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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

WASHINGTON, D.C. 20549

FORM 10-Q

(Mark One)

x  QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE

ACT OF 1934
FOR THE QUARTERLY PERIOD ENDED MARCH 31, 2014

OR

TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE

ACT OF 1934
FOR THE TRANSITION PERIOD FROM TO

Commission File Number 001-36365

SCYNEXIS, Inc.

(Exact name of registrant as specified in its charter)
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Delaware 56-2181648
(State or other jurisdiction of (LLR.S. Employer
incorporation or organization) Identification No.)

3501 C Tricenter Boulevard

Durham, North Carolina 27713
(Address of principal executive offices) (Zip Code)
(919) 544-8600

(Registrant s telephone number, including area code)

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

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 © 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.

Large accelerated filer ~ Accelerated filer

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

As of June 1, 2014, there were 8,502,055 shares of the registrant s Common Stock outstanding.
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PART I. FINANCIAL INFORMATION

Item 1. Financial Statements
SCYNEXIS, INC.

UNAUDITED CONDENSED BALANCE SHEETS

(in thousands, except share and per share data)

Assets

Current assets:

Cash and cash equivalents

Accounts receivable, net of allowance for bad debts
Unbilled services

Prepaid expenses and other current assets

Total current assets

Property and equipment, net of accumulated depreciation
Deferred financing costs

Other assets

Deferred offering costs

Total assets

Liabilities, convertible preferred stock, and stockholders deficit
Current liabilities:

Accounts payable

Accrued expenses

Deferred revenue, current portion
Current portion of long-term debt

Total current liabilities

Deferred revenue, net of current portion
Derivative liability

Deferred rent

Total liabilities

Commitments and contingencies (Note 5)

Table of Contents

March 31, 2014

$ 650
900
437
305

2,292
5,321
1,608

112
3,645

$ 12,978

$ 2,660
1,602

1,251

15,000

20,513
1,426
9,998
1,466

33,403

250

December 31, 2013

$ 1,402
719
343
489

2,953
5,401
2,144

114
1,775

$ 12,387

$ 1,932
1,058

487

15,000

18,477
1,144
12,237
1,481

33,339

250
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Series A convertible preferred stock, $0.001 par value, authorized
31,410 shares; 31,407 shares issued and outstanding as of

March 31, 2014 and December 31, 2013

Series B convertible preferred stock, $0.001 par value, authorized
711,987 shares; 467,814 shares issued and outstanding as of

March 31, 2014 and December 31, 2013

Series C convertible preferred stock, $0.001 par value, authorized
2,967,678 shares; 2,770,633 shares issued and outstanding as of
March 31, 2014 and December 31, 2013

Series C-2 convertible preferred stock, $0.001 par value, authorized
2,347,826 shares; 2,347,826 shares issued and outstanding as of
March 31, 2014 and December 31, 2013

Series D-1 convertible preferred stock, $0.001 par value, authorized
10,000,000 shares; 6,054,255 shares issued and outstanding as of
March 31, 2014 and December 31, 2013

Series D-2 convertible preferred stock, $0.001 par value, authorized
10,000,000 shares; 6,131,338 and 5,742,697 shares issued and
outstanding as of March 31, 2014 and December 31, 2013
Stockholders deficit:

Common stock, $0.001 par value, authorized 70,000,000 shares;
334,484 and 334,068 shares issued and outstanding as of March 31,
2014 and December 31, 2013

Additional paid-in capital

Accumulated deficit

Total stockholders deficit

Total liabilities, convertible preferred stock, and stockholders
deficit

The accompanying notes are an integral part of the financial statements.
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$

4,215

28,121

13,500

16,952

25,752

3,650

(112,865)

(109,215)

12,978

4,215

28,121

13,500

16,952

24,119

5,168

(113,277)

(108,109)

12,387
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SCYNEXIS, INC.

UNAUDITED CONDENSED STATEMENTS OF OPERATIONS

(in thousands, except share and per share data)

Revenue related party
Revenue

Total revenue
Cost of revenue

Gross profit

Operating expenses:

Research and development
Selling, general and administrative
Gain on sale of asset

Total operating expenses

Loss from operations

Other income (expense):

Amortization of deferred financing costs and debt discount
Interest expense related party

Interest expense

Derivative fair value adjustment

Other expense

Total other income (expense):

Net income (loss)

Deemed dividend for beneficial conversion feature on Series D-2

preferred stock

Deemed dividend for antidilution adjustments to convertible preferred

stock
Accretion of convertible preferred stock

Net loss attributable to common stockholders

Per share information:
Net loss per common share, basic

Net loss per common share, diluted
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Three months ended March 31,

2014
$ 1,822
2,883

4,705
3,960

745

1,320
1,206

2,526
(1,781)
(536)
(44)
2,783
(10)
2,193
412

(909)

(214)
(510)

$ (1,221)

$ (3.65)

$  (6.57)

$

$

$
$

2013

1,822
2,973

4,795
4,148

647
1,154
1,091

(514)

1,731
(1,084)

(709)

(226)
(50)

(985)

(2,069)

(2,069)

(6.16)

(6.16)
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The accompanying notes are an integral part of the financial statements.
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SCYNEXIS, INC.
UNAUDITED CONDENSED STATEMENTS OF CASH FLOWS

(in thousands)

Cash flows from operating activities:
Net income (loss)

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

Gain on sale of asset, net of transaction expenses
Depreciation
Stock-based compensation expense

Amortization of deferred financing costs and debt discount

Change in fair value of derivative liability
Changes in deferred rent

Changes in operating assets and liabilities:
Accounts receivable and unbilled services
Prepaid expenses, other assets, and deferred costs
Accounts payable and accrued expenses

Interest payable related party

Deferred revenue

Net cash provided by (used in) operating activities
Cash flows from investing activities:

Proceeds from sale of asset, net of transaction expenses
Purchases of property and equipment

Net cash (used in) provided by investing activities
Cash flows from financing activities:

Proceeds from sale of preferred stock

Payments of deferred offering costs

Proceeds from exercise of stock options

Net cash used in financing activities

Decrease in cash and cash equivalents

Cash and cash equivalents, beginning of period

Cash and cash equivalents, end of period

Supplemental cash flow information:
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Three months ended

March 31,
2014 2013
$ 412 $ (2,069)
(514)
308 347
110 42
536 709
(2,783)
(15) (®)
(275) (233)
186 (106)
635 (239)
226
1,047 (6)
161 (1,851)
514
(74) (266)
(74) 248
544
(1,388)
5
(839)
(752) (1,603)
1,402 2,385
$ 650 $ 782
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Cash paid for interest $ 45 $ 50
Noncash financing and investing activities:

Beneficial conversion feature on sale of Series D-2 preferred stock $ 909 $
Beneficial conversion feature for antidilution adjustment $ 214 $
Adjustment of preferred stock to redemption value $ 510 $
Deemed contribution of a loan guarantee $ $ 3,930
Issuance of warrants with preferred stock $ 544 $
Deferred offering costs included in accounts payable and accrued expenses $ 1,715 $
Equipment purchase in accounts payable and accrued expenses $ 204 $ 45

The accompanying notes are an integral part of the financial statements.
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SCYNEXIS, INC.
NOTES TO THE FINANCIAL STATEMENTS
FOR THE THREE MONTHS ENDED MARCH 31, 2014
(unaudited)

(in thousands, except percentage, share and per share data)

1. Description of Business and Basis of Preparation
Organization

SCYNEXIS, Inc. ( SCYNEXIS orthe Company ) isa Delaware corporation formed on November 4, 1999. SCYNEXIS
is a pharmaceutical company, headquartered in Research Triangle Park, North Carolina, committed to the discovery,
development and commercialization of novel anti-infectives to address significant unmet therapeutic needs. The

Company also offers its services and partnerships in the drug discovery and development phases, primarily in the form

of integrated research teams consisting of medicinal, computational, analytical, and process scientists working on a
collaborative basis with its customers on research projects.

Reverse stock-split

On March 17, 2014, the Company amended its amended and restated certificate of incorporation to implement a
1-for-4 reverse stock split of its common stock. The reverse stock split did not cause an adjustment to the par value or
the authorized shares of the common stock. As a result of the reverse stock split, the Company adjusted the share
amounts under its employee incentive plans, outstanding options and common stock warrant agreements with third
parties.

On April 25, 2014, the Company amended its amended and restated certificate of incorporation to implement an
additional 1-for-5.1 reverse stock split of its common stock. The reverse stock split did not cause an adjustment to the
par value or the authorized shares of the common stock. As a result of the reverse stock split, the Company further
adjusted the share amounts under its employee incentive plans, outstanding options and common stock warrant
agreements with third parties.

All disclosures of common shares and per common share data in the accompanying interim financial statements and
related notes reflect these two reverse stock splits for all periods presented.

Initial public offering

On May 7, 2014, the Company completed an initial public offering (IPO) of its common stock. The Company sold an
aggregate of 6,200,000 shares of common stock under the Registration Statement on Form S-1 at a public offering
price of $10 per share. Net proceeds were approximately $54.8 million, after deducting underwriting discounts and
commissions of $3.3 million and offering expenses of $3.9 million. Upon the completion of the IPO, all outstanding
shares of the Company s convertible preferred stock were converted into 1,691,884 shares of common stock and
certain outstanding warrants were exercised for an additional 275,687 shares of common stock.

Table of Contents 10
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2.  Summary of Significant Accounting Policies
Unaudited Interim Financial Information

The accompanying unaudited financial statements and notes have been prepared in accordance with accounting

principles generally accepted in the United States, or US GAAP, as contained in the Financial Accounting Standards

Board ( FASB ) Accounting Standards Codification (the Codification or ASC ) for interim financial information. In the
opinion of management, the interim financial information includes all adjustments of a normal recurring nature

necessary for a fair presentation of the results of operations, financial position, and cash flows. The results of

operations for the three months ended March 31, 2014 are not necessarily
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indicative of the results for the full year or the results for any future periods. These financial statements should be read
in conjunction with the financial statements and notes set forth in the Company s Registration Statement on Form S-1
under the Securities Act of 1933, as amended, filed with the Securities and Exchange Commission on April 30, 2014.

