity of our anti-endoglin
antibodies in models of liver fibrosis.

Financial Operations Overview
Revenue
Our revenue to date has been derived solely from our March 2014 collaboration with Santen. The terms of this

arrangement contain multiple deliverables, which include at inception: (1) a license to patents, information and know-
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how related to TRC105; (2) technology transfer; (3) collaboration, including technical and regulatory support provided by us;
(4) manufacturing and supply obligations; and (5) shared CMC development activities. The license agreement provides that
we may receive various types of payments, including an upfront payment, payment for various technical and regulatory
support, payments for delivery of drug substance, reimbursement of certain development costs, milestone payments, and
royalties on net product sales. In accordance with our revenue recognition policy described in detail below, we have
identified one single unit of accounting for all the deliverables under the agreement and are recognizing revenue for the fixed
or determinable collaboration consideration on a straight-line basis over the estimated development period.

We expect that any revenue we generate will fluctuate from quarter to quarter as a result of the timing of any future
achievement of milestones and the extent to which any of our products are approved and successfully commercialized by us
or Santen. If we or Santen fail to develop product candidates in a timely manner or obtain regulatory approval for them, our
ability to generate future revenues, our results of operations and our financial position could be adversely affected.

Research and Development Expenses

Research and development expenses consist of costs associated with the preclinical and clinical development of our
product candidates. These costs consist primarily of:

-costs to acquire, develop and manufacture preclinical study and clinical trial materials;

-costs associated with conducting our preclinical, development and regulatory activities, including fees paid to third
party professional consultants, service providers and our scientific advisory board;

- costs incurred under clinical trial agreements with investigative sites;

-salaries and employee-related expenses, including stock-based compensation and benefits for personnel in research
and development functions;

- payments related to licensed products and technologies; and
-facilities, depreciation and other expenses, including allocated expenses for rent and maintenance of facilities.
Research and development costs, including third party costs reimbursed by Santen as part of our collaboration, are

expensed as incurred. We account for nonrefundable advance payments for goods and services that will be used in future
research and development activities as expenses when the service has been performed or when the goods have been received.
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The following table summarizes our research and development expenses by product candidate for the periods
indicated:

Three Months Ended Nine Months Ended
September 30, September 30,
2015 2014 2015 2014

(in thousands)
Third-party research and development expenses:

TRC105 $ 4465 § 1,582 §$ 11,345 § 3,129
TRC102 37 5 50 19
TRC205 65 38 208 38
Total third-party research and development expenses 4,567 1,625 11,603 3,186
Unallocated expenses 1,318 644 3,518 1,904
Total research and development expenses $ 5,885 $ 2,269 $ 15,121 $ 5,090

Unallocated expenses consist primarily of our internal personnel costs, facility costs and scientific advisory board
related expenses.

We plan to substantially increase our current level of research and development expenses for the foreseeable future
as we: (1) continue Phase 2 development of, and manufacturing activities related to, TRC105 in our initial oncology
indications of soft tissue sarcoma, renal cell carcinoma, choriocarcinoma, and glioblastoma in combination with approved
VEGF inhibitors, (2) expand the development program for TRC105 into large market oncology indications, (3) continue
preclinical development of TRC205 in fibrosis, and (4) contingent upon successful completion of Phase 2 development,
initiate Phase 3 development of TRC105 in our initial oncology indication, currently planned in angiosarcoma in 2016.

We cannot determine with certainty the timing of initiation, the duration or the completion costs of current or future
preclinical studies and clinical trials of our product candidates due to the inherently unpredictable nature of preclinical and
clinical development. Clinical and preclinical development timelines, the probability of success and development costs can
differ materially from expectations. We anticipate that we will make determinations as to which product candidates to pursue
and how much funding to direct to each product candidate on an ongoing basis in response to the results of ongoing and
future preclinical studies and clinical trials, regulatory developments and our ongoing assessments as to each product
candidate’s commercial potential. We will need to raise substantial additional capital in the future. In addition, we cannot
forecast which product candidates may be subject to future collaborations, when such arrangements will be secured, if at all,
and to what degree such arrangements would affect our development plans and capital requirements.

The costs of clinical trials to us may vary significantly based on factors such as:

- the extent to which costs are borne by third parties such as NCI;

per patient trial costs;

- the number of sites included in the trials;

- the countries in which the trials are conducted;

- the length of time required to enroll eligible patients;

- the number of patients that participate in the trials;

- the number of doses that patients receive;

- the drop-out or discontinuation rates of patients;
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- potential additional safety monitoring or other studies requested by regulatory agencies;
the duration of patient follow-up;
- the phase of development of the product candidate; and
- the efficacy and safety profile of the product candidate.
General and Administrative Expenses

General and administrative expenses consist primarily of salaries and related costs for employees in executive,
finance and administration, corporate development and administrative support functions, including stock-based compensation
expenses and benefits. Other significant general and administrative expenses include legal and accounting services, expenses
associated with obtaining and maintaining patents, the cost of various consultants and occupancy costs.

We anticipate that our general and administrative expenses will substantially increase for the foreseeable future as
we increase our headcount to support our continued research and development of our product candidates and the increased
costs of operating as a public company. These increases will likely include increased costs related to the hiring of additional
personnel and fees to outside consultants, lawyers and accountants, among other expenses. Additionally, we anticipate
increased costs associated with being a public company, including expenses related to services associated with maintaining
compliance with NASDAQ listing rules and SEC requirements, insurance and investor relations related costs.

Other Income (Expense)

Other income (expense) primarily consists of interest charges related to our outstanding commercial bank debt and
changes in the fair value of preferred stock warrant liabilities related to warrants for the purchase of Series A redeemable
convertible preferred stock. These warrants were converted into warrants for the purchase of common stock in connection
with our initial public offering and reclassified into stockholders’ equity. Accordingly, no further fair value adjustments for
these warrants are expected.

