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required to file such reports), and (2) has been subject to such filing requirements for the past 90 days. Yesx No ~
Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if
any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T
(§232.405 of this chapter) during the preceding 12 months (or for such shorter period that the registrant was required
to submit and post such files). Yes x No ~

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

(Do not check if a smaller

reporting company)
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Act). Yes © No x



Edgar Filing: HALOZYME THERAPEUTICS INC - Form 10-Q

The number of outstanding shares of the registrant’s common stock, par value $0.001 per share, was 141,915,310 as of
August 1, 2017.
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PART I — FINANCIAL INFORMATION
Item 1. Financial Statements
HALOZYME THERAPEUTICS, INC.
CONDENSED CONSOLIDATED BALANCE SHEETS
(Unaudited)
(In thousands, except per share amounts)
June 30, December 31,

2017 2016

ASSETS
Current assets:
Cash and cash equivalents $114,745 $ 66,764
Marketable securities, available-for-sale 182,788 138,217
Accounts receivable, net 14,473 15,680
Inventories 15,172 14,623
Prepaid expenses and other assets 13,656 21,248
Total current assets 340,834 256,532
Property and equipment, net 3,330 4,264
Prepaid expenses and other assets 122 219
Restricted cash 500 500
Total assets $344,786 $ 261,515
LIABILITIES AND STOCKHOLDERS’ EQUITY (DEFICIT)
Current liabilities:
Accounts payable $5,650 $ 3,578
Accrued expenses 26,934 28,821
Deferred revenue, current portion 4,516 4,793
Current portion of long-term debt, net 45,515 17,393
Total current liabilities 82,615 54,585
Deferred revenue, net of current portion 37,779 39,825
Long-term debt, net 165,517 199,228
Other long-term liabilities 710 358
Commitments and contingencies (Note 9)
Stockholders’ equity (deficit):
Preferred stock - $0.001 par value; 20,000 shares authorized; no shares

issued and outstanding o o
Common stock - $0.001 par value; 200,000 shares authorized; 141,908 and

129,502 shares issued and outstanding at June 30, 2017 and 142 130

December 31, 2016, respectively
Additional paid-in capital 707,086 552,737
Accumulated other comprehensive loss (61 ) (6 )
Accumulated deficit (649,002 ) (585,342 )
Total stockholders’ equity (deficit) 58,165 (32,481 )
Total liabilities and stockholders’ equity (deficit) $344,786 $ 261,515

See accompanying notes to condensed consolidated financial statements.
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HALOZYME THERAPEUTICS, INC.

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

(Unaudited)
(In thousands, except per share amounts)

Revenues:

Product sales, net

Royalties

Revenues under collaborative agreements
Total revenues

Operating expenses:

Cost of product sales

Research and development
Selling, general and administrative
Total operating expenses
Operating loss

Other income (expense):
Investment and other income, net
Interest expense

Net loss before income taxes
Income tax expense

Net loss

Net loss per share:
Basic and diluted

Shares used in computing net loss per share:
Basic and diluted

Three Months Ended Six Months Ended

June 30, June 30,

2017 2016 2017 2016
$12,780 $13,699 $24214 $26,639
14,738 12,272 28,720 23,659
6,232 7,365 10,384 25,537
33,750 33,336 63,318 75,835
7,788 8,308 15,332 16,070
38,339 35,530 75,274 75,630
13,101 11,221 25,716 22,027
59,228 55,059 116,322 113,727

(25,478 ) (21,723 ) (53,004 ) (37,892 )

435 397 722 626
(5,540 ) (5,249 ) (10,988 ) (9,125 )
(30,583 ) (26,575 ) (63,270 ) (46,391 )
180 300 390 300
$(30,763) $(26,875) $(63,660) $(46,691)

$0.23 ) $(0.21 ) $(0.48 ) $(0.37 )

134,013 127,958 131,300 127,787

See accompanying notes to condensed consolidated financial statements.

4




Edgar Filing: HALOZYME THERAPEUTICS INC - Form 10-Q

HALOZYME THERAPEUTICS, INC.

CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE LOSS

(Unaudited)
(In thousands)

Net loss

Other comprehensive (loss) income:
Unrealized (loss) gain on marketable securities
Foreign currency translation adjustment
Unrealized gain on foreign currency

Total comprehensive loss

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

2017 2016 2017 2016
$(30,763) $(26,875) $(63,660) $(46,691)

(24 ) 128 (64 ) 315
A3 ) — (7 ) —
15 — 16 —
$(30,775) $(26,747) $(63,715) $(46,376)

See accompanying notes to condensed consolidated financial statements.
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HALOZYME THERAPEUTICS, INC.

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(Unaudited)

(In thousands)

Operating activities:

Net loss

Adjustments to reconcile net loss to net cash used in operating activities:
Share-based compensation

Depreciation and amortization

Non-cash interest expense

Payment-in-kind interest expense on long-term debt
Amortization of premiums on marketable securities, net
Loss on disposal of equipment

Recognition of deferred revenue

Recognition of deferred rent

Other

Changes in operating assets and liabilities:
Accounts receivable, net

Inventories

Prepaid expenses and other assets

Accounts payable and accrued expenses

Net cash used in operating activities

Investing activities:

Purchases of marketable securities

Proceeds from maturities of marketable securities
Purchases of property and equipment

Net cash used in investing activities

Financing activities:

Proceeds from issuance of common stock, net

Proceeds from issuance of long-term debt, net
Repayment of long-term debt

Proceeds from issuance of common stock under equity incentive plans, net of taxes paid related

to net share settlement

Net cash provided by financing activities

Net increase in cash, cash equivalents and restricted cash

Cash, cash equivalents and restricted cash at beginning of period

Cash, cash equivalents and restricted cash at end of period

See accompanying notes to condensed consolidated financial statements.
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Six Months Ended
June 30,
2017 2016

$(63,660 ) $(46,691)

15,506 12,188
1,172 1,112
856 1,843

— 5,478

62 397

44 —
(2,323 ) 3254 )
(69 ) (167 )
7 _

1,207 9,183
(549 ) (1266 )
7,689 120

603 @811 )
(39,455 ) (25,868 )
(161,892 ) (138,399)
117,194 34,608
(329 ) (2,266 )
(45,027 ) (106,057 )
134,873 —

— 203,005
(6,393 ) (54,250 )
3,983 1L111
132,463 149,866
47,981 17,941
67264 43,7792

$115,245 $61,733
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HALOZYME THERAPEUTICS, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

(Unaudited)

1. Organization and Business

Halozyme Therapeutics, Inc. is a biotechnology company focused on developing and commercializing novel oncology
therapies. We are seeking to translate our unique knowledge of the tumor microenvironment to create therapies that
have the potential to improve cancer patient survival. Our research primarily focuses on human enzymes that alter the
extracellular matrix and tumor microenvironment. The extracellular matrix is a complex matrix of proteins and
carbohydrates surrounding the cell that provides structural support in tissues and orchestrates many important
biological activities, including cell migration, signaling and survival. Over many years, we have developed unique
technology and scientific expertise enabling us to pursue this target-rich environment for the development of
therapies.

Our proprietary enzymes are used to facilitate the delivery of injected drugs and fluids, potentially enhancing the
efficacy and the convenience of other drugs or can be used to alter tissue structures for potential clinical benefit. We
exploit our technology and expertise using a two pillar strategy that we believe enables us to manage risk and cost by:
(1) developing our own proprietary products in therapeutic areas with significant unmet medical needs, with a focus
on oncology, and (2) licensing our technology to biopharmaceutical companies to collaboratively develop products
that combine our technology with the collaborators’ proprietary compounds.

The majority of our approved product and product candidates are based on rHuPH?20, our patented recombinant
human hyaluronidase enzyme. rHuPH20 is the active ingredient in our first commercially approved product, Hylenex®
recombinant, and it works by temporarily breaking down hyaluronan (or “HA”), a naturally occurring complex
carbohydrate that is a major component of the extracellular matrix in tissues throughout the body such as skin and
cartilage. We believe this temporary degradation creates an opportunistic window for the improved subcutaneous
delivery of injectable biologics, such as monoclonal antibodies and other large therapeutic molecules, as well as small
molecules and fluids. We refer to the application of rHuPH20 to facilitate the delivery of other drugs or fluids as our
ENHANZE"fechnology. We license the ENHANZE Technology to form collaborations with biopharmaceutical
companies that develop or market drugs requiring or benefiting from injection via the subcutaneous route of
administration.