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally accepted in the United
States of America requires the Company to make estimates and assumptions that affect the reported amounts of assets
and liabilities and disclosure of contingent assets and liabilities as of the date of the financial statements and the
reported amounts of revenues and expenses during the reporting period. Actual results could differ from those
estimates. Significant estimates include: the accounts receivable allowance; valuation of the related-party deemed
contribution; the fair value of the Company s common stock used to measure stock-based compensation for options
granted to employees and nonemployees and determine the fair value of common stock warrants; the fair value of
convertible preferred stock; the fair value of the Company s derivative liability; and the estimated useful lives of
property and equipment.

Concentration of Credit Risk

Financial instruments that potentially expose the Company to concentrations of credit risk consist principally of cash
on deposit with a bank, which exceeds insured limits, and accounts receivable and unbilled services. The Company
performs ongoing credit evaluations of customer s financial condition and does not require collateral.

Cash and Cash Equivalents

The Company considers any highly liquid investments with a remaining maturity of three months or less when
purchased to be cash and cash equivalents.

Accounts Receivable and Unbilled Services

Accounts receivable and unbilled services consist of amounts billed and unbilled under the Company s service
contracts with its customers. The Company extends credit to customers without requiring collateral. Accounts
receivable are stated at net realizable value. On a periodic basis, the Company evaluates its accounts receivable and
establishes an allowance based on its history of collections and write-offs and the current status of all receivables. The
Company does not accrue interest on trade receivables. The allowance for bad debts was $163 as of March 31, 2014
and December 31, 2013.

Deferred Financing Costs

Deferred financing costs are transaction costs associated with issuing debt as well as costs related to a deemed
contribution for a guarantee from a related party. The Company recognizes these costs in the balance sheet as
noncurrent assets. Deferred financing costs are amortized over the life of the related debt.

Deferred Offering Costs

Deferred offering costs are expenses related to the IPO. These costs consist of legal, accounting, printing, and filing

fees that the Company capitalized, including fees incurred by the independent registered public accounting firm
directly related to the offering. The deferred offering costs will be offset against IPO proceeds.

Table of Contents 12
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Revenue Recognition and Deferred Revenue

The Company derives the majority of its revenue from providing contract research and development services under
fee for service arrangements. The Company also has entered into collaboration arrangements in

Table of Contents
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exchange for non-refundable upfront payments and consideration as services are performed. These arrangements
include multiple elements, such as the sale of licenses and the provision of services. Under these arrangements, the
Company also is entitled to receive development milestone payments and royalties in the form of a designated
percentage of product sales.

Revenue is recognized when all of the following conditions are met: (i) persuasive evidence of an arrangement exists,
(i1) delivery has occurred or services have been rendered, (iii) fees are fixed or determinable, and (iv) collection of
fees is reasonably assured.

When entering into an arrangement, the Company first determines whether the arrangement includes multiple
deliverables and is subject to accounting guidance in ASC subtopic 605-25, Multiple-Element Arrangements. If the
Company determines that an arrangement includes multiple elements, it determines whether the arrangement should
be divided into separate units of accounting and how the arrangement consideration should be measured and allocated
among the separate units of accounting.

An element qualifies as a separate unit of accounting when the delivered element has standalone value to the
customer. The Company s arrangements do not include a general right of return relative to delivered elements. Any
delivered elements that do not qualify as separate units of accounting are combined with other undelivered elements
within the arrangement as a single unit of accounting. If the arrangement constitutes a single combined unit of
accounting, the Company determines the revenue recognition method for the combined unit of accounting and
recognizes the revenue over the period from inception through the date the last deliverable within the single unit of
accounting is delivered.

The Company s contract research and development services revenue is recognized in the period in which the services
are performed. The Company historically has recognized milestone payments received on a straight-line basis over the
remaining service period. No milestone payments were received in either period presented in the accompanying
statements of operations. In arrangements that include license rights and other non-contingent deliverables, such as
participation in a steering committee, these deliverables do not have standalone value because the non-contingent
deliverables are dependent on the license rights. That is, the non-contingent deliverables would not have value without
the license rights, and only the Company can perform the related services. Upfront license rights and non-contingent
deliverables, such as participation in a steering committee, do not have standalone value as they are not sold
separately and they cannot be resold. In addition, when non-contingent deliverables are sold with upfront license
rights, the license rights do not represent the culmination of a separate earnings process. As such, the Company
accounts for the license and the non-contingent deliverables as a single combined unit of accounting. Therefore,
license revenue in the form of non-refundable upfront payments is deferred and recognized over the applicable
relationship period, which historically has been the estimated period of the Company s substantive performance
obligations or the period the rights granted are in effect. The Company recognizes contingent event-based payments
under license agreements when the payments are received. The Company recognized an immaterial amount of license
revenue from the receipt of upfront payments in the accompanying statement of operations. The Company has not
received any royalty payments to date.

The Company will recognize a milestone payment when earned if it is substantive and the Company has no ongoing
performance obligations related to the milestone. A milestone payment is considered substantive if it: 1) is
commensurate with either the Company s performance to achieve the milestone or the enhanced value of the delivered
item as a result of a specific outcome from the Company s performance to achieve the milestone; 2) relates solely to
past performance; and 3) is reasonable relative to all of the deliverables and payment terms, including other potential
milestone consideration, within the arrangement.
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Amounts received prior to satisfying all revenue recognition criteria are recorded as deferred revenue in the
accompanying balance sheets.
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The Company s deferred revenue comprises upfront payments received and is recognized over the estimated
relationship period. The Company received upfront payments of $313, $1,500 and $500 in August 2012, August 2013
and January 2014, respectively, which are recognized over periods of six months, 70 months and 48 months,
respectively. For the three months ended March 31, 2014 and 2013, the Company recognized revenue from these
upfront payments of $93 and $62, respectively.

Fair Value of Financial Instruments

Fair value is defined as the price that would be received to sell an asset or paid to transfer a liability in an orderly
transaction between market participants at the measurement date, based on the Company s principal or, in absence of a
principal, most advantageous market for the specific asset or liability.

The Company uses a three-tier fair value hierarchy to classify and disclose all assets and liabilities measured at fair
value on a recurring basis, as well as assets and liabilities measured at fair value on a non-recurring basis, in periods
subsequent to their initial measurement. The hierarchy requires the Company to use observable inputs when available,
and to minimize the use of unobservable inputs when determining fair value. The three tiers are defined as follows:

Level 1 Observable inputs that reflect quoted market prices (unadjusted) for identical assets or liabilities in
active markets;

Level 2 Observable inputs other than quoted prices in active markets that are observable either directly or
indirectly in the marketplace for identical or similar assets and liabilities; and

Level 3 Unobservable inputs that are supported by little or no market data, which require the Company to
develop its own assumptions about the assumptions market participants would use in pricing the asset or
liability based on the best information available in the circumstances.

Research and Development

Major components of research and development costs include cash compensation, stock-based compensation,
preclinical studies, clinical trial and related clinical manufacturing, drug development, materials and supplies, legal,
regulatory compliance, and fees paid to consultants and other entities that conduct certain research and development
activities on the Company s behalf.

Amortization of Deferred Financing Costs and Debt Discount

Amortization of deferred financing costs and debt discount includes the amortization of debt discount related to the
warrants issued with the convertible notes (Note 4), the amortization of issuance costs related to the convertible notes,
and amortization of the deferred financing costs related to a deemed contribution for a guarantee from a related party.
Comprehensive Income or Loss

The Company has no items of comprehensive income or loss other than net income or loss.

Income Taxes
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The Company provides for deferred income taxes under the asset and liability method, whereby deferred income taxes
result from temporary differences between the tax bases of assets and liabilities and their reported amounts in the
financial statements. Valuation allowances are established when necessary to reduce deferred tax assets to the amount
that the Company believes is more likely than not to be realized. The Company recognizes uncertain tax positions
when the positions will be more likely than not sustained based solely upon the technical merits of the positions.

Table of Contents 17



Edgar Filing: SCYNEXIS INC - Form 10-Q

Table of Conten
Stock-Based Compensation

The Company measures and recognizes compensation expense for all stock-based payment awards made to
employees, officers, and directors based on the estimated fair values of the awards as of grant date. The value of the
portion of the award that is ultimately expected to vest is recorded as expense over the requisite service period.

The Company also accounts for equity instruments issued to non-employees using a fair value approach. The
Company values equity instruments and stock options granted to employees using the Black-Scholes valuation model.
The measurement of non-employee share-based compensation is subject to periodic adjustments as the underlying
equity instruments vest and is recognized as an expense over the term of the related financing or the period over which
services are received. The Company estimates the fair value of common stock warrants granted to lenders at their
intrinsic value, which is the estimated fair value of the common stock less the exercise price for the warrant.

Basic and Diluted Net Loss per Share of Common Stock

The Company uses the two-class method to compute net loss per common share because the Company has issued
securities, other than common stock, that contractually entitle the holders to participate in dividends and earnings of

the Company. The two-class method requires earnings for the period to be allocated between common stock and
participating securities based upon their respective rights to receive distributed and undistributed earnings. Holders of
each series of the Company s convertible preferred stock were entitled to participate in dividends, when and if declared
by the board of directors that were made to common stockholders, and as a result were considered participating
securities.

3. Property and Equipment
Property and equipment consists of the following:

March 31, December 31,
2014 2013

Equipment $ 9,805 $ 9,577
Furniture and fixtures 378 378
Leasehold improvements 13,115 13,115
Total property and equipment 23,298 23,070
Less accumulated depreciation 17,977 17,669
Property and equipment, net $ 5,321 $ 5,401

Depreciation expense for the three months ended March 31, 2014 and 2013 was $308 and $ 347, respectively.

4. Debt Obligations
Credit Facility Agreement
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In April 2010, the Company entered into a $15,000 credit facility agreement with HSBC Bank (the 2010 Credit
Agreement ). The agreement comprised a $5,000 term loan and a $10,000 revolving credit facility. Borrowings under
the 2010 Credit Agreement carry interest at a rate of London InterBank Offered Rate plus 0.95% per annum. The 2010
Credit Agreement required interest-only payments through March 2013 and was guaranteed by a related party that has
an investment in the Company. All outstanding borrowings under the agreement were originally due on March 11,
2013. The 2010 Credit Agreement contained no financial covenants. On March 8, 2013, the Company entered into an
agreement to amend the 2010 Credit Agreement with HSBC
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Bank (the 2013 Credit Agreement ). The 2013 Credit Agreement requires interest-only payments through December
2014. All outstanding borrowings under the agreement were due on December 31, 2014. Other significant terms of the
2010 Credit Agreement remained the same, which includes the guarantee made by a related party that has an
investment in the Company.