Critical Accounting Policies and Significant Judgments and Estimates

Our management’s discussion and analysis of financial condition and results of operations is based on our financial
statements, which have been prepared in accordance with accounting principles generally accepted in the United States, or
GAAP. The preparation of these financial statements requires us to make estimates and assumptions that affect the reported
amounts of assets and liabilities and the disclosure of contingent assets and liabilities at the date of the financial statements,
as well as the reported revenues and expenses during the reporting periods. These items are monitored and analyzed by us for
changes in facts and circumstances, and material changes in these estimates could occur in the future. We base our estimates
on our historical experience and on various other factors that we believe to be reasonable under the circumstances, the results
of which form the basis for making judgments about the carrying value of assets and liabilities that are not readily apparent
from other sources. Changes in estimates are reflected in reported results for the period in which they become known. Actual
results may differ materially from these estimates under different assumptions or conditions. There have been no material
changes to our critical accounting policies and estimates from the information provided in Part II, Item 7, “Management’s
Discussion and Analysis of Financial Condition and Results of Operations — Critical Accounting Policies Involving
Management Estimates and Assumptions,” included in our Annual Report on Form 10-K for the year ended December 31,
2014.

Recent Accounting Pronouncements

In May 2014, the Financial Accounting Standards Board, or FASB, issued Accounting Standards Update, or ASU,
No. 2014-09, Revenue from Contracts with Customers, which converges the FASB and the International
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Accounting Standards Board standard on revenue recognition. Areas of revenue recognition that will be affected include, but
are not limited to, transfer of control, variable consideration, allocation of transfer pricing, licenses, time value of money,
contract costs and disclosures. This guidance is effective for the fiscal years and interim reporting periods beginning after
December 15, 2017. We have not yet selected a transition method and are currently evaluating the impact that the adoption of
ASU 2014-09 will have on our financial statements and related disclosures.

In August 2014, the FASB issued ASU 2014-15, Disclosure of Uncertainties about an Entity s Ability to Continue as
a Going Concern. ASU 2014-15 requires management to evaluate relevant conditions, events and certain management plans
that are known or reasonably knowable that when, considered in the aggregate, raise substantial doubt about the entity’s
ability to continue as a going concern within one year after the date that the financial statements are issued, for both annual
and interim periods. ASU 2014-15 also requires certain disclosures around management’s plans and evaluation, as well as the
plans, if any, that are intended to mitigate those conditions or events that will alleviate the substantial doubt. ASU 2014-15 is
effective for fiscal years ending after December 15, 2016. We are currently evaluating the impact that the adoption of
ASU 2014-15 will have on our financial statements and related disclosures.

In April 2015, the FASB issued ASU 2015-03, “Interest — Imputation of Interest (Subtopic 835-30): Simplifying the
Presentation of Debt Issuance Costs”. ASU 2015-03 requires debt issuance costs related to a recognized debt liability be
presented in the balance sheet as a direct deduction from the carrying value of that debt liability, consistent with debt
discounts. The recognition and measurement guidance for debt issuance costs are not affected by ASU 2015-03. ASU 2015-
03 is effective for interim and annual periods beginning on January 1, 2016, and is required to be retrospectively adopted.
The Company is currently evaluating the impact that the adoption of ASU 2015-03 will have on its financial statements and
related disclosures.

Results of Operations
Comparison of the Three Months Ended September 30, 2015 and 2014

The following table summarizes our results of operations for the three months ended September, 2015 and 2014:

Three Months Ended
September 30, Increase /
2015 2014 (Decrease)
(in thousands)
Collaboration revenue $ 1,180 $ 1,133 § 47
Research and development expenses 5,885 2,269 3,616
General and administrative expenses 1,530 567 963
Other income (expense) (212) (216) 4)

Collaboration revenue. Collaboration revenue, all of which resulted from our collaboration with Santen, was $1.2
million and $1.1 million for the three months ended September 30, 2015 and 2014, respectively.

Research and development expenses. Research and development expenses were $5.9 million and $2.3 million for
the three months ended September 30, 2015 and 2014, respectively. The increase of $3.6 million was primarily due to
increased manufacturing activities and clinical study expenses related to TRC105, as well as increased compensation related
expenses due to increased headcount.

General and administrative expenses. General and administrative expenses were $1.5 million and $0.6 million for
the three months ended September 30, 2015 and 2014, respectively. The increase of $1.0 million was primarily due to
increased expenses related to becoming a public company, such as insurance, accounting and legal expenses, and
compensation related expenses due to increased headcount in 2015.

Other income (expense). Other income (expense) was ($0.2) million for the three months ended September 30,
2015 and 2014 and is primarily interest expense related to our aggregate borrowings under our credit facility with SVB.
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Comparison of the Nine Months Ended September 30, 2015 and 2014

The following table summarizes our results of operations for the nine months ended September 30, 2015 and 2014:

Nine Months Ended
September 30, Increase /
2015 2014 (Decrease)

(in thousands)

Collaboration revenue $ 6,509 §$ 2,558 § 3,951
Research and development expenses 15,121 5,090 10,031
General and administrative expenses 4,019 1,394 2,625
Other income (expense) (732) (334) 398

Collaboration revenue. Collaboration revenue was $6.5 million and $2.6 million for the nine months ended
September 30, 2015 and 2014, respectively. The increase of $4.0 million was primarily due to the achievement of a
development milestone by Santen in June 2015 in connection with our collaboration, which triggered a $3 million milestone
payment.