We currently have ENHANZE collaborations with F. Hoffmann-La Roche, Ltd. and Hoffmann-La Roche, Inc.
(“Roche”), Baxalta US Inc. and Baxalta GmbH (Baxalta Incorporated was acquired by Shire plc in June 2016) (‘“Baxalta™),
Pfizer Inc. (“Pfizer”), Janssen Biotech, Inc. (“Janssen”), AbbVie, Inc. (“AbbVie”), and Eli Lilly and Company (“Lilly”). We
receive royalties from two of these collaborations, including royalties from sales of one product from the Baxalta
collaboration and two products from the Roche collaboration. Future potential revenues from the sales and/or royalties
of our approved products, product candidates, and ENHANZE collaborations will depend on the ability of Halozyme
and our collaborators to develop, manufacture, secure and maintain regulatory approvals for approved products and
product candidates and commercialize product candidates.

Our proprietary development pipeline consists primarily of pre-clinical and clinical stage product candidates in
oncology. Our lead oncology program is PEGPH20 (PEGylated recombinant human hyaluronidase), a molecular
entity we are developing in combination with currently approved cancer therapies as a candidate for the systemic
treatment of tumors that accumulate HA. We have demonstrated that when HA accumulates in a tumor, it can cause
higher pressure in the tumor, reducing blood flow into the tumor and with that, reduced access of cancer therapies to
the tumor. PEGPH20 has been demonstrated in animal models to work by temporarily degrading HA surrounding
cancer cells resulting in reduced pressure and increased blood flow to the tumor thereby enabling increased amounts
of anticancer treatments administered concomitantly gaining access to the tumor. Through our efforts and efforts of
our partners and collaborators, we are currently in Phase 3 clinical testing for PEGPH20 with ABRAXANE®
(nab-paclitaxel) and gemcitabine in stage IV pancreatic ductal adenocarcinoma (“PDA”) (Study 109-301), in Phase 1b
clinical testing for PEGPH20 with KEYTRUDA® (pembrolizumab) in non-small cell lung cancer and gastric cancer
(Study 107-101), in Phase 1b/2 clinical testing for PEGPH20 with HALAVEN® (eribulin) in patients treated with up
to two lines of prior therapy for
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HER?2-negative metastatic breast cancer and in Phase 1b/2 clinical testing for PEGPH20 with Tecentrig®
(atezolizumab) in patients with previously treated metastatic PDA.

Except where specifically noted or the context otherwise requires, references to “Halozyme,
“us” in these notes to condensed consolidated financial statements refer to Halozyme Therapeutics, Inc. and its wholly
owned subsidiary, Halozyme, Inc., and Halozyme, Inc.’s wholly owned subsidiaries, Halozyme Holdings Ltd.,
Halozyme Royalty LLC and Halozyme Switzerland GmbH.

2. Summary of Significant Accounting Policies

Basis of Presentation

The accompanying interim unaudited condensed consolidated financial statements have been prepared in accordance
with United States generally accepted accounting principles (“U.S. GAAP”) and with the rules and regulations of the
U.S. Securities and Exchange Commission (“SEC”) related to a quarterly report on Form 10-Q. Accordingly, they do
not include all of the information and disclosures required by U.S. GAAP for a complete set of financial statements.
These interim unaudited condensed consolidated financial statements and notes thereto should be read in conjunction
with the audited consolidated financial statements and notes thereto included in our Annual Report on Form 10-K for
the year ended December 31, 2016, filed with the SEC on February 28, 2017. The unaudited financial information for
the interim periods presented herein reflects all adjustments which, in the opinion of management, are necessary for a
fair presentation of the financial condition and results of operations for the periods presented, with such adjustments
consisting only of normal recurring adjustments. Operating results for interim periods are not necessarily indicative of
the operating results for an entire fiscal year.

The accompanying condensed consolidated financial statements include the accounts of Halozyme Therapeutics, Inc.
and our wholly owned subsidiary, Halozyme, Inc., and Halozyme, Inc.’s wholly owned subsidiaries, Halozyme
Holdings Ltd., Halozyme Royalty LLC and Halozyme Switzerland GmbH. All intercompany accounts and
transactions have been eliminated.

Use of Estimates

The preparation of consolidated financial statements in conformity with U.S. GAAP requires management to make
estimates and assumptions that affect the amounts reported in our consolidated financial statements and accompanying
notes. On an ongoing basis, we evaluate our estimates and judgments, which are based on historical and anticipated
results and trends and on various other assumptions that management believes to be reasonable under the
circumstances. By their nature, estimates are subject to an inherent degree of uncertainty and, as such, actual results
may differ from management’s estimates.