At the inception of the 2010 Credit Agreement, a deemed contribution in relation to the guarantee of the 2010 Credit
Agreement was recognized as deferred financing costs and amortized over the life of the loan. The value of the
guarantee was determined based on the difference between the loan s stated interest rate and the interest rate that would
apply if there had been no guarantee from the related party. The Company determined the value of the 2010 Credit
Agreement guarantee to be $6,338, which was amortized over the original life of the loan.

The 2013 Credit Agreement represents a new loan, and the Company determined the value of the extended guarantee
under the 2013 Credit Agreement to be $3,930, which is being amortized over the term of the 2013 Credit Agreement.
The unamortized deferred financing costs of the deemed contribution related to the guarantee of the 2010 Credit
Agreement amounting to $153 was expensed at the date of the amendment. For the three months ended March 31,
2014 and 2013, amortization of deferred financing costs was $536 and $709, respectively.

For the three months ended March 31, 2014 and 2013: the weighted-average interest rate was 1.19% and 1.37%,
respectively; and the interest expense recognized was $44 and $50, respectively. As of March 31, 2014 and
December 31, 2013, both the $5,000 term loan and the $10,000 revolving credit facility were outstanding under the
2013 Credit Agreement.

On March 17, 2014, the Company entered into an addendum to the guarantee agreement with the related party who
guaranteed its 2013 Credit Agreement. Under this addendum, the Company agreed: (i) to use $7,500 of the proceeds
from the Company s planned IPO to repay a portion of the outstanding amounts under the 2013 Credit Agreement by
June 30, 2014; (ii) to amend the 2013 Credit Agreement by June 30, 2014 to reduce the aggregate amount the
Company may borrow to $7,500; and (iii) to repay all amounts owed under the 2013 Credit Agreement by

December 31, 2014 in order to release the related party from its obligations under the guarantee.

As described in Note 14, on May 7, 2014, the entire outstanding balance of the 2013 Credit Agreement amounting to
$15,000 plus accrued interest, was paid in full using the proceeds from the TPO.

Future Debt Maturities

Future debt maturities as of March 31, 2014 were as follows:

Due on December 31, 2014 $ 15,000
Total $ 15,000
Note and Warrant Purchase Agreements
In December 2011, the Company executed a Note and Warrant Purchase Agreement (the December 2011 Note and
Warrant Agreement ) to issue convertible notes in an aggregate amount not to exceed $15,000. In 2011 and 2012,
under the December 2011 Note and Warrant Agreement, the Company issued convertible notes (the 2011-2012 Notes )

with a total principal amount of $11,444 to related parties that hold investments in the Company. The 2011-2012
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Notes included warrants to purchase 26,000 shares of the Company s common stock at $0.20 per share. The 2011-2012
Notes were convertible into shares of the Company s stock under various methods as stipulated in the agreement.
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In June 2013, the Company executed another Note and Warrant Purchase Agreement (the June 2013 Note and
Warrant Agreement ) with certain existing lenders. Under the June 2013 Note and Warrant Agreement, the lenders
agreed to loan to the Company up to $1,500 in exchange for convertible notes (the June 2013 Notes ). The Company
issued June 2013 Notes for an aggregate amount of $899. In addition, the Company agreed to issue warrants to
purchase shares of the Company s common stock upon the request of a majority of the noteholders. The June 2013
Notes were convertible into shares of the Company s stock using similar methods described in the 2011-2012 Notes. In
addition, the June 2013 Notes include conversion of the entire outstanding principal and interest balance into equity
securities upon the closing of any equity financing at the option of the noteholders.

The 2011-2012 Notes and June 2013 Notes carried interest at a rate of 8% per annum and contained no financial
covenants. The outstanding principal amount and unpaid accrued interest on the convertible notes issued under the
December 2011 Note and Warrant Agreement and the June 2013 Note and Warrant Agreement were originally due on
December 31, 2012 and December 31, 2013, respectively, contingent upon (i) the prior written consent of holders of
at least 70% of the outstanding aggregated principal amount of the convertible notes issued under the same agreement,
and (ii) the prior written consent of HSBC Bank for so long as any of the principal and interest related to the 2010
Credit Agreement or the 2013 Credit Agreement remained outstanding.

On the date of issuance, the fair value of warrants issued in the year ended December 31, 2012 under the December
2011 Note and Warrant Agreement was $328. The fair value of these warrants was accounted for as debt discount and
amortized to expense over the stated term of the 2011-2012 Notes. The fair value of the obligation to issue warrants in
connection with the June 2013 Notes was $1,168. The fair value of the obligation to issue warrants was $269 above

the face value of the June 2013 Notes and this excess was expensed at issuance. The $899 remaining amount of the

fair value of the obligation to issue warrants was accounted for as a debt discount and was amortized to expense over
the term of the June 2013 Notes. The amount of the discount related to the 2011-2012 Notes warrants and the June
2013 Notes obligation to issue warrants that was amortized to expense for the three months ended March 31, 2014 and
2013 was $0 for both periods.

On December 11, 2013, the noteholders elected to convert the June 2013 Notes into shares of Series D-2 convertible
preferred stock. Under the election, the outstanding principal and accrued interest balance of $899 and $33,
respectively, was converted into 665,542 shares of Series D-2 convertible preferred stock at a conversion price of
$1.40 per share. Consistent with the original terms of the June 2013 Notes, the conversion price was adjusted to
$1.40 per share because the Company adjusted the conversion price of the 2011-2012 Notes in connection with the
sale and issuance of shares of Series D-2 convertible preferred stock on December 11, 2013 (Note 6).

Also on December 11, 2013, the noteholders elected to convert the 2011-2012 Notes into shares of Series D-1 and
Series D-2 convertible preferred stock. Under the election, the outstanding principal and accrued interest balance of
$11,444 and $1,640, respectively, was converted into 6,054,255 shares of Series D-1 convertible preferred stock and
3,291,443 shares of Series D-2 preferred stock at a conversion price of $1.40 per share. The conversion price of the
2011-2012 Notes was adjusted to $1.40 per share in connection with the sale and issuance of shares of Series D-2
convertible preferred stock on December 11, 2013 (Note 6).

5. Commitments and Contingencies
Leases

The Company leases its facilities and certain office equipment under long-term non-cancelable operating leases. The
Company s lease for its primary North Carolina facility expires in 2019. The lease agreement includes a renewal
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Rent expense was approximately $231 and $223 for the three months ended March 31, 2014 and 2013, respectively.
Future minimum lease payments for all operating leases as of March 31, 2014 are as follows:

2014 $ 797
2015 1,075
2016 1,104
2017 1,123
2018 1,156
Thereafter 291
Total $5,546

License Arrangement with Potential Future Expenditures

As of March 31, 2014, the Company had a license arrangement with Merck that involves potential future
expenditures. Under the terms of the license agreement, Merck is eligible to receive milestone payments that could
total $19,000 from the Company upon initiation of SCY-078, the Company s lead product candidate, phase 2 and 3
clinical studies, new drug application, and marketing approvals in each of the U.S., major European markets and
Japan. In addition, Merck is eligible to receive tiered royalties from the Company based on a percentage of worldwide
net sales of SCY-078. The aggregate royalties are mid- to high-single digits. The Company has two additional
licensing agreements that could require it to make payments of up to $2,300 upon achievement of certain milestones
by the Company.

6. Convertible Preferred Stock
Convertible preferred stock has a par value $0.001 and was issued beginning in 2000. Each issuance is briefly
described as follows:

Series A Convertible Preferred Stock ( Series A Preferred )

In 2000, the Company issued 31,407 shares of Series A Preferred at $7.96 per share to its initial employees and
consultants.

Series B Convertible Preferred Stock ( Series B Preferred )

In 2000, the Company issued 600,999 shares of Series B Preferred at $9.01 per share in exchange for $2,200 in
equipment, intellectual property, and conversion of existing debt, and $3,215 in cash, and incurred issuance costs of
$43. Subsequently in 2000, the Company issued an additional 110,988 shares of Series B Preferred at $9.01 per share
for cash. As part of the issuance of the Series C convertible preferred stock in June 2002, the holders of Series B
Preferred agreed to modify the redemption feature of the Series B Preferred to eliminate this feature. As described
below, 244,173 shares of Series B Preferred were mandatorily converted into common stock during 2012.

Series C Convertible Preferred Stock ( Series C Preferred ) and Warrants
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The Company issued warrants to purchase 100,524 shares of Series C Preferred in conjunction with certain bridge
loan financings during 2001 and the subsequent 2002 Series C Preferred financing. The warrants were issued with an
exercise price of $0.01 per share. Two of the investors exercised such warrants during 2003.

In 2002, the Company issued 2,867,154 shares of Series C Preferred for $24,000 in cash and the conversion of
approximately $4,513 of 4.5% convertible notes and accrued interest, less issuance costs of approximately $86. As

described below, 197,045 shares of Series C Preferred were mandatorily converted into common stock during 2012. In
January 2005, the remaining warrants to purchase 23,911 shares of Series C Preferred shares were exercised.

11

Table of Contents 25



Edgar Filing: SCYNEXIS INC - Form 10-Q

Table of Conten
Series C-1 Convertible Preferred Stock ( Series C-1 Preferred ) and Warrants

In August 2004, the Company received cash of $3,200 for the issuance of 984,615 shares of Series C-1 Preferred. As
described below, these Series C-1 Preferred shares were mandatorily converted into common stock during 2012.

In July 2006, the Company issued warrants to purchase 196,923 shares of Series C-1 Preferred in conjunction with a
loan financing agreement. The warrants were issued with an exercise price of $3.25 per share and will expire on
July 14, 2016. The fair value at the date of grant for these instruments was $459, which was recorded as a debt
discount. The debt discount related to these warrants was fully amortized as of December 31, 2010. The Company
determined that the warrants should be recorded as a derivative liability and stated at fair value at each reporting
period. The Company recorded other income of $37 and $0 for the three months ended March 31, 2014 and 2013,
respectively, related to the fair value adjustment for these warrants.

Series C-2 Convertible Preferred Stock ( Series C-2 Preferred )
In March 2008, the Company received cash of $13,500 for the issuance of 2,347,826 shares of Series C-2 Preferred.