Research and development expenses. Research and development expenses were $15.1 million and $5.1 million for
the nine months ended September 30, 2015 and 2014, respectively. The increase of $10.0 million was primarily due to
increased manufacturing activities and clinical study expenses related to TRC105, as well as increased compensation related
expenses due to increased headcount.

General and administrative expenses. General and administrative expenses were $4.0 million and $1.4 million for
the nine months ended September 30, 2015 and 2014, respectively. The increase of $2.6 million was primarily due to
increased expenses related to becoming a public company, such as insurance, accounting and legal expenses, and
compensation related expenses due to increased headcount in 2015.

Other income (expense). Other income (expense) was ($0.7) million and ($0.3) million for the nine months ended
September 30, 2015 and 2014, respectively. The increase of $0.4 million in other expense was primarily the result of interest
expense related to the aggregate borrowings under our credit facility with SVB.

Liquidity and Capital Resources

We have incurred losses and negative cash flows from operations since our inception. As of September 30, 2015,
we had an accumulated deficit of $47.5 million, and we expect to continue to incur net losses for the foreseeable future. We
expect that our research and development and general and administrative expenses will continue to increase and, as a result,
we will need additional capital to fund our operations, which we may seek to obtain through one or more equity offerings,
debt financings, government or other third party funding, and licensing or collaboration arrangements.

From our inception up to our initial public offering, we funded our operations primarily with the aggregate net
proceeds of $79.1 million from the sale of redeemable convertible preferred stock and common stock, a $10.0 million one-
time upfront fee received in connection with our collaboration with Santen and $10.0 million of commercial bank debt under
our credit facility with SVB. In February 2015, we completed our initial public offering and a concurrent private placement
and raised proceeds, net of underwriting discounts, commissions and offering costs of approximately $6.1 million, totaling
approximately $34.9 million.

At September 30, 2015, we had cash, cash equivalents and short-term investments totaling $57.7 million. We
anticipate that our existing cash, cash equivalents and short-term investments will fund our operations for at least the next 12
months. Cash in excess of immediate requirements is invested in accordance with our investment policy, primarily with a
view to capital preservation.
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Credit Facility with SVB

In May 2015, we entered into an Amended and Restated Loan and Security Agreement with SVB (the 2015
Amended SVB Loan) under which we may borrow up to $10.0 million. Borrowings of approximately $8.0 million under the
2015 Amended SVB Loan were used to refinance amounts outstanding under the prior loan and security agreements, which
was first entered into in November 2013 (SVB Loan Agreement) and amended and restated in June 2014 (Amended SVB
Loan Agreement). The $2.0 million remaining under the 2015 Amended SVB Loan is available for borrowing through
December 31, 2015. In connection with the 2015 Amended SVB Loan, we issued a warrant to purchase up to 14,732 shares
of common stock at an exercise price of $10.86 per share. The warrant is fully exercisable and expires on May 13, 2022. If
the Company borrows additional amounts available under the 2015 Amended SVB Loan, the number of shares subject to the
warrant will be automatically increased by an amount equal to 2% of the additional borrowings divided by $10.86.

The 2015 Amended SVB Loan provides for interest to be paid at a rate of 6.5% per annum. Interest-only payments
are due monthly through June 2016, which will be extended through September 2016, in the event certain conditions are
met. Thereafter, in addition to interest accrued during such period, the monthly payments will include an amount equal to the
outstanding principal at July 1, 2016 (or October 1, 2016) divided by 30 months. At maturity (or earlier prepayment), we are
also required to make a final payment equal to 8.5% of the original principal amount of the amounts borrowed. The 2015
Amended SVB Loan provides for prepayment fees of 3.0% of the outstanding balance of the loan if the loan is repaid prior to
May 13,2016, 2.0% of the amount prepaid if the prepayment occurs after May 13, 2016 but prior to May 13, 2017 and 1.0%
of the amount prepaid if the prepayment occurs thereafter.

Consistent with the terms of the SVB Loan Agreement and the Amended SVB Loan Agreement, the 2015 Amended
SVB Loan is collateralized by substantially all of our assets, other than our intellectual property, and contains customary
conditions of borrowing, events of default and covenants, including covenants that restrict our ability to dispose of assets,
merge with or acquire other entities, incur indebtedness and make distributions to holders of our capital stock. Should an
event of default occur, including the occurrence of a material adverse change, we could be required to immediately repay of
all obligations under the 2015 Amended SVB Loan.

In November 2013, we borrowed $2.5 million under the SVB Loan Agreement. The interest rate on this loan was a
per annum fixed rate of 5.0%, provided for a final payment to include an additional fee of 7.0% of the loan amount, or
$0.2 million, and had a maturity date of August 1, 2016. In June 2014, we entered into the Amended SVB Loan Agreement.
The amendment did not modify the terms of the $2.5 million previously borrowed under the SVB Loan Agreement. The
Amended SVB Loan Agreement provided us with a new $7.5 million growth capital loan facility that was available to us in
two advances at a per annum fixed interest rate of 4.5%. The first advance of $5.0 million was drawn in conjunction with
securing the Amended SVB Loan Agreement in June 2014. The second advance of $2.5 million was drawn in
September 2014. The borrowings under the Amended SVB Loan Agreement included a final payment of 9.0% of the loan
amount, or $0.6 million, and had a maturity date of November 1, 2016. We were obligated to make interest-only payments
on the SVB Loan Agreement and the Amended SVB Loan Agreement through May 2014 and November 2014, respectively,
and were obligated to make monthly principal and interest payments to fully amortize the outstanding balance as of their
respective maturity dates.