Cash Equivalents and Marketable Securities

Cash equivalents consist of highly liquid investments, readily convertible to cash, that mature within ninety days or
less from the date of purchase. As of June 30, 2017, our cash equivalents consisted of money market funds,
commercial paper, corporate debt securities and agency securities.

Marketable securities are investments with original maturities of more than ninety days from the date of purchase that
are specifically identified to fund current operations. Marketable securities are considered available-for-sale. These
investments are classified as current assets, even though the stated maturity date may be one year or more beyond the
current balance sheet date which reflects management’s intention to use the proceeds from the sale of these
investments to fund our operations, as necessary. Such available-for-sale investments are carried at fair value with
unrealized gains and losses recorded in other comprehensive gain (loss) and included as a separate component of
stockholders’ equity (deficit). The cost of marketable securities is adjusted for amortization of premiums or accretion
of discounts to maturity, and such amortization or accretion is included in investment and other income, net in the
condensed consolidated statements of operations. We use the specific identification method for calculating realized
gains and losses on marketable securities sold. Realized gains and losses and declines in value judged to be
other-than-temporary on marketable securities, if any, are included in investment and other income, net in the
condensed consolidated statements of operations.
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Restricted Cash

Under the terms of the leases of our facilities, we are required to maintain letters of credit as security deposits during
the terms of such leases. At June 30, 2017 and December 31, 2016, restricted cash of $0.5 million was pledged as
collateral for the letters of credit.

Fair Value of Financial Instruments

The authoritative guidance for fair value measurements establishes a three tier fair value hierarchy, which prioritizes
the inputs used in measuring fair value. These tiers include: Level 1, defined as observable inputs such as quoted
prices in active markets; Level 2, defined as inputs other than quoted prices in active markets that are either directly or
indirectly observable; and Level 3, defined as unobservable inputs in which little or no market data exists, therefore
requiring an entity to develop its own assumptions.

Our financial instruments include cash equivalents, available-for-sale marketable securities, accounts receivable,
prepaid expenses and other assets, accounts payable, accrued expenses and long-term debt. Fair value estimates of
these instruments are made at a specific point in time, based on relevant market information. These estimates may be
subjective in nature and involve uncertainties and matters of significant judgment and therefore cannot be determined
with precision. The carrying amount of cash equivalents, accounts receivable, prepaid expenses and other assets,
accounts payable and accrued expenses are generally considered to be representative of their respective fair values
because of the short-term nature of those instruments. Based on Level 3 inputs and the borrowing rates currently
available for loans with similar terms, we believe the fair value of long-term debt approximates its carrying value.
Available-for-sale marketable securities consist of corporate debt securities, U.S. Treasury securities and commercial
paper, and are measured at fair value using Level 1 and Level 2 inputs. Level 2 financial instruments are valued using
market prices on less active markets and proprietary pricing valuation models with observable inputs, including
interest rates, yield curves, maturity dates, issue dates, settlement dates, reported trades, broker-dealer quotes, issue
spreads, benchmark securities or other market related data. We obtain the fair value of Level 2 investments from our
investment manager, who obtains these fair values from a third-party pricing source. We validate the fair values of
Level 2 financial instruments provided by our investment manager by comparing these fair values to a third-party
pricing source.

Inventories

Inventories are stated at lower of cost or net realizable value. Cost is determined on a first-in, first-out basis. Net
realizable value is the estimated selling price in the ordinary course of business, less reasonably predictable costs of
completion, disposal, and transportation. Inventories are reviewed periodically for potential excess, dated or obsolete
status. We evaluate the carrying value of inventories on a regular basis, taking into account such factors as historical
and anticipated future sales compared to quantities on hand, the price we expect to obtain for products in their
respective markets compared with historical cost and the remaining shelf life of goods on hand.

Prior to receiving marketing approval from the U.S. Food and Drug Administration (“FDA”) or comparable regulatory
agencies in foreign countries, costs related to purchases of bulk rHuPH20 and raw materials and the manufacturing of
the product candidates are recorded as research and development expense. All direct manufacturing costs incurred
after receiving marketing approval are capitalized as inventory. Inventories used in clinical trials are expensed at the
time the inventories are packaged for the clinical trials.