Series D-1 Convertible Preferred Stock ( Series D-1 Preferred) and Series D-2 Convertible Preferred Stock
( Series D-2 Preferred )

On December 11, 2013, the Company entered into an agreement to sell 1,785,712 shares of Series D-2 Preferred at
$1.40 per share for an aggregate price of $2,500 (the Series D-2 Purchase Agreement ), less issuance costs of $95.
With the sale of the Series D-2 Preferred on December 11, 2013 at a price of $1.40 per share, the antidilution
provisions associated with the Series B Preferred, the Series C Preferred, the Series C-1 Preferred, and the Series C-2
Preferred were triggered. As of December 11, 2013, the conversion price of the Series B Preferred, the Series C
Preferred, the Series C-1 Preferred, and the Series C-2 Preferred were reduced from $45.95, $51.77, $66.30, and
$117.30, respectively, to $32.2912, $36.2386, $46.1101, and $78.9623, respectively.

The Series D-2 Purchase Agreement also included warrants to purchase 87,532 shares of the Company s common
stock at $0.20 per share. The fair value of the warrants on the date of issuance was $4,214, which was recorded as a
discount to the Series D-2 Preferred. The fair value of the warrants was $1,714 above the face amount of the

Series D-2 Preferred and this excess was expensed to derivative fair value adjustment at issuance. The Company
calculated the fair value of the warrants as the difference between the estimated fair value of the common stock on
December 11, 2013 of $48.35 per share and the exercise price per share of $0.20 multiplied by the number of shares of
common stock issuable upon exercise of the warrants of 87,532. The Company determined that the warrants should be
classified as a derivative liability and stated at fair value at each reporting period.

The Series D-2 Preferred was convertible into shares of common stock at a conversion price of $28.56 per share.
Since the fair value of the common stock on December 11, 2013 was $48.35, the Company determined that the sale of
the Series D-2 Preferred resulted in a beneficial conversion feature. The Company calculated the intrinsic value of the
beneficial conversion feature as the difference between the estimated fair value of the common stock on December 11,
2013 of $48.35 per share and the effective conversion price per share of $0 multiplied by the number of shares of
common stock issuable upon exercise of the warrants of 87,352. The intrinsic value was calculated at $4,232, which
the Company recorded as a reduction to additional paid-in capital.

Concurrent with the sale of the Series D-2 Preferred, the Company modified the terms of the 2011-2012 Notes and the

related warrants and the June 2013 Notes and related warrants (Note 4). Under the amendments, the outstanding
principal and accrued interest balance was converted into Series D-1 Preferred and Series D-2 Preferred at a
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conversion price of $1.40 per share. As a result of the conversions, the Company issued 6,054,255 shares of
Series D-1 Preferred and 3,956,985 shares of Series D-2 Preferred.
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On January 31, 2014, the Company sold to related parties 388,641 shares of Series D-2 Preferred under the Series D-2
Purchase Agreement at $1.40 per share, for an aggregate price of $544. The sale also included warrants to purchase
19,048 shares of the Company s common stock at $0.20 per share. The fair value of the warrants on the date of
issuance was $906. The fair value of the warrants was $362 above the face amount of the Series D-2 Preferred and this
excess was expensed to derivative fair value adjustment at issuance. The Company calculated the fair value of the
warrants as the difference between the estimated fair value of the common stock on January 31, 2014 of $47.74 per
share and the exercise price per share of $0.20 per share multiplied by the number of shares of common stock issuable
upon exercise of the warrants of 19,048. The warrants are classified as a derivative liability and stated at fair value at
each reporting period. With the sale of the Series D-2 Preferred on January 31, 2014 at a price of $1.40 per share, the
antidilution provisions associated with the Series B Preferred, the Series C Preferred, the Series C-1 Preferred, and the
Series C-2 Preferred were triggered. As of January 31, 2014, the conversion price of the Series B Preferred, the Series
C Preferred, the Series C-1 Preferred, and the Series C-2 Preferred were reduced from $32.2912, $36.2386, $46.1101,
and $78.9623, respectively, to $32.0076, $35.8917, $45.6062, and $77.9382, respectively.

Authorized, Issued, and Outstanding Preferred Shares

The following table summarizes authorized, issued, and outstanding preferred shares as of March 31, 2014:

Liquidation

Authorized Outstanding Issue Price Preference

Series A Preferred 31,410 31,407 $ 7.96 $ 250

Series B Preferred 711,987 467,814 9.01 4,215

Series C Preferred 2,967,678 2,770,633 10.15 28,121
Series C-1 Preferred 3,076,923 3.25

Series C-2 Preferred 2,347,826 2,347,826 5.75 13,500

Series D-1 Preferred 10,000,000 6,054,255 1.40 16,952

Series D-2 Preferred 10,000,000 6,131,338 1.40 25,752

Total 29,135,824 17,803,273 $ 88,790

At March 31, 2014, the convertible preferred stock has been adjusted to reflect the liquidation values shown in the
table above.

Preferred Stock Activity

The following table summarizes preferred stock activity for the three months ended March 31, 2014:

Shares of
Series Series
A Series B Series C C-1 Series C-2  Series D-1  Series D-2

ConvertibleConvertible ConvertibldConvertibldConvertible Convertible Convertible
Preferred Preferred Preferred Preferred Preferred Preferred Preferred
Stock Stock Stock Stock Stock Stock Stock

31,407 467,814 2,770,633 2,347,826 6,054,255 5,742,697
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Balance, December 31,

2013

Issuance of Series D-2

Preferred 388,641
Balance, March 31, 2014 31,407 467,814 2,770,633 2,347,826 6,054,255 6,131,338

Automatic Conversion of Preferred Stock

On March 13, 2014, the Company amended and restated its certificate of incorporation to require the automatic
conversion of the convertible preferred stock into common stock upon the completion of a public offering of common
stock with gross proceeds of at least $20,000.

13
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7. Common Stock
Authorized, Issued, and Outstanding Common Shares

The Company s common stock has a par value of $0.001 per share and consists of 70,000,000 authorized shares at
March 31, 2014 and December 31, 2013, respectively, and 334,484 and 334,068 shares issued and outstanding at
March 31, 2014 and December 31, 2013, respectively. The following table summarizes common stock shares activity
for the three months ended March 31, 2014:

Shares of
Common Stock
Balance, December 31, 2013 334,068
Exercise of stock options 416
Balance, March 31, 2014 334,484
Shares Reserved for Future Issuance
The Company had reserved shares of common stock for future issuance as follows:
As of As of
March 31, December 31,
2014 2013
For conversion of Series A Preferred, Series B Preferred, Series C Preferred,
Series C-2 Preferred, Series D-1 Preferred, and Series D-2 Preferred and exercise
of warrants to purchase Series C-1 Preferred and subsequent conversion of the
shares purchased 1,705,917 1,675,812
Outstanding stock options 184,240 137,610
Outstanding common stock warrants 276,304 257,242
For possible future issuance under stock option plan 2,687 49,734
Total common shares reserved for future issuance 2,169,148 2,120,398

Warrants issued from the Note and Warrant Purchase Agreements

The Company had outstanding common stock warrants issued in connection with the Note and Warrant Purchase
Agreements the Company executed in December 2011 and June 2013 (Note 4).

The 2011-2012 Notes included warrants to purchase 26,000 shares of the Company s common stock at $0.20 per share.

The warrants could be exercised for shares of common stock, in accordance with the Note and Warrant Purchase
Agreements, at the earliest of:

(i) The date the related convertible notes were converted,
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(i) The date the related convertible notes were repaid or prepaid in full, and

(iii) June 30, 2012.
These warrants would expire on June 30, 2017, and would terminate unless exercised prior to an IPO. The number of
shares of common stock that may be purchased by exercising the warrants is calculated as follows:

If a related convertible note is converted pursuant to and in accordance with the terms within the Note and
Warrant Purchase Agreements (Note 4), then the number of shares of common stock shall be equal to the
quotient of (A) the product of (i) 20% multiplied by (ii) the principal amount of the convertible note divided
by (B) the applicable per share conversion price at which the related convertible note is so converted; or

14
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If a related convertible note is repaid or prepaid in full prior to the conversion thereof pursuant to and in
accordance with the terms within the Note and Warrant Purchase Agreements (Note 4), then the number of
shares of common stock shall be equal to the quotient of (A) the product of (i) 20% multiplied by (ii) the
principal amount of the convertible note divided by (B) $87.98 (subject to proportionate adjustment upon
any adjustment to the Series D-1 Preferred or Series D-2 Preferred conversion price); or

If a warrant is first exercised at any time after June 30, 2012, and such first exercise of the warrant occurs
prior to the conversion, repayment or prepayment of the related convertible note pursuant to and in
accordance with the terms within the Note and Warrant Purchase Agreements (Note 4), then the number of
shares of common stock shall be equal to the quotient of (A) the product of (i) 20% multiplied by (ii) the
principal amount of the convertible note divided by (B) $87.98 (subject to proportionate adjustment upon
any adjustment to the Series D-1 Preferred or Series D-2 Preferred conversion price).
On December 11, 2013, holders of the June 2013 Notes, under the June 2013 Note and Warrant Agreement, exercised
their rights under the June 2013 Note and Warrant Agreement to receive warrants to purchase shares of the Company s
common stock. As a result of this exercise, the Company issued warrants to purchase 88,987 shares of the Company s
common stock to the holders of the June 2013 Notes at an exercise price of $0.20 per share. These warrants were
exercisable until June 28, 2018, and would terminate unless exercised prior to an IPO.

On December 11, 2013, in connection with the Series D-2 Purchase Agreement (Note 6), the Company issued
warrants to purchase 87,532 shares of the Company s common stock at an exercise price of $0.20 per share. These
warrants were exercisable until December 11, 2018. In addition, as a result of the conversion of the principal and
interest outstanding on the 2011-2012 Notes into Series D-1 Preferred and Series D-2 Preferred (Note 6), in
accordance with the amended terms of the agreement, the number of common shares underlying the warrants issued in
connection with the 2011-2012 Notes was increased by 54,120 to a total of 80,120.

There were no warrants exercised during the three month periods ended March 31, 2014 and 2013.