In connection with the SVB Loan Agreement, we issued a warrant to purchase 37,500 shares of Series A redeemable
convertible preferred stock at an exercise price of $2.00 per share. As a result of our initial public offering, this warrant
became a warrant to purchase 9,689 shares of common stock at an exercise price of $7.74 per share. The warrant is fully
exercisable and expires on November 14, 2023. In connection with the Amended SVB Loan Agreement, we issued a warrant
to purchase 112,500 shares of Series A redeemable convertible preferred stock at an exercise price of $2.00 per share. As a
result of our initial public offering, this warrant became a warrant to purchase 29,069 shares of common stock at an exercise
price of $7.74 per share. The warrant is fully exercisable and expires on June 4, 2024.

26




Table of Contents

Cash Flows

The following table summarizes our net cash flow activity for each of the periods set forth below:

Nine Months Ended
September 30,
2015 2014

(in thousands)

Net cash provided by (used in):

Operating activities $ (11,645) $ 4925

Investing activities (10,582) 41)

Financing activities 34,379 32,047
Net increase in cash and cash equivalents $ 12,152 $ 36,931

Operating activities. Net cash used in operating activities was $11.6 million for the nine months ended September
30, 2015 and was primarily due to our net loss and changes in our prepaid and other assets, accounts payable and accrued
expense accounts, and deferred revenue for this period. Net cash provided by operating activities was $4.9 million for the
nine months ended September 30, 2014 primarily as a result of $7.7 million of deferred revenue related to the $10.0 million
one-time upfront payment received in connection with our collaboration with Santen, along with changes in our accounts
payable and accrued expenses accounts, offset by changes in our prepaid and other assets account, and our net loss for the
period.

Investing activities. Net cash used in investing activities was $10.6 million for the nine months ended September
30, 2015 and was primarily due to the purchase of short-term investments. Net cash used in investing activities was $41,000
for the nine months ended September 30, 2014 and was due to the purchase of property and equipment.

Financing activities. Net cash provided by financing activities was $34.4 million during the nine months ended
September 30, 2015 and resulted from net proceeds received totaling approximately $36.3 million from our initial public
offering and concurrent private placement received in the period, offset in part by $1.9 million in net repayments on
borrowings under our SVB Loans. Net cash provided by financing activities was $32.0 million during the nine months ended
September 30, 2014 and resulted from $25.7 million in net proceeds from the sale of preferred stock and $7.5 million in
borrowings under our SVB Loans, offset by costs incurred of $0.8 million in connection with our initial public offering.

Funding Requirements

At September 30, 2015, we had cash, cash equivalents and short-term investments totaling $57.7 million. We
believe that our existing cash, cash equivalents and short-term investments together with interest thereon, will be sufficient to
meet our anticipated cash requirements for at least the next 12 months. However, our forecast of the period of time through
which our financial resources will be adequate to support our operations is a forward-looking statement that involves risks
and uncertainties, and actual results could vary materially.

Our future capital requirements are difficult to forecast and will depend on many factors, including:

-our ability to enter into and maintain our collaborations, including our collaboration with Santen;

-our ability to achieve, and our obligations to make, milestone payments under our collaboration and license
agreements;

-our ability to initiate, and the progress and results of, our planned clinical trials of TRC105;

-Santen’s ability to initiate, and the progress and results of, Santen’s planned clinical trials of DE-122;
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-the scope, progress, results and costs of preclinical development, and clinical trials of our other product candidates;
-the costs, timing and outcome of regulatory review of our product candidates;

-the revenue, if any, received from commercial sales of our product candidates for which we or any of our partners,
including Santen, may receive marketing approval;

-the costs and timing of manufacturing our product candidates for on-going or planned clinical trials and bringing
manufacturing capabilities to commercial scale;

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

-the costs and timing of future commercialization activities, including product manufacturing, marketing, sales and
distribution, for any of our product candidates for which we receive marketing approval and do not partner for
commercialization; and

- the extent to which we acquire or in-license other products and technologies.

Until we can generate substantial product revenues, if ever, we expect to finance our cash needs through a
combination of equity offerings, debt financings, collaborations, and licensing arrangements.

Off-Balance Sheet Arrangements

During the periods presented, we did not have, nor do we currently have, any off-balance sheet arrangements as
defined under the applicable rules of the Securities and Exchange Commission (the SEC).

ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK
Interest Rate Risk

Our cash, cash equivalents and short-term investments consist of cash, money market funds, and certificates of
deposit. We believe that our exposure to interest rate risk is not significant as our investments are short-term in duration. Our
long-term debt bears interest at a fixed rate.

Foreign Currency Exchange Risk

We incur significant expenses for the manufacturing of clinical trial materials outside of the United States which are
based on contractual obligations denominated in currencies other than the U.S. dollar, primarily Pounds Sterling. At the end
of each reporting period, these liabilities are converted to U.S. dollars at the then-applicable foreign exchange rate. As a
result, our business is affected by fluctuations in exchange rates between the U.S. dollar and foreign currencies. We do not
enter into foreign currency hedging transactions to mitigate our exposure to foreign currency exchange risks. Exchange rate
fluctuations may adversely affect our expenses, results of operations, financial position and cash flows. However, to date,
these fluctuations have not been significant. Based on our purchase commitments for our 2015 fiscal year, a movement of
10% in the U.S. dollar to Pounds Sterling exchange rate would not have a material effect on our results of operations or
financial condition.

Effects of Inflation

Inflation generally affects us by increasing our cost of labor and clinical trial costs. We do not believe that inflation
has had a material effect on our results of operations or financial condition during the periods presented.
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We do not believe that our cash, cash equivalents and short-term investments have significant risk of default or
illiquidity. While we believe our cash, cash equivalents and short-term investments do not contain excessive risk, we cannot
provide absolute assurance that in the future our investments will not be subject to adverse changes in market value. In
addition, we maintain significant amounts of cash and cash equivalents at one or more financial institutions that are in excess
of federally insured limits.