As of June 30, 2017 and December 31, 2016, inventories consisted of $2.7 million and $2.3 million, respectively, of
Hylenex recombinant inventory, net, and $12.5 million and $12.3 million, respectively, of bulk rHuPH20 for use in
the manufacture of Baxalta’s and Roche’s collaboration products.

9
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Revenue Recognition

We generate revenues from product sales and payments received under collaborative agreements. Collaborative
agreement payments may include nonrefundable fees at the inception of the agreements, license fees, milestone and
event-based payments for specific achievements designated in the collaborative agreements, reimbursements of
research and development services and supply of bulk rHuPH20, and/or royalties on sales of products resulting from
collaborative arrangements.

We recognize revenues in accordance with the authoritative guidance for revenue recognition. We recognize revenue
when all of the following criteria are met: (1) persuasive evidence of an arrangement exists; (2) delivery has occurred
or services have been rendered; (3) the seller’s price to the buyer is fixed or determinable; and (4) collectibility is
reasonably assured.

Product Sales, Net

Hylenex Recombinant

We sell Hylenex recombinant in the U.S. to wholesale pharmaceutical distributors, who sell the product to hospitals
and other end-user customers. Sales to wholesalers provide for selling prices that are fixed on the date of sale,
although we offer discounts to certain group purchasing organizations (“GPOs”), hospitals and government programs.
The wholesalers take title to the product, bear the risk of loss of ownership and have economic substance to the
inventory. Further, we have no significant obligations for future performance to generate pull-through sales.

We have developed sufficient historical experience and data to reasonably estimate future returns and chargebacks of
Hylenex recombinant. As a result, we recognize Hylenex recombinant product sales and related cost of product sales
at the time title transfers to the wholesalers.

Upon recognition of revenue from product sales of Hylenex recombinant, we record certain sales reserves and
allowances as a reduction to gross revenue. These reserves and allowances include amounts for product returns (based
primarily on an analysis of historical return patterns), distribution fees, prompt payment discounts, and GPO fees and
other discounts and fees.

We recognize product sales reserves and allowances as a reduction of product sales in the same period the related
revenue is recognized. Because of the shelf life of Hylenex recombinant and our lengthy return period, there may be a
significant period of time between when the product is shipped and when we issue credits on returned product. If
actual product return results differ from our estimates, we will be required to make adjustments to these allowances in
the future, which could have an effect on product sales revenue and earnings in the period of adjustments.

Bulk rHuPH20

Subsequent to receiving marketing approval from the FDA or comparable regulatory agencies in foreign countries,
sales of bulk rHuPH?20 for use in collaboration commercial products are recognized as product sales when the
materials have met all the specifications required for the customer’s acceptance and title and risk of loss have
transferred to the customer. Following the receipt of European marketing approvals of Roche’s Herceptin SC product
in August 2013 and MabThera® SC product in March 2014 and Baxalta’s HYQVIA product in May 2013, revenue
from the sales of bulk rHuPH20 for these collaboration products has been recognized as product sales.

10
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Revenues under Collaborative Agreements

We have entered into license and collaboration agreements under which our collaborators obtained worldwide rights
for the use of our proprietary rHuPH20 enzyme in the development and commercialization of their biologic
compounds identified as targets. These agreements may also contain other elements. Pursuant to the terms of these
agreements, collaborators could be required to make various payments to us for each target, including nonrefundable
upfront license fees, exclusivity fees, payments based on achievement of specified milestones designated in the
collaborative agreements, annual maintenance fees, reimbursements of research and development services, payments
for supply of bulk rHuPH20 used by the collaborator and/or royalties on sales of products resulting from collaborative
agreements.

In order to account for the multiple-element arrangements, we identify the deliverables included within the
collaborative agreement and evaluate which deliverables represent units of accounting. We then determine the
appropriate method of revenue recognition for each unit based on the nature and timing of the delivery process.
Analyzing the arrangement to identify deliverables requires the use of judgment, and each deliverable may be an
obligation to deliver services, a right or license to use an asset, or another performance obligation. The deliverables
under our collaborative agreements include (i) the license to our rHuPH20 technology, (ii) at the collaborator’s request,
research and development services which are reimbursed at contractually determined rates, and (iii) at the
collaborator’s request, supply of bulk rHuPH20 which is reimbursed at our cost plus a margin. A delivered item is
considered a separate unit of accounting when the delivered item has value to the collaborator on a standalone basis
based on the consideration of the relevant facts and circumstances for each arrangement. We base this determination
on the collaborators’ ability to use the delivered items on their own without us supplying undelivered items, which we
determine taking into consideration factors such as the research capabilities of the collaborator, the availability of
research expertise in this field in the general marketplace, and the ability to procure the supply of bulk rHuPH20 from
the marketplace.