These warrants meet the definition of a derivative financial instrument and are accounted for as derivatives. The
combined fair values of the common stock warrant derivative liabilities, including warrants issued with the sale of
Series D-2 Preferred, are $9,998 and $12,200 as of March 31, 2014 and December 31, 2013, respectively, and are
recorded as a long-term derivative liability in the accompanying balance sheets. The Company recorded other income
of $3,108 and other income/loss of $0 for the three months ended March 31, 2014 and 2013, respectively, related to
the fair value adjustment of the long-term derivative liability for common stock warrants.

8. Stock-based Compensation
2009 Stock Option Plan

The Company has a share-based compensation plan (the 2009 Stock Option Plan ) under which the Company may
grant options to purchase shares of common stock to employees, directors, and consultants as either incentive stock
options or nonqualified stock options. Incentive stock options may be granted with exercise prices not less than 100%
to 110% of the fair market value of the common stock. Options granted under the plan generally vest over three to
four years and expire in 10 years from the date of grant.

The compensation cost that has been charged against income for stock awards under 2009 Stock Option Plan for the
three months ended March 31, 2014 and 2013 was $110 and $42, respectively. The total income tax benefit
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recognized in the statements of operations for share-based compensation arrangements was $0 for the three months
ended March 31, 2014 and 2013. Cash received or receivable from options exercised was $5 and $5 for the three
months ended March 31, 2014 and the year ended December 31, 2013, respectively.
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Stock-based compensation expense related to stock options is included in the following line items in the
accompanying statements of operations:

Three Months Ended March 31,

2014 2013
Cost of revenue $ 13 $ 11
Research and development 62 7
Selling, general and administrative 35 24
$ 110 $ 42

2014 Equity Incentive Plan

In February 2014, the Company s board of directors adopted the 2014 Equity Incentive Plan, which was subsequently
ratified by its stockholders and became effective on May 2, 2014 (the Effective Date ). The 2014 Equity Incentive Plan
is the successor to and continuation of the 2009 Stock Option Plan. On the effective date, no additional awards will be
granted under the 2009 Stock Option Plan, and all stock awards granted under the 2009 Stock Option Plan will remain
subject to the terms of the 2009 Stock Option Plan. All awards granted on and after the effective date will be subject

to the terms of the 2014 Equity Incentive Plan. The 2014 Equity Incentive Plan provides for the grant of the following
awards: (i) incentive Stock Options, (ii) nonstatutory stock options, (iii) stock appreciation rights, (iv) restricted stock
awards, (v) restricted stock unit awards, and (vi) other stock awards. Employees, directors, and consultants are eligible

to receive awards.

Under the 2014 Equity Incentive Plan, the aggregate number of shares of common stock that may be issued from and
after the effective date (or the share reserve ) will not exceed the sum of 257,352 new shares, the shares that
represented the 2009 Stock Option Plan s available reserve on the effective date, and any returning shares from the
2009 Stock Option Plan. The share reserve will automatically increase on January 1%t of each year, for a period of not
more than ten years, commencing on January 1, 2015 and ending on January 1, 2024, in an amount equal to 4.0% of
the total number of shares of Capital Stock outstanding on December 315t of the preceding calendar year. The board of
directors may act prior to January 1% of a given year to provide that there will be no increase in the share reserve or
that the increase will be a lesser number of shares than would otherwise occur.

2014 Employee Stock Purchase Plan

In February 2014, the Company s board of directors adopted the 2014 Employee Stock Purchase Plan ( ESPP ), which
was subsequently ratified by the Company s stockholders and became effective on May 2, 2014. The purpose of the
ESPP is to provide means by which eligible employees and certain designated related corporations may be given an
opportunity to purchase shares of the Company s common stock, and to seek and retain services of new and existing
employees and to provide incentives for such persons to exert maximum efforts for the success of the Company.
Common stock that may be issued under the ESPP will not exceed 47,794 shares, plus the number of shares of

common stock that are automatically added on January 15 of each year for a period of ten years, commencing on
January 1, 2015 and ending on January 1, 2024, in an amount equal to the lesser of (i) 0.8% of the total number of
shares of outstanding common stock on December 31 of the preceding calendar year, and (ii) 29,411 shares of

common stock. Similar to the 2014 Equity Incentive Plan, the board of directors may act prior to January 15 of a given
year to provide that there will be no increase in the share reserve or that the increase will be a lesser number of shares
than would otherwise occur. The ESPP is intended to qualify as an employee stock purchase plan within the meaning
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of Section 423 of the Internal Revenue Code.

9. Income Taxes
The Company did not record a federal or state income tax benefit for the three months ended March 31, 2014 and
2013 due to its conclusion that a full valuation allowance is required against the Company s deferred tax assets.
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10. Net Loss Per Share

The Company uses the two-class method to compute net loss per share because the Company has issued securities,
other than common stock, that contractually entitle the holders to participate in dividends and earnings of the
Company.

Under the two-class method, for periods with net income, basic net income per common share is computed by
dividing the net income attributable to common stockholders by the weighted average number of shares of common
stock outstanding during the period. Net income attributable to common stockholders is computed by subtracting from
net income the portion of current year earnings that the participating securities would have been entitled to receive
pursuant to their dividend rights had all of the year s earnings been distributed. No such adjustment to earnings is made
during periods with a net loss, as the holders of the participating securities have no obligation to fund losses. Diluted
net loss per common share is computed under the two-class method by using the weighted average number of shares
of common stock outstanding, plus, for periods with net income attributable to common stockholders, the potential
dilutive effects of stock options and warrants. In addition, the Company analyzes the potential dilutive effect of the
outstanding participating securities when calculating diluted earnings per share. Under the treasury stock method, it is
assumed that the warrants and options were exercised at the beginning of the period and that the funds obtained from
the exercise were used to reacquire the Company s common stock at the average market price for the period. Under the
if-converted method, it is assumed that the outstanding participating securities convert into common stock at the
beginning of the period. The Company reports the more dilutive of the approaches as its diluted net income per share
during the period.

The following table summarizes the computation of basic and diluted net loss per share attributable to the Company s
common stockholders:

Three months ended March 31,

2014 2013
Net Income/(loss) $ 412 $ (2,069)
Deemed dividend for beneficial conversion feature on Series D-2
Preferred (909)
Deemed dividend for antidilution adjustments to convertible preferred
stock (214)
Accretion of convertible preferred stock (510)
Net loss attributable to common stock - basic $ (1,221 $ (2,069)
Derivative fair value adjustment (2,783)
Net loss attributable to common stock - diluted $ (4,004) $ (2,069)
Weighted-average common shares outstanding - basic 334,086 335,782
Allocation of common stock warrants as participating securities 274,988
Weighted-average of outstanding common stock - diluted 609,075 335,782
Net loss per share
Basic EPS $ (3.65) $ (6.16)
Diluted EPS $ (6.57) $ (6.16)
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The following securities, presented on a common stock equivalent basis, have been excluded from the calculation of
weighted average common shares outstanding because the effect is anti-dilutive:

Three Months Ended
March 31,
2014 2013

Convertible preferred stock:
Series A Preferred 6,149 6,149
Series B Preferred 131,685 93,568
Series C Preferred 783,515 554,181
Series C-2 Preferred 173,213 119,958
Series D-1 Preferred 296,773
Series D-2 Preferred 300,549
Warrants to purchase Series C-1 Preferred 14,033 9,847
Warrants to purchase common stock 26,603
Stock options 184,240 152,464
Convertible notes 430,493

11. Related-Party Transactions
The Company had transactions with related parties as follows:

Three Months Ended March 31,
2014 2013
Revenue $ 1,822 $ 1,822
Travel expense 16 10
Sanofi owns 100% of a subsidiary that is a customer of the Company. Both Sanofi and the subsidiary have an
investment in the Company. The Company s related-party revenue with the subsidiary composed 39% and 38% of total
revenue as of March 31, 2014 and 2013, respectively.

12. Fair Value Measurements

The carrying amounts of certain financial instruments, including cash and cash equivalents, accounts receivable,
unbilled services, prepaid expenses and other current assets, accounts payable, and accrued expenses approximate
their respective fair values due to the short-term nature of such instruments.

Assets and Liabilities Measured at Fair Value on a Recurring Basis
The Company evaluates its financial assets and liabilities subject to fair value measurements on a recurring basis to
determine the appropriate level in which to classify them for each reporting period. This determination requires

significant judgments to be made. The following table summarizes the conclusions reached as of March 31, 2014 and
December 31, 2013:
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Quoted Prices in

Active Markets for Significant
Identical Significant Other = Unobservable
Balance as of Assets Observable Inputs Inputs
March 31, 2014 (Level 1) (Level 2) (Level 3)
Derivative liability Series C-1
warrants $ $ $ $
Derivative liability common stock
warrants 9,998 9,998
Total derivative liability $ 9,998 $ $ $ 9,998
18
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Quoted Prices in

Active Markets for Significant
Identical Significant Other = Unobservable
Balance as of Assets Observable Inputs Inputs
December 31, 2013 (Level 1) (Level 2) (Level 3)

Derivative liability ~ Series C-1
warrants $ 37 $ $ $ 37
Derivative liability common
stock warrants 12,200 $ 12,200
Total derivative liability $ 12,237 $ $ $ 12237

The Company s derivative liabilities are the only balance sheet amounts that are measured at fair value on a recurring
basis. The fair value of these warrant derivatives is based on a valuation of the Company s common stock. In order to
determine the fair value of the Company s common stock, the Company used a probability-weighted expected return
method, or PWERM. Significant inputs for the PWERM included an estimate of the Company s equity value, a
weighted average cost of capital and an estimated probability and timing for each valuation scenario.

A reconciliation of the beginning and ending balances for liabilities measured at fair value on a recurring basis using
significant unobservable inputs (Level 3) is as follows:

Three months ended

March 31, 2014
Beginning balance, December 31, 2013 $ 12,237
Issuance of warrants 544
Excess of fair value of warrants over proceeds 362
Adjustment to fair value (3,145)
Ending balance, March 31, 2014 $ 9,998

13. Significant Agreements

In August 2013, the Company entered into a development, license, and supply agreement with R-Pharm, CJSC

( R-Pharm ), granting it exclusive rights to develop and commercialize an anti-fungal drug (SCY-078) in the field of
human health in Russia and certain smaller non-core markets. The Company received an upfront payment of $1,500,
and is entitled to receive payments on contingent events, including 1) a development milestone payment of $3,000
upon the first registration of SCY-078 in any country covered by the agreement; 2) sales-based payments of up to
$15,000 upon R-Pharm s achievement of specified targets for cumulative net sales of SCY-078; and 3) percentage
royalties of up to the mid-teens on SCY-078 net sales.