ITEM 4. CONTROLS AND PROCEDURES
Disclosure Controls and Procedures

We are responsible for maintaining disclosure controls and procedures, as defined in Rules 13a-15(e) and 15d-15(e)
under the Securities Exchange Act of 1934, as amended (the Exchange Act). Disclosure controls and procedures are controls
and other procedures designed to ensure that the information required to be disclosed by us in the reports that we file or
submit under the Exchange Act is recorded, processed, summarized, and reported within the time periods specified in the
SEC’s rules and forms. Disclosure controls and procedures include, without limitation, controls and procedures designed to
ensure that information required to be disclosed by us in the reports that we file or submit under the Exchange Act is
accumulated and communicated to our management, including our principal executive officer and our principal financial
officer, as appropriate to allow timely decisions regarding required disclosure.

Based on our management’s evaluation (with the participation of our principal executive officer and our principal
financial officer) of our disclosure controls and procedures as required by Rule 13a-15 under the Exchange Act, our principal
executive officer and our principal financial officer have concluded that our disclosure controls and procedures were effective
to achieve their stated purpose as of September 30, 2015, the end of the period covered by this report.

Changes in Internal Control over Financial Reporting

There were no changes in our internal control over financial reporting during the quarter ended September 30, 2015,
that have materially affected, or are reasonably likely to materially affect, our internal control over financial reporting.
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PART II OTHER INFORMATION
Item 1. Legal Proceedings

We are not currently a party to any material legal proceedings. From time to time, we may be involved in various
claims and legal proceedings relating to claims arising out of our operations. Regardless of outcome, litigation can have an
adverse impact on us because of defense and settlement costs, diversion of management resources and other factors.

Item 1A. Risk Factors

Certain factors may have a material adverse effect on our business, financial condition and results of operations,
and you should carefully consider them. Accordingly, in evaluating our business, we encourage you to consider the following
discussion of risk factors, in its entirety, together with the other information contained in this Quarterly Report and in our
other public filings in evaluating our business. The risk factors set forth below with an asterisk (*) next to the title contain
changes to the description of the risk factors associated with our business previously disclosed in Item 14 of our Annual
Report on Form 10-K for the year ended December 31, 2014. Additional risks and uncertainties that we are unaware of may
also become important factors that affect us. If any of the following risks actually occurs, our business, financial condition,
results of operations and future growth prospects would likely be materially and adversely affected. In these circumstances,
the market price of our common stock would likely decline.

Risks Related to our Financial Position and Need for Additional Capital

We have incurred losses from operations since our inception and anticipate that we will continue to incur substantial
operating losses for the foreseeable future. We may never achieve or sustain profitability. *

We are a clinical stage company with limited operating history. All of our product candidates, including our most
advanced product candidate, TRC105, will require substantial additional development time and resources before we would be
able to apply for or receive regulatory approvals and begin generating revenue from product sales. We have incurred losses
from operations in each year since our inception, including net losses of $6.8 million and $7.7 million for the years ended
December 31, 2014 and 2013, respectively. At September 30, 2015, we had an accumulated deficit of $47.5 million.

We expect to continue to incur substantial and increased expenses as we expand our development activities and
advance our clinical programs, particularly with respect to our planned clinical development and manufacturing activities for
TRC105. We also expect an increase in our expenses associated with creating additional infrastructure to support operations
as a public company. As a result of the foregoing, we expect to continue to incur significant and increasing losses and
negative cash flows for the foreseeable future.

To become and remain profitable, we or our partners must succeed in developing our product candidates, obtaining
regulatory approval for them, and manufacturing, marketing and selling those products for which we or our partners may
obtain regulatory approval. We or they may not succeed in these activities, and we may never generate revenue from product
sales that is significant enough to achieve profitability. Because of the numerous risks and uncertainties associated with
pharmaceutical and biological product development, we are unable to predict the timing or amount of increased expenses or
when, or if, we will be able to achieve profitability. In addition, our expenses could increase if we are required by the U.S.
Food and Drug Administration, or FDA, or comparable foreign regulatory authorities to perform studies or trials in addition
to those currently expected, or if there are any delays in completing our clinical trials or the development of any of our
product candidates. Even if we achieve profitability in the future, we may not be able to sustain profitability in subsequent
periods. Our failure to become or remain profitable would depress our market value and could impair our ability to raise
capital, expand our business, develop other product candidates or continue our operations.
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We will require substantial additional financing to achieve our goals, and failure to obtain additional financing when
needed could force us to delay, limit, reduce or terminate our drug development efforts. *

Developing pharmaceutical products, including conducting preclinical studies and clinical trials, is expensive. We
expect our development expenses to substantially increase in connection with our ongoing activities, particularly as we
advance our clinical programs, including our planned and future clinical trials of TRC105.

At September 30, 2015, we had cash, cash equivalents and short-term investments totaling $57.7 million. Based
upon our current operating plan, we believe that our existing cash, cash equivalents and short-term investments will enable us
to fund our operating expenses and capital requirements for at least the next 12 months. Regardless of our expectations,
changing circumstances beyond our control may cause us to consume capital more rapidly than we currently anticipate. For
example, our clinical trials may encounter technical, enrollment or other difficulties or we could encounter difficulties
obtaining clinical trial material that could increase our development costs more than we expect. In any event, we will require
additional capital prior to completing Phase 3 development of, filing for regulatory approval for, or commercializing,
TRC105 or any of our other product candidates.

Attempting to secure additional financing may divert our management from our day-to-day activities, which may
adversely affect our ability to develop our product candidates. In addition, we cannot guarantee that future financing will be
available in sufficient amounts or on terms acceptable to us, if at all. If we are unable to raise additional capital when
required or on acceptable terms, we may be required to significantly delay, scale back or discontinue the development or
commercialization of our product candidates or otherwise significantly curtail, or cease, operations. If we are unable to
pursue or forced to delay our planned drug development efforts due to lack of financing, it would have a material adverse
effect on our business, operating results and prospects.