Arrangement consideration is allocated at the inception of the agreement to all identified units of accounting based on
their relative selling price. The relative selling price for each deliverable is determined using vendor specific objective
evidence (“VSOE”) of selling price or third-party evidence of selling price if VSOE does not exist. If neither VSOE nor
third-party evidence of selling price exists, we use our best estimate of the selling price for the deliverable. The
amount of allocable arrangement consideration is limited to amounts that are not contingent upon the delivery of
additional items or meeting other specified performance conditions. The consideration received is allocated among the
separate units of accounting and the applicable revenue recognition criteria are applied to each of the separate units.
Changes in the allocation of the sales price between delivered and undelivered elements can impact revenue
recognition but do not change the total revenue recognized under any agreement.

Nonrefundable upfront license fees are recognized upon delivery of the license if facts and circumstances dictate that
the license has standalone value from the undelivered items, which generally include research and development
services and the manufacture of bulk rHuPH20, the relative selling price allocation of the license is equal to or
exceeds the upfront license fee, persuasive evidence of an arrangement exists, our price to the collaborator is fixed or
determinable and collectibility is reasonably assured. Upfront license fees are deferred if facts and circumstances
dictate that the license does not have standalone value. The determination of the length of the period over which to
defer revenue is subject to judgment and estimation and can have an impact on the amount of revenue recognized in a
given period.

When collaborators have rights to elect additional targets, the rights are assessed as to whether they represent
deliverables at the inception of the arrangement. In assessing these contingent deliverables, we consider whether the
right is a substantive option. We consider a right to be a substantive option if the election of the additional targets is
not essential to the functionality of the other elements in the arrangement and if we are truly at risk of the right being
exercised. If the right is determined to be a substantive option, we further consider whether the right is priced at a
significant and incremental discount that should be accounted for as an element of the arrangement. If a right is
determined to be a substantive option and is not priced at a significant and incremental discount, it is not treated as a
deliverable in the arrangement and receives no allocation at the inception of the arrangement of the original
arrangement consideration. The right is then accounted for when and if it is exercised.
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Certain of our collaborative agreements provide for milestone payments upon achievement of development and
regulatory events and/or specified sales volumes of commercialized products by the collaborator. We account for
milestone payments in accordance with the provisions of ASU No. 2010-17, Revenue Recognition - Milestone
Method (“Milestone Method of Accounting”). We recognize consideration that is contingent upon the achievement of a
milestone in its entirety as revenue in the period in which the milestone is achieved only if the milestone is substantive
in its entirety. A milestone is considered substantive when it meets all of the following criteria:
The consideration is commensurate with either the entity’s performance to achieve the milestone or the enhancement
1.of the value of the delivered item(s) as a result of a specific outcome resulting from the entity’s performance to
achieve the milestone;
2.The consideration relates solely to past performance; and
3.The consideration is reasonable relative to all of the deliverables and payment terms within the arrangement.
A milestone is defined as an event (i) that can only be achieved based in whole or in part on either the entity’s
performance or on the occurrence of a specific outcome resulting from the entity’s performance, (ii) for which there is
substantive uncertainty at the date the arrangement is entered into that the event will be achieved, and (iii) that would
result in additional payments being due to the vendor.
Reimbursements of research and development services are recognized as revenue during the period in which the
services are performed as long as there is persuasive evidence of an arrangement, the fee is fixed or determinable and
collection of the related receivable is reasonably assured. Revenue from the manufacture of bulk rHuPH20 is
recognized when the materials have met all specifications required for the collaborator’s acceptance and title and risk
of loss have transferred to the collaborator. We do not directly control when any collaborator will request research and
development services or supply of bulk rHuPH20; therefore, we cannot predict when we will recognize revenues in
connection with research and development services and supply of bulk rHuPH20.
Since we receive royalty reports 60 days after quarter end, royalty revenue from sales of collaboration products by our
collaborators is recognized in the quarter following the quarter in which the corresponding sales occurred.
The collaborative agreements typically provide the collaborators the right to terminate such agreement in whole or on
a product-by-product or target-by-target basis at any time upon 30 to 90 days prior written notice to us. There are no
performance, cancellation, termination or refund provisions in any of our collaborative agreements that contain
material financial consequences to us.
Refer to Note 4, Collaborative Agreements, for further discussion on our collaborative arrangements.
Cost of Product Sales
Cost of product sales consists primarily of raw materials, third-party manufacturing costs, fill and finish costs, freight
costs, internal costs and manufacturing overhead associated with the production of Hylenex recombinant and bulk
rHuPH20 for use in approved collaboration products. Cost of product sales also consists of the write-down of excess,
dated and obsolete inventories and the write-off of inventories that do not meet certain product specifications, if any.
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Research and Development Expenses