The Company deferred the upfront payment received and is recognizing it over the estimated relationship period of 70
months, which includes the product development period and an additional period during which the Company is
required to participate in a product development committee. The development milestone payment is considered
substantive and will be recognized when R-Pharm achieves certain specified milestones.
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The sales-based payments will not be recognized until the Company 1) receives the payments, and 2) has no
continuing performance obligations. If the Company has any continuing performance obligations when the
sales-based payments are received, those payments will be deferred and recognized over the remaining period of
continuing performance obligations. Royalties will be recognized when payment is received.

In December 2013, the Company entered into a licensing agreement with Elanco Animal Health (Elanco). The
agreement includes an upfront payment of $500 and multi-year contract research and development services with fees

of $2,750 annually for the first two years and $3,000 annually for the second two years, and entitles the Company to:
1) development milestone payments of up to $1,500 for each compound Elanco and the Company
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decide to develop; 2) a one-time payment of up to $2,000 for the first regulatory approval of any product in the U.S.;
3) a one-time payment of $4,000 for the first commercial sale of a product in the U.S. and a one-time payment of
$1,500 for the first commercial sale of a product in the European Union; 4) one-time payments of up to $15,000 for
reaching specified annual sales of a product; and 5) mid-single-digit percentage royalties on net annual sales. The
Company has deferred the upfront payment, which it received in January 2014, and is recognizing the revenue over
the research and development period of 48 months.

14. Subsequent Events
Reverse Stock Split

On April 25, 2014, the Company amended its amended and restated certificate of incorporation to implement a
1-for-5.1 reverse stock split of its common stock. The reverse stock split did not cause an adjustment to the par value
or the authorized shares of the common stock. As a result of the reverse stock split, the Company also adjusted the
share amounts under its employee incentive plans, outstanding options and common stock and preferred stock warrant
agreements with third parties. All disclosures of common shares and per common share data in the accompanying
interim financial statements and related notes have been adjusted to reflect the reverse stock split for all periods
presented.

On April 29, 2014, the Company lowered the exercise price per share of options to purchase 53,404 shares of common
stock to an amount equal to $10 per share, the initial public offering price per share in the IPO. The original exercise
prices of such options ranged from $20.40 to $61.20 per share, with a weighted average exercise price of $54.87 per
share.

Addendum to Guarantee Agreement

On April 29, 2014, the Company entered into an addendum to the guarantee agreement with the related party
guaranteeing its 2013 Credit Agreement. Under this addendum and conditioned upon the closing of the IPO, the
parties agreed to terminate the Company s obligations made under the addendum dated March 17, 2014 (Note 4). In
addition, the Company agreed that to the extent the related party guarantor invested in the IPO, the amount to be
invested by the related party guarantor would be used to pay down the outstanding balance under the 2013 Credit
Agreement.

Initial Public Offering

On May 7, 2014, the Company completed the initial public offering (IPO) of its common stock pursuant to a
Registration Statement on Form S-1. In the IPO, the Company sold an aggregate of 6,200,000 shares of common stock
under the Registration Statement at a public offering price of $10 per share. On May 7, 2014, the Company received
net proceeds of approximately $54.8 million, after deducting underwriting discounts and commissions of $3.3 million
and offering expenses of $3.9 million. Upon the completion of the IPO, the $15.0 million outstanding debt under the
2013 Credit Agreement plus interest was paid in full and all outstanding shares of the Company s convertible preferred
stock and common stock warrants issued with the convertible notes and convertible preferred stock were converted

into 1,967,571 shares of common stock.

Pro Forma Balance Sheet
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The balance sheet data below show, on a pro forma basis, the impact on certain balance sheet items of significant
equity transactions, which occurred subsequent to March 31, 2014. The pro forma balance sheet data give effect to the
following in connection with the completion of the IPO on May 7, 2014:

(i) the sale of 6,200,000 shares of common stock at a price of $10 per share to the public in the IPO, net of
underwriting discounts and unpaid offering costs;

(ii) the payment in full of the $15.0 million debt outstanding under the 2013 Credit Agreement;
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(iii) the amortization in full of the outstanding balance of the deferred financing costs of $1,608 upon full payment of

the outstanding debt;

(iv) the conversion of all of the Company s outstanding convertible preferred stock into an aggregate of 1,691,884
shares of common stock;

(v) the issuance of 275,687 shares of common stock pursuant to the exercise of outstanding warrants to purchase
common stock issued with the Company s convertible notes and convertible preferred stock;

(vi) the elimination of the deferred offering costs of $3,645, and

(vii) the elimination of the $9,998 derivative liability upon exercise of the warrants to purchase common stock.
Selected Balance Sheet Data

Pro Forma as of

Actual as of March 31,
March 31, 2014 2014

Cash and cash equivalents $ 650 $ 42,435
Total assets $ 12,978 $ 49,510
Current portion of long-term debt $ 15,000 $

Derivative liability $ 9,998 $

Total liabilities $ 33,403 $ 6,690
Series A Preferred $ 250 $

Series B Preferred $ 4,215 $

Series C Preferred $ 28,121 $

Series C-2 Preferred $ 13,500 $

Series D-1 Preferred $ 16,952 $

Series D-2 Preferred $ 25,752 $

Total stockholders (deficit) equity $ (109,215) $ 42,820
Total liabilities, redeemable convertible preferred stock, and

stockholders deficit $ 12,978 $ 49,510
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Item 2. Management s Discussion and Analysis of Financial Condition and Results of Operations

Operating results for the three months ended March 31, 2014, are not necessarily indicative of results that may occur
in future interim periods or for the full fiscal year.

This Quarterly Report on Form 10-Q contains statements indicating expectations about future performance and other
forward-looking statements within the meaning of Section 27A of the Securities Act, and Section 21E of the Exchange
Act, that involve risks and uncertainties. We usually use words such as may, will,  should, could, expect,

plan,  anticipate,  believe, estimate, predict, intend, or the negative of these terms or similar
expressions to identify these forward-looking statements. These statements appear throughout this Quarterly Report
on Form 10-Q and are statements regarding our current expectation, belief or intent, primarily with respect to our
operations and related industry developments. Examples of these statements include, but are not limited to, statements
regarding the following: our business and scientific strategies; the progress of our and our collaborators product
development programs, including clinical testing, and the timing of results thereof; our corporate collaborations and
revenues that may be received from our collaborations and the timing of those potential payments; our expectations
with respect to regulatory submissions and approvals; our drug discovery technologies; our research and
development expenses,; protection of our intellectual property; sufficiency of our cash and capital resources and the
need for additional capital; and our operations and legal risks. You should not place undue reliance on these
forward-looking statements. Our actual results could differ materially from those anticipated in these forward-looking
statements for many reasons, including as a result of the risks and uncertainties discussed under the heading Risk
Factors in Item 1A of Part Il of this Quarterly Report on Form 10-Q. Any forward-looking statement speaks only as
of the date on which it is made, and we undertake no obligation to update any forward-looking statement to reflect
events or circumstances dfter the date on which the statement is made or to reflect the occurrence of unanticipated
events. New factors emerge from time to time, and it is not possible for us to predict which factors will arise. In
addition, we cannot assess the impact of each factor on our business or the extent to which any factor, or combination
of factors, may cause actual results to differ materially from those contained in any forward-looking statements.

Overview

We are a pharmaceutical company committed to the discovery, development and commercialization of novel
anti-infectives to address significant unmet therapeutic needs. We are developing our lead product candidate,
SCY-078, as a novel oral and intravenous (IV) drug for the treatment of serious and life-threatening invasive fungal
infections in humans. SCY-078 has been shown to be effective in vitro and in vivo in animal studies against a broad
range of Candida and Aspergillus fungal species, including drug resistant strains. These important pathogens account
for approximately 85% of invasive fungal infections in the United States and Europe. SCY-078 was shown to be
sufficiently safe and well-tolerated in multiple Phase 1 studies to support progression to Phase 2 studies. We anticipate
that the first patient will be enrolled in the second half of 2014 in a Phase 2 study with an oral formulation of
SCY-078 for the treatment of invasive Candida infection, a common and often fatal invasive fungal infection, and
anticipate beginning studies with an IV formulation of SCY-078 in 2015. In addition to pursuing the development of
SCY-078, we are planning to use our platform of enfumafungin derivatives and expertise to expand our anti-fungal
portfolio. We also have clinical and preclinical assets based on the use of cyclophilin inhibitors to treat viral diseases,
and provide contract research and development services, primarily in the field of animal health, which currently
generate substantially all of our revenue.

We are an emerging growth company. Under the Jumpstart Our Business Startups Act of 2012, or JOBS Act,
emerging growth companies can delay adopting new or revised accounting standards until such time of those
standards apply to private companies. We have irrevocably elected not to adopt this exemption from new or revised
accounting standards, and therefore, we will be subject to the same new or revised accounting standards as other
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public companies that are not emerging growth companies.
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As a spinout from Aventis in 2000, we began as a chemistry and animal health services company, providing contract
research services to third parties. Through the provision of these contract research and development services, we built
significant expertise in parasitic infections and drug discovery. Since our formation, we have expanded our animal
health capabilities and have discovered a number of proprietary compounds.

The majority of the cash generated by the provision of contract research and development services and the additional
capital we have raised has been used to develop proprietary compounds, including SCY-635, our cyclophilin inhibitor
compound. In 2013, we exclusively licensed SCY-078 from Merck Sharp & Dohme, or Merck, in the field of human
health, and Merck transferred to us the investigational new drug application pending with the U.S. Food and Drug
Administration, or the FDA, as well as all data Merck had developed for the compound, plus active pharmaceutical
ingredient and tablets. In 2014, Merck assigned the patents to us related to SCY-078 that it had exclusively licensed to
us. We are currently seeking a partner for SCY-635 and our cyclophilin inhibitor platform, and are focusing our
resources on the development of SCY-078.

Recent Developments

On May 7, 2014, we completed our TPO, whereby we sold a total of 6,200,000 shares of our common stock at $10 per
share for net proceeds of $54.8 million (after underwriting discounts, commissions, and estimated offering costs).