Raising additional capital may cause dilution to our existing stockholders, restrict our operations or require us to
relinquish rights to our product candidates on unfavorable terms to us.

We may seek additional capital through a variety of means, including through equity offerings and debt financings.
To the extent that we raise additional capital through the sale of equity or convertible debt securities, your ownership interest
will be diluted, and the terms may include liquidation or other preferences that adversely affect your rights as a stockholder.
Debt financing, if available, may involve agreements that include covenants limiting or restricting our ability to take certain
actions, such as incurring additional debt, making capital expenditures or declaring dividends. If we raise additional funds
through licensing or collaboration arrangements with third parties, we may have to relinquish valuable rights to our product
candidates, or grant licenses on terms that are not favorable to us.

Our loan and security agreement with Silicon Valley Bank, or SVB, contains restrictions that limit our flexibility in
operating our business. We may be required to make a prepayment or repay the outstanding indebtedness earlier than we
expect if a prepayment event or an event of default occurs, including a material adverse change with respect to us, which
could have a materially adverse effect on our business.*

In May 2015, we entered into an amended loan and security agreement with SVB to borrow up to $10.0 million,
$8.0 million of which was used to refinance amounts outstanding under prior credit facilities with SVB. The agreement, as
amended, contains various covenants that limit our ability to engage in specified types of transactions. These covenants limit
our ability to, among other things:

-convey, sell, lease or otherwise dispose of certain parts of our business or property;

change the nature of our business;
liquidate or dissolve;

- enter into certain change in control or acquisition transactions;

incur or assume certain debt;
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- grant certain types of liens on our assets;
- maintain certain collateral accounts;
- pay dividends or make certain distributions to our stockholders;
make certain investments;
- enter into material transactions with affiliates;
- make or permit certain payments on subordinate debt; and
-become an “investment company” as defined under the Investment Company Act of 1940, as amended.

The restrictive covenants of the agreement could cause us to be unable to pursue business opportunities that we or
our stockholders may consider beneficial.

A breach of any of these covenants could result in an event of default under the agreement. An event of default will
also occur if, among other things, a material adverse change in our business, operations or condition occurs, which could
potentially include negative results in clinical trials, or a material impairment of the prospect of our repayment of any portion
of the amounts we owe under the agreement occurs. In the case of a continuing event of default under the agreement, SVB
could elect to declare all amounts outstanding to be immediately due and payable, proceed against the collateral in which we
granted SVB a security interest under the agreement, or otherwise exercise the rights of a secured creditor. Amounts
outstanding under the agreement are secured by all of our existing and future assets, excluding intellectual property, which is
subject to a negative pledge arrangement.

Risks Related to Clinical Development and Regulatory Approval of Our Product Candidates

We are heavily dependent on the success of our lead product candidate TRC105, which is in a later stage of development
than our other product candidates. We cannot give any assurance that TRC105 will successfully complete clinical
development or receive regulatory approval, which is necessary before it can be commercialized.

Our business and future success is substantially dependent on our ability to successfully develop, obtain regulatory
approval for, and commercialize our lead product candidate TRC105, which is currently in Phase 2 clinical trials for the
treatment of multiple solid tumor types. Any delay or setback in the development of any of our product candidates,
particularly TRC105, could adversely affect our business and cause our stock price to decline. We cannot assure you that our
planned clinical development for TRC105 will be completed in a timely manner, or at all, or that we or our partner Santen or
any additional future partners, will be able to obtain approval for TRC105 from the FDA or any foreign regulatory authority.

Clinical development is a lengthy and expensive process with an uncertain outcome, and results of earlier studies and
trials may not be predictive of future trial results. Failure can occur at any stage of clinical development.

Clinical development is expensive and can take many years to complete, and its outcome is inherently uncertain.
Failure can occur at any time during the clinical trial process. For example, enrollment was closed for two of our Phase 2
clinical trials sponsored by NCI following interim analyses that did not meet the requirements for continuing enrollment. The
results of preclinical studies and early clinical trials of our product candidates may not be predictive of the results of
subsequent clinical trials. In particular, the positive results observed in the Phase 1 and 2 clinical trials of TRC105 do not
ensure that the ongoing or planned clinical trials of TRC105 will demonstrate similar results. In addition, further interim
results or the final results from these trials could be negative.

Even if our product candidates demonstrate favorable results in ongoing or planned Phase 1 and 2 clinical trials,
many product candidates fail to show desired safety and efficacy traits in late-stage clinical trials despite having
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progressed through earlier trials. In addition to the inherent safety and efficacy traits of our product candidates, clinical trial
failures may result from a multitude of factors including flaws in trial design, manufacture of clinical trial material, dose
selection and patient enrollment criteria. A number of companies in the biopharmaceutical industry have suffered significant
setbacks in advanced clinical trials due to lack of efficacy or adverse safety profiles, notwithstanding promising results in
earlier trials. Based upon negative or inconclusive results, we or our partners may decide, or regulators may require us, to
conduct additional clinical trials or preclinical studies. In addition, data obtained from trials and studies are susceptible to
varying interpretations, and regulators may not interpret our data as favorably as we do, which may delay, limit or prevent
regulatory approval.

If TRC105 or any other product candidate is found to be unsafe or lack efficacy, we will not be able to obtain
regulatory approval for it and our business would be materially harmed. For example, if the results of ongoing or planned

Phase 1 and 2 clinical trials of TRC105 demonstrate unexpected safety issues or do not achieve the primary efficacy
endpoints, as applicable, the prospects for approval of TRC105 as well our stock price would be materially and adversely

affected.