Research and development expenses include salaries and benefits, facilities and other overhead expenses, external
clinical trial expenses, research related manufacturing services, contract services and other outside expenses. Research
and development expenses are charged to operating expenses as incurred when these expenditures relate to our
research and development efforts and have no alternative future uses. After receiving approval from the FDA or
comparable regulatory agencies in foreign countries for a product, costs related to purchases and manufacturing of
bulk rHuPH20 for such product are capitalized as inventory. The manufacturing costs of bulk rHuPH20 for the
collaboration products, Herceptin SC, MabThera SC and HYQVIA, incurred after the receipt of marketing approvals
are capitalized as inventory.

We are obligated to make upfront payments upon execution of certain research and development agreements. Advance
payments, including nonrefundable amounts, for goods or services that will be used or rendered for future research
and development activities are deferred. Such amounts are recognized as expense as the related goods are delivered or
the related services are performed or such time when we do not expect the goods to be delivered or services to be
performed.

Milestone payments that we make in connection with in-licensed technology for a particular research and
development project that have no alternative future uses (in other research and development projects or otherwise) and
therefore no separate economic value are expensed as research and development costs at the time the costs are
incurred. We currently have no in-licensed technologies that have alternative future uses in research and development
projects or otherwise.

Clinical Trial Expenses

We make payments in connection with our clinical trials under contracts with contract research organizations that
support conducting and managing clinical trials. The financial terms of these agreements are subject to negotiation and
vary from contract to contract and may result in uneven payment flows. Generally, these agreements set forth the
scope of work to be performed at a fixed fee, unit price or on a time and materials basis. A portion of our obligation to
make payments under these contracts depends on factors such as the successful enrollment or treatment of patients or
the completion of other clinical trial milestones.

Expenses related to clinical trials are accrued based on our estimates and/or representations from service providers
regarding work performed, including actual level of patient enrollment, completion of patient studies and progress of
the clinical trials. Other incidental costs related to patient enrollment or treatment are accrued when reasonably
certain. If the amounts we are obligated to pay under our clinical trial agreements are modified (for instance, as a
result of changes in the clinical trial protocol or scope of work to be performed), we adjust our accruals accordingly on
a prospective basis. Revisions to our contractual payment obligations are charged to expense in the period in which
the facts that give rise to the revision become reasonably certain.

Share-Based Compensation

We record compensation expense associated with stock options, restricted stock awards (“RSAs”), restricted stock units
(“RSUs”), and RSUs with performance conditions (“PRSUs”) in accordance with the authoritative guidance for
stock-based compensation. The cost of employee services received in exchange for an award of an equity instrument
is measured at the grant date, based on the estimated fair value of the award, and is recognized as expense on a
straight-line basis over the requisite service period of the award. Share-based compensation expense for an award with
a performance condition is recognized when the achievement of such performance condition is determined to be
probable. If the outcome of such performance condition is not determined to be probable or is not met, no
compensation expense is recognized and any previously recognized compensation expense is reversed. Forfeitures are
recognized as a reduction of share-based compensation expense as they occur.
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Income Taxes

We provide for income taxes using the liability method. Under this method, deferred income tax assets and liabilities
are determined based on the differences between the financial statement carrying amounts of existing assets and
liabilities at each year end and their respective tax bases and are measured using enacted tax rates in effect for the year
in which the differences are expected to affect taxable income. Significant judgment is required by management to
determine our provision for income taxes, our deferred tax assets and liabilities, and the valuation allowance to record
against our net deferred tax assets, which are based on complex and evolving tax regulations throughout the world.
Deferred tax assets and other tax benefits are recorded when it is more likely than not that the position will be
sustained upon audit. While we have begun to utilize certain of our net operating losses, we have not yet established a
track record of profitability. Accordingly, valuation allowances have been recorded to reduce our net deferred tax
assets to zero until such time we can demonstrate an ability to realize them.