On May 7, 2014, $15.0 million of the proceeds from the IPO, which was invested by the related party who guaranteed
the 2013 Credit Agreement, was used to pay in full the outstanding borrowings under the 2013 Credit Agreement.

On May 7, 2014, upon completion of our IPO, all outstanding shares of our redeemable convertible preferred stock
were converted into 1,691,884 shares of common stock, and all outstanding warrants issued with our convertible notes
to purchase common stock were exercised with respect to 275,687 shares of our common stock in which we received
proceeds of $0.1 million in connection with such exercise.

Collaborations and Licensing Agreements

We have signed a number of licensing and collaboration agreements with partners in human and animal health,
including: (1) Merck, a pharmaceutical company, under which we exclusively licensed from Merck its rights to
SCY-078 in the field of human health, and agreed to pay Merck milestones upon the occurrence of specified events
and will pay tiered royalties based on worldwide sales of SCY-078 when and if it is approved (in 2014, Merck
assigned the patents to us related to SCY-078 that it had exclusively licensed to us and, as contemplated by the
agreement, we will continue to pay milestones and royalties); (2) Merial, a wholly owned subsidiary of Sanofi, under
which we provide animal health research services on a fee for service basis and, with respect to certain product
candidates, potential milestones and royalties; (3) R-Pharm, CJSC, a leading supplier of hospital drugs in Russia,
granting them exclusive rights in the field of human health to develop and commercialize SCY-078 in Russia and
several smaller non-core markets, under which we are entitled to receive potential milestones and royalties; and

(4) Dechra Ltd., a UK listed international veterinary pharmaceutical business, granting Dechra rights to SCY-641 in
the field of animal health, including dog dry eye, under which we are entitled to receive potential milestones and
royalties.

Components of Operating Results

Revenue
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To date, we have derived substantially all of our revenue from the provision of our contract research and development
services. In addition, we have received upfront and milestone payments in connection with our collaboration and
licensing agreements. We expect that any revenue we generate will fluctuate from quarter to quarter as a result of the
variability in the amounts of our contract research and development services provided, the achievement of
collaboration milestones, and the consummation of new licensing arrangements. We do not
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expect to generate revenue from product sales for at least the next several years. If we or our collaborators fail to
complete the development of product candidates in a timely manner or obtain their regulatory approval, our ability to
generate future revenue, and our results of operations and financial position, would be materially adversely affected.

Revenue is recognized when all of the following conditions are met: (1) persuasive evidence of an arrangement exists,
(2) rendering of services is complete, (3) fees are fixed or determinable, and (4) collection of fees is reasonably
assured.

Cost of Revenue

Cost of revenue primarily consists of salaries and personnel-related costs, including employee benefits and any
stock-based compensation. Additional expenses include facilities and equipment costs directly associated with
generating revenue, allocated overhead, materials, contracted consultants and other direct costs.

We allocate expenses associated with our facilities, information technology costs, and depreciation and amortization,
between cost of revenue and operating expenses. Allocations are based on employee headcount and determined by the
nature of work performed.

Research and Development Expense

Research and development expense consists of expenses incurred while performing research and development
activities to discover, develop or improve potential product candidates we seek to develop. This includes conducting
preclinical studies and clinical trials, manufacturing development efforts and activities related to regulatory filings for

product candidates. We recognize research and development expenses as they are incurred. Our research and
development expense primarily consists of:

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

costs related to executing preclinical and clinical trials;

fees paid to consultants and other third parties who support our product candidate development and
intellectual property protection;

other costs in seeking regulatory approval of our products; and

allocated overhead.
The table below summarizes the total costs incurred for each of our key research and development projects during the
periods presented:
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For the Three Months Ended March 31,

2014 2013
(dollars in thousands)
Cyclophilin Inhibitor Platform $ 480 $ 996
SCY-078 840 158
Total Research and Development $ 1,320 $ 1,154

Our cyclophilin inhibitor platform and SCY-078 projects were the only key research and development projects during
the periods presented. We plan to increase our research and development expense for the foreseeable future as we
continue our effort to develop SCY-078 and to further advance the development of our other product candidates,
subject to the availability of additional funding.
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The successful development of product candidates is highly uncertain. At this time, we cannot reasonably estimate the
nature, timing or costs required to complete the remaining development of any product candidates. This is due to the
numerous risks and uncertainties associated with the development of product candidates.

Selling, General and Administrative Expense

Selling, general and administrative expense consists primarily of salaries and personnel-related costs, including
employee benefits and any stock-based compensation. This includes personnel in executive, finance, sales, human
resources and administrative support functions. Other expenses include facility-related costs not otherwise allocated to
cost of revenue or research and development expense, professional fees for auditing, tax and legal services, consulting
costs for general and administrative purposes, information systems maintenance and marketing efforts.

We expect that our selling, general and administrative expense will increase as we operate as a public reporting
company and develop and commercialize SCY-078. We believe that these increases will likely include increased costs
for director and officer liability insurance, costs related to the hiring of additional personnel, and increased fees for
outside consultants, lawyers and accountants. We also expect to incur increased costs to comply with corporate
governance, internal controls, investor relations, disclosure and similar requirements applicable to public reporting
companies.

Gain on Sale of Asset

In May 2012, we sold the rights to internally developed research software to a third-party for $4.5 million. We
received an initial payment of $3.5 million in May 2012, and subsequent payment of $0.5 million in February 2013.
We recorded these payments as a gain on sale of asset within total operating expenses in the period payment was
received, net of transaction expenses. A final payment of $0.5 million was recorded in May 2013 that completed the
sale transaction.

Other Income (Expense)

Substantially all of our other income (expense) consists of non-cash costs associated with:

a related party guarantee of our outstanding credit facility;

interest on related party convertible debt; and

fair value adjustments to our derivative liability for warrants issued in conjunction with the related party
convertible debt.
Interest paid on our outstanding bank debt comprises substantially all of the remaining other income (expense).

In April 2010, we entered into a $15.0 million credit facility agreement with HSBC Bank USA, National Association,
or HSBC, which we refer to as the 2010 Credit Agreement. This 2010 Credit Agreement was guaranteed by a related

party. We concluded that the guarantee represents a deemed contribution and recognized the value of the guarantee as
deferred financing costs. The value of the guarantee was determined based on the difference between the 2010 Credit
Agreement s stated interest rate and the interest rate that would apply if there had been no guarantee from the related
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party. The value was determined to be $6.3 million at the time the 2010 Credit Agreement was established and was
amortized over the life of the 2010 Credit Agreement. On March 8, 2013, the 2010 Credit Agreement and related
party guarantee were extended through 2014, under the 2013 Credit Agreement. At the time of the extension, we
concluded that the value of the new guarantee was $3.9 million. This amount was recorded as deferred financing costs
and is being amortized through 2014.

From December 2011 through June 2013, we issued convertible promissory notes totaling $12.3 million to related
parties. These notes accrued interest at a rate of 8% per year. The purchasers of the convertible notes also
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received warrants to purchase common stock. The promissory notes, and accrued interest, were converted into
preferred stock in December 2013. The warrant fair values were accounted for as a debt discount and amortized over
the stated term of the convertibles notes. We concluded that the warrants qualified as a derivative liability and the fair
value of the warrants should be adjusted at each reporting period. The amortization of the debt discount is recorded in
amortization of deferred financing costs and debt discount and the change in the derivative liability is recorded in
derivative fair value adjustment.

Income Tax (Expense) Benefit

Income tax expense consists of U.S. federal and state income taxes. To date, we have not been required to pay U.S.
federal income taxes because of our current and accumulated net operating losses.

Results of Operations

The following table summarizes our results of operations for the three months ended March 31, 2014 and 2013,
together with the changes in those items in dollars and percentage (dollars in thousands):

Three Months Ended
Period-to-Period
March 31, 2014 March 31, 2013 Change
Percentage of Percentage of

Amount Revenue Amount Revenue Amount Percentage
Total revenue $ 4,705 100.%  $ 4,795 100.% $ (90) -1.9%
Cost of Revenue 3,960 84.2% 4,148 86.5% (188) -4.5%
Gross Margin 745 15.8% 647 13.5% 98 15.1%
Operating expenses:
Research and development 1,320 28.1% 1,154 24.1% 166 14.4%
Selling, general and administrative 1,206 25.6% 1,091 22.8% 115 10.5%
Gain on sale of asset 0.0% (514) -10.7% 514 -100.0%
Total operating expenses 2,526 53.7% 1,731 36.1% 795 45.9%
Loss from operations (1,781) -37.9% (1,084) -22.6% (697) 64.3%
Other income (expense):
Amortization of deferred financing
costs and debt discount (536) -11.4% (709) -14.8% 173 -24.4%
Derivative fair value adjustment 2,783 59.1% 0.0% 2,783 *
Interest expense (44) -0.9% (50) -1.0% 6 -12.0%
Interest expense related party 0.0% (226) -4.7% 226 -100.0%
Other expense (10) -0.2% 0.0% (10) i
Total other income (expense): 2,193 46.6% (985) -20.5% 3,178 -322.6%
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Net Income (Loss) $ 412 8.8%  $(2,069) 43.1%  $2,481 -119.9%

* Not applicable or meaningful
Revenue. For the three months ended March 31, 2014, revenue of $4.7 million remained relatively consistent with
revenue of $4.8 million for the three months ended March 31, 2013.

Cost of Revenue. For the three months ended March 31, 2014, cost of revenue of $3.9 million remained relatively
consistent with the $4.1 million of cost of revenues for the three months ended March 31, 2013.

Research and Development. For the three months ended March 31, 2014, research and development of $1.3 million
was relatively consistent with the $1.2 million for the three months ended March 31, 2013.
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Selling, General & Administrative. For the three months ended March 31, 2014, selling, general and administrative
expenses of $1.2 million was largely unchanged from the $1.1 million for the three months ended March 31, 2103.
The increase of $0.1 million, or 10.5%, was primarily attributable to increase in compensation expense of $0.1
million.

Gain/Loss on Sale of Assets. For the three months ended March 31, 2014, gain on sale of asset decreased to zero
compared to $0.5 million in the three months ended March 31, 2013. The amount recorded during the first quarter of
2013 represents a partial payment on the sale of proprietary software.