Delays in clinical trials are common and have many causes, and any delay could result in increased costs to us and
jeopardize or delay our ability to obtain regulatory approval and commence product sales.

We may experience delays in clinical trials of our product candidates. Our ongoing and planned clinical trials may
not begin on time, have an effective design, enroll a sufficient number of patients or be completed on schedule, if at all. Our
clinical trials can be delayed for a variety of reasons, including:

- inability to raise funding necessary to initiate or continue a trial;

- delays in obtaining regulatory approval to commence a trial;

- delays in reaching agreement with the FDA on final trial design;

- adverse findings in toxicology studies, including chronic toxicology studies;

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

-delays in reaching agreement on acceptable terms with prospective clinical trial sites;

- delays in obtaining required institutional review board approval at each site;

- delays in recruiting suitable patients to participate in a trial;

-delays in having patients complete participation in a trial or return for post-treatment follow-up;
- clinical sites dropping out of a trial to the detriment of enrollment;

- time required to add new clinical sites; or

-delays by our contract manufacturers or other third parties to produce and deliver sufficient supply of clinical trial
materials.

If initiation or completion of our ongoing or planned clinical trials are delayed for any of the above reasons or other
reasons, our development costs may increase, our approval process could be delayed and our ability to commercialize our
product candidates could be materially harmed, which could have a material adverse effect on our business.

33




Table of Contents

Our product candidates may cause adverse events or have other properties that could delay or prevent their regulatory
approval or limit the scope of any approved label or market acceptance.*

Adverse events, or AEs, caused by our product candidates or other potentially harmful characteristics of our product
candidates could cause us, our partners, including NCI or other third party clinical trial sponsors, clinical trial sites or
regulatory authorities to interrupt, delay or halt clinical trials and could result in the denial of regulatory approval.

Phase 1 or Phase 2 clinical trials of TRC105 and TRC102 conducted to date have generated AEs related to the study
drug, some of which have been serious. The most common AEs identified to date and related to TRC105 have been anemia,
dilated small vessels in the skin and mucosal membranes (which may result in nosebleeds and bleeding of the gums),
headache, fatigue and gastrointestinal and other symptoms during the initial infusion of TRC105. While we have not
observed an exacerbation of side effects commonly associated with VEGF inhibitors in clinical trials of TRC105 in
combination with a VEGF inhibitor, it is possible that future trials, including larger and lengthier Phase 3 clinical trials, may
show this effect due to both drugs acting to inhibit angiogenesis simultaneously. Because our development and regulatory
approval strategy for TRC105 is focused on combining TRC105 with VEGF inhibitors, if we encountered safety issues
associated with combining TRC105 with VEGF inhibitors, it would be a significant setback for our development program
and our ability to obtain regulatory approval for TRC105 may be adversely impacted. The most common AE identified in
our clinical trials of TRC102 has been anemia.

Further, if any of our approved products cause serious or unexpected side effects after receiving market approval, a
number of potentially significant negative consequences could result, including:

‘regulatory authorities may withdraw their approval of the product or impose restrictions on its distribution;
-regulatory authorities may require the addition of labeling statements, such as warnings or contraindications;
-we may be required to change the way the product is administered or conduct additional clinical trials;
- we could be sued and held liable for harm caused to patients; or

our reputation may suffer.

Any of these events could prevent us from achieving or maintaining market acceptance of the affected product candidate and
could substantially increase the costs of commercializing our product candidates.

The regulatory approval processes of the FDA and comparable foreign authorities are lengthy, time consuming and
inherently unpredictable, and if we are ultimately unable to obtain regulatory approval for our product candidates, our
business will be substantially harmed. *

The time required to obtain approval by the FDA and comparable foreign authorities is unpredictable but typically
takes many years following the commencement of clinical trials and depends upon numerous factors, including the
substantial discretion of the regulatory authorities. In addition, approval policies, regulations, or the type and amount of
clinical data necessary to gain approval may change during the course of a product candidate’s clinical development and may
vary among jurisdictions. For example, we cannot guarantee that for certain oncology indications where the FDA has
traditionally granted approval to therapies that can demonstrate progression-free survival, the agency will not later require us
to demonstrate overall survival, which would greatly extend the time and increase the capital required to complete clinical
development. We have not obtained regulatory approval for any product candidate, and it is possible that none of our existing
product candidates or any product candidates we may seek to develop in the future will ever obtain regulatory approval.

34




Table of Contents

Our product candidates could fail to receive regulatory approval for many reasons, including the following:

-the FDA or comparable foreign regulatory authorities may disagree with the design, scope or implementation of our
clinical trials;

-we may be unable to demonstrate to the satisfaction of the FDA or comparable foreign regulatory authorities that a
product candidate is safe and effective for its proposed indication;

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

‘we may be unable to demonstrate that a product candidate’s clinical and other benefits outweigh its safety risks;

-the FDA or comparable foreign regulatory authorities may disagree with our interpretation of data from preclinical
studies or clinical trials;

-the data collected from clinical trials of our product candidates may not be sufficient to support the submission of a
Biologics License Application, or BLA, or a New Drug Application, or NDA, or other submission or to obtain
regulatory approval in the United States or elsewhere;

-the FDA or comparable foreign regulatory authorities may fail to approve the manufacturing processes or facilities
of third party manufacturers with which we contract for clinical and commercial supplies;

-the FDA or comparable foreign regulatory authorities may fail to approve our validation methods for detecting
TRC105 serum levels and antibodies to TRC105 and assessing TRC105 activity in a biologic release assay; and

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

This lengthy approval process, as well as the unpredictability of future clinical trial results, may result in our failing
to obtain regulatory approval to market TRC105 or our other product candidates, which would harm our business, results of
operations and prospects significantly.