Net Loss Per Share

Basic net loss per common share is computed by dividing net loss for the period by the weighted average number of
common shares outstanding during the period, without consideration for common stock equivalents. Outstanding
stock options, unvested RSAs, unvested RSUs and unvested PRSUs are considered common stock equivalents and are
only included in the calculation of diluted earnings per common share when net income is reported and their effect is
dilutive. Because of our net loss, outstanding common stock equivalents totaling approximately 15.6 million and 13.2
million were excluded from the calculation of diluted net loss per common share for both the three and six months
ended June 30, 2017 and 2016, respectively, because their effect was anti-dilutive.

Segment Information

We operate our business in one segment, which includes all activities related to the research, development and
commercialization of our proprietary enzymes. This segment also includes revenues and expenses related to

(i) research and development and bulk rHuPH20 manufacturing activities conducted under our collaborative
agreements with third parties and (ii) product sales of Hylenex recombinant. The chief operating decision-maker
reviews the operating results on an aggregate basis and manages the operations as a single operating segment. Our
long-lived assets located in foreign countries had minimal book value as of June 30, 2017 and December 31, 2016.
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Adoption and Pending Adoption of Recent Accounting Pronouncements
The following table provides a brief description of recently issued accounting standards, those adopted in the current
period and those not yet adopted:

Effect on the Financial

.. Effective
Standard Description Statements or Other
Date . g
Significant Matters

The new guidance requires that for entities

that measure inventory using the first-in,

first-out method, inventory should be

measured at the lower of cost or net
In July 2015, the FASB realizable value. Topic 330, Invento . .
. wy ’ 1 M u p! o v ry The adoption did not have a
issued ASU currently requires an entity to measure .

) material impact on our
2015-11, Inventory: inventory at the lower of cost or market. January 1, )

. p s condensed consolidated
Simplifying the Market could be replacement cost, net 2017. . . .
. . financial position or results of
Measurement of realizable value, or net realizable value less )
. ! . operations.

Inventory. an approximate normal profit margin. Net

realizable value is the estimated selling price
in the ordinary course of business, less
reasonably predictable costs of completion,
disposal, and transportation.

Current U.S. GAAP either is unclear or does
In August 2016, the FASB not include specific guidance on the eight
issued ASU 2016-15, cash flow classification issues included in
Statement of Cash Flows: ASU 2016-15. The new guidance is an
Classification of Certain ~ improvement to U.S. GAAP and is intended
Cash Receipts and Cash  to reduce the current and potential future
Payments. diversity in practice. ASU 2016-18 provides

Cash and cash equivalents at
January 1,  the beginning-of-period and
2018. We  end-of-period total amounts in
have elected the Condensed Consolidated

.. o . to early Statements of Cash Flows
additional classification guidance for . .
. . . . adopt as of  have been adjusted to include
In November 2016, the restricted cash, which requires that restricted . i
. . . Januaryl, $0.5 million of restricted cash
FASB issued ASU cash be included with cash and cash .
. o 2017. for each of the periods
2016-18, Statement of equivalents when reconciling the resented
Cash Flows: Restricted beginning-of-period and end-of-period total p ’
Cash. amounts shown on the statement of cash
flows.
In January 2016, the The new guidance supersedes the guidance January 1, We currently do not hold
FASB issued ASU to classify equity securities with readily 2018. equity securities, and we are
2016-01, Financial determinable fair values into different evaluating the effect the
Instruments - Overall; categories (that is, trading or updated standard will have on
Recognition and available-for-sale) and requires equity our consolidated financial
Measurement of Financial securities to be measured at fair value with statements and related
Assets and Financial changes in the fair value recognized through disclosures.
Liabilities. net income. The new guidance requires

public business entities that are required to
disclose fair value of financial instruments
measured at amortized cost on the balance
sheet to measure that fair value using the
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exit price notion consistent with Topic 820,
Fair Value Measurement.
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