In addition, even if we were to obtain approval, regulatory authorities may approve any of our product candidates
for fewer or more limited indications than we request, may not approve the price we intend to charge for our products, may
grant approval contingent on the performance of costly post-marketing clinical trials, or may approve a product candidate
with a label that does not include the labeling claims necessary or desirable for the successful commercialization of that
product candidate. Any of the foregoing scenarios could harm the commercial prospects for our product candidates. For
example, we anticipate that if we were to obtain regulatory approval for TRC105 in some or all of the initial oncology
indications we are pursuing, we or our partners such as NCI would still need to conduct additional Phase 3 clinical trials in
order to obtain approval for additional indications and expand TRC105’s market potential.

We have not previously submitted a BLA or NDA, or any similar drug approval filing to the FDA or any
comparable foreign authority for any product candidate, and we cannot be certain that any of our product candidates will be
successful in clinical trials or receive regulatory approval. Further, our product candidates may not receive regulatory
approval even if they are successful in clinical trials. If we do not receive regulatory approvals for our product candidates, we
may not be able to continue our operations. Even if we successfully obtain regulatory approvals to market one or more of our
product candidates, our revenue will be dependent, to a significant extent, upon the size of the markets in the territories for
which we gain regulatory approval. If the markets for patients or indications that we are targeting are not as significant as we
estimate, we may not generate significant revenue from sales of such products, if approved.
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We may not receive Fast Track designation for additional product candidates from the FDA, or Fast Track designation
may not actually lead to a faster development or regulatory review or approval process.*

We received Fast Track designation for TRC105 in renal cell carcinoma in May 2015 and we intend to seek Fast
Track designation for our eligible product candidates in other indications. Fast track designation provides increased
opportunities for sponsor meetings with the FDA during preclinical and clinical development, in addition to the potential for
rolling review once a marketing application is filed. A new drug or biologic is eligible for Fast Track designation if it is
intended to treat a serious or life-threatening disease or condition and the drug demonstrates the potential to address unmet
medical needs for the disease or condition. The FDA has broad discretion whether or not to grant this designation, and even if
we believe a particular product candidate is eligible for this designation, we cannot assure you that the FDA will grant it.
Despite our receipt of Fast Track designation for TRC105 in renal cell carcinoma, and even if additional product candidates
receive Fast Track designation, we may not experience a faster development process, review or approval compared to
conventional FDA procedures. The FDA may also withdraw Fast Track designation if it believes that the designation is no
longer supported by data from our clinical development program.

We may be unsuccessful in our anticipated efforts to obtain orphan drug designation from the FDA for TRC105 for the
treatment of soft tissue sarcoma (including angiosarcoma), gestational trophoblastic neoplasia (including
choriocarcinoma), and glioblastoma and for TRC102 for the treatment of glioblastoma and mesothelioma, and if we are
unable to obtain orphan drug designation our regulatory and commercial prospects may be negatively impacted. *

The FDA grants orphan designation to drugs that are intended to treat rare diseases with fewer than 200,000 patients
in the United States or that affect more than 200,000 persons but are not expected to recover the costs of developing and
marketing a treatment drug. Orphan drugs do not require prescription drug user fees with a marketing application, may
qualify the drug development sponsor for certain tax credits, and may be eligible for a market exclusivity period of seven
years. We cannot guarantee that we will be able to receive orphan drug status from the FDA for any of our product
candidates. If we are unable to secure orphan drug designation, our regulatory and commercial prospects may be negatively
impacted.

Obtaining and maintaining regulatory approval of our product candidates in one jurisdiction does not mean that we will
be successful in obtaining regulatory approval of our product candidates in other jurisdictions.

Obtaining and maintaining regulatory approval of our product candidates in one jurisdiction does not guarantee that
we will be able to obtain or maintain regulatory approval in any other jurisdiction, while a failure or delay in obtaining
regulatory approval in one jurisdiction may have a negative effect on the regulatory approval process in others. For example,
even if the FDA grants marketing approval of a product candidate, comparable regulatory authorities in foreign jurisdictions
must also approve the manufacturing, marketing and promotion of the product candidate in those countries. Approval
procedures vary among jurisdictions and can involve requirements and administrative review periods different from, and
greater than, those in the United States, including additional preclinical studies or clinical trials, as studies or trials conducted
in one jurisdiction may not be accepted by regulatory authorities in other jurisdictions. In many jurisdictions outside the
United States, a product candidate must be approved for reimbursement before it can be approved for sale in that jurisdiction.
In some cases, the price that we would intend to charge for our products is also subject to approval.

Obtaining foreign regulatory approvals and compliance with foreign regulatory requirements could result in
significant delays, difficulties and costs for us and could delay or prevent the introduction of our products in certain
countries. If we fail to comply with the regulatory requirements in international markets and/or receive applicable marketing
approvals, our target market will be reduced and our ability to realize the full market potential of our product candidates will
be harmed.
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Even if we receive regulatory approval of our product candidates, we will be subject to ongoing regulatory obligations and
continued regulatory review, which may result in significant additional expense and we may be subject to penalties if we
fail to comply with regulatory requirements or experience unanticipated problems with our product candidates.

Any of our product candidates for which we receive regulatory approvals will require surveillance to monitor the
safety and efficacy of the product candidate. The FDA may also require a Risk Evaluation and Mitigation Strategy, or REMS,
in order to approve our product candidates, which could entail requirements for a medication guide, physician
communication plans or additional elements to ensure safe use, such as restricted distribution methods, patient registries and
other risk minimization tools. In addition, if the FDA or a comparable foreign regulatory authority approves our product
candidates, the manufacturing processes, labeling, packaging, distribution, AE reporting, storage, advertising