Amortization of Deferred Financing Costs. For the three months ended March 31, 2014, amortization of deferred
financing costs decreased to $0.5 million compared to $0.7 million in the three months ended March 31, 2013. The
decrease of $0.2 million, or 24.4%, was the result of an additional amount of amortization expense recorded during
the three months ended March 31, 2013. During March 2013, the 2010 Credit Agreement and related party guarantee
were extended through 2014. At the time of the extension, the remaining unamortized balance of deferred financing
costs of $0.2 million from the 2010 Credit Agreement was immediately recognized as expense.

Derivative Fair Value Adjustment. For the three months ended March 31, 2014, derivative fair value adjustment was a
$2.8 million gain compared to $0 in the three months ended March 31, 2013. The gain was due to the decrease in the
estimated fair value of our common stock, from $47.74 per share as of December 31, 2013 to $36.77 per share as of
March 31, 2014. We estimate an additional gain of $7.2 million will be recognized for the three months ending

June 30, 2014 due to the further decrease in the estimated fair value of our common stock from $36.77 per share as of
March 31, 2014, to the actual fair value of $10.00 per share on the TPO date of May 2, 2014.

Interest Expense  Related Party. For the three months ended March 31, 2014, interest expense related party was zero
compared to $0.2 million in the three months ended March 31, 2013. As of March 31, 2014 and 2013, the convertible
promissory notes issued and outstanding was $0 and $11.4 million, respectively. There was no interest expense

related party recognized in the three months ended March 31, 2014, since the outstanding principal and interest of all
convertible promissory notes issued to related parties were already converted into Series D Preferred stock in

December 2013.

Liquidity and Capital Resources
Sources of Liquidity

Through March 31, 2014, we have funded our operations through revenue from the provision of contract research and
development services and $79.8 million from debt and equity issuances. As of March 31, 2014, we had cash and cash
equivalents of approximately $0.6 million, compared to $1.4 million as of December 31, 2013.

We have incurred losses since our inception. The net income reported as of March 31, 2014 was due to the decrease in
the fair value of our common stock that affected the fair value of our derivative liability. As of March 31, 2014, we
have reported an accumulated deficit of $112.9 million. We anticipate that we will continue to incur losses for at least
the next several years. We expect that our research and development and selling, general and administrative expenses
will continue to increase and, as a result, we may need additional capital to fund our operations, which we may obtain
through one or more of equity offerings, debt financings, or other third-party funding, strategic alliances and licensing
or collaboration arrangements.

In April 2010, we entered into the 2010 Credit Agreement with HSBC Bank, which was comprised of a $5.0 million
term loan and a $10.0 million revolving credit facility. Borrowings under this 2010 Credit Agreement carried interest
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at a rate of London InterBank Offered Rate plus 0.95% per annum. The 2010 Credit Agreement required interest-only
payments through March 2013 and all outstanding borrowings under the 2010 Credit Agreement were due on

March 11, 2013. The 2010 Credit Agreement contained no financial covenants and was guaranteed by a related party
that has an investment in our company.
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In March 8, 2013, we entered into an agreement to amend the 2010 Credit Agreement with HSBC Bank (the 2013
Credit Agreement ). The 2013 Credit Agreement required interest-only payments through December 31, 2014 and all
outstanding borrowings were due on December 31, 2014, while other significant terms of the 2010 Credit Agreement
remained the same. The 2013 Credit Agreement was guaranteed by a related party that has an investment in our
company. The full amounts of both the $5.0 million term loan and the $10.0 million revolving credit facility were
outstanding as of March 31, 2014 and December 31, 2013. The weighted-average interest rate was 1.2% and 1.4% for
the three months ended March 31, 2014 and 2013, respectively.

In December 2011, we issued convertible notes and warrants to related parties that hold direct investments in our
company and received proceeds of $5.5 million. The total principal amount of the convertible notes was $5.5 million
and the convertible notes bore interest at a rate of 8% per annum. In January and May of 2012, we received

$0.2 million and $5.7 million, respectively, from the issuance of additional convertible notes and warrants under the
same agreement. In June 2013 we issued convertible notes that bore interest at a rate of 8% per annum to related
parties that hold direct investments in our company and received proceeds of $0.9 million. On December 11, 2013, in
connection with the stock purchase described in the next sentence, the total principal and interest then outstanding on
the convertible notes amounting to $14.0 million were converted into Series D-1 and Series D-2 convertible preferred
stock. In December 2013, we issued shares of our convertible preferred stock and warrants to purchase shares of our
common stock to existing investors in our company and received net proceeds of $2.4 million.

In January 2014, we issued shares of our convertible Series D-2 Preferred Stock and warrants to purchase shares of
our common stock to existing investors in our company and received net proceeds of $0.5 million.

On May 7, 2014, we completed our IPO of our common stock pursuant to a Registration Statement that was declared
effective on May 2, 2014. We sold 6,200,000 shares of our common stock at a price of $10.00 per share. As a result of
the TPO, we raised a total of $54.8 million in net proceeds after deducting underwriting discounts and commissions of
$3.3 million and offering expenses of $3.9 million. Costs directly associated with our IPO were capitalized and
recorded as deferred offering costs prior to the completion of the IPO. These costs will be recorded as a reduction of
the proceeds received in arriving at the amount to be recorded in additional paid-in capital. Upon completion of the
IPO, all outstanding shares of our preferred stock were converted into 1,691,884 shares of our common stock. In
addition, we issued 275,687 shares of common stock in relation to the warrants to purchase our common stock that
were exercised.

On May 7, 2014, $15.0 million of the proceeds from the IPO, which was invested by the related party who guaranteed
the 2013 Credit Agreement, was used to pay in full the outstanding borrowings under the 2013 Credit Agreement, and
thereby releasing the related party guarantor from all obligations in relation to the 2013 Credit Agreement.

Cash Flows

The following table sets forth the significant sources and uses of cash for the three months ended March 31, 2014 and
2013:

For the Three Month Ended March 31,

2014 2013
(unaudited; dollars in thousands)
Net cash provided by (used in) operating activities $ 161 $ (1,851)
Net cash (used in) provided by investing activities (74) 248

Table of Contents 57



Edgar Filing: SCYNEXIS INC - Form 10-Q

Net cash used in financing activities (839)

Net decrease in cash and cash equivalents $ (752

28

Table of Contents

$

(1,603)

58



Edgar Filing: SCYNEXIS INC - Form 10-Q

Table of Conten
Operating Activities:

Net cash provided by operating activities of $0.2 million for the three months ended March 31, 2014, primarily
consisted of the receipt on an upfront payment from a partner of $0.5 million, an advance payment for second quarter
2014 work of $0.6 million and an increase in accounts payable and accrued expenses of $0.6 million, largely offset by
the operating loss that would have resulted but for the $2.8 million change in derivative liability incurred during the
quarter. Net cash used in operating activities of $1.9 million for the three months ended March 31, 2013, primarily
consisted of a $2.1 million operating loss, offset in part by non-cash charges for depreciation and amortization of $1.1
million but increased by a gain on sale of asset of $0.5 million, and an increase in accounts receivable and unbilled
receivables of $0.2 million, and prepaid expenses of $0.1 million and a decrease in accounts payable and accrued
expenses of $0.2 million.

Investing Activities

Net cash used in investing activities for the three months ended March 31, 2014 was for the purchase of property and
equipment.

Net cash provided by investing activities of $0.2 million for the three months ended March 31, 2013 primarily
consisted of the proceeds from the sale of internally developed research software of $0.5 million, net of transaction
expenses, partially offset by the purchase of property and equipment in the amount of $0.3 million.

Financing Activities

Net cash used in financing activities for the three months ended March 31, 2014 consisted of $1.4 million of payments
for deferred offering costs, which was partially offset by $0.5 million in proceeds raised from the issuance of series
D-2 Preferred Shares.

There were no financing activities affecting cash flows for the three months ended March 31, 2013.
Future Funding Requirements

To date, we have not generated any revenue from product sales. We do not know when, or if, we will generate any
revenue from product sales. We do not expect to generate significant revenue from product sales unless and until we
obtain regulatory approval of and commercialize SCY-078. We do not expect our contract research and development
services to support our funding needs associated with the development of SCY-078. In addition, we expect our
expenses to increase in connection with our ongoing development activities, particularly as we continue the research,
development and clinical trials of, and seek regulatory approval for, product candidates. We anticipate that we will
need substantial additional funding in connection with our continuing operations.

Based upon our current operating plan, we believe that the net proceeds from our IPO, together with our existing cash
and cash equivalents, will enable us to fund our operating expenses and capital expenditure requirements through at
least the first half of 2016. We have based our estimates on assumptions that may prove to be wrong, and we may use
our available capital resources sooner than we currently expect. Because of the numerous risks and uncertainties
associated with the development and commercialization of product candidates, we are unable to estimate the amounts
of increased capital outlays and operating expenditures necessary to complete the development of product candidates.

Our future capital requirements will depend on many factors, including:
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the progress, costs, and the clinical development of SCY-078;

the outcome, costs and timing of seeking and obtaining FDA and any other regulatory approvals;

the ability of product candidates to progress through clinical development successfully;

29

Table of Contents

60



Edgar Filing: SCYNEXIS INC - Form 10-Q

Table of Conten

our need to expand our research and development activities;

the costs associated with our continuing to support our ability to provide contract research and development
services;

the costs associated with securing, establishing and maintaining commercialization and manufacturing
capabilities;

our ability to maintain, expand and defend the scope of our intellectual property portfolio, including the
amount and timing of any payments we may be required to make, or that we may receive, in connection with
the licensing, filing, prosecution, defense and enforcement of any patents or other intellectual property
rights;

our need and ability to hire additional management and scientific and medical personnel;

our need to implement additional internal systems and infrastructure, including financial and reporting
systems; and

the economic and other terms, timing and success of our existing licensing arrangements and any

collaboration, licensing or other arrangements into which we may enter in the future.
Until such time, if ever, as we can generate substantial revenue from product sales, we expect to finance our cash
needs through a combination of equity offerings, debt financings, or other third-party funding, cash generated from the
provision of contract research and development services, marketing and distribution arrangements, or other
collaborations, strategic alliances or licensing arrangements. To the extent that we raise additional capital through the
sale of equity or convertible debt securities, the ownership interests of our common stockholders will be diluted, and
the terms of these securities may include liquidation or other preferences that adversely affect the rights of our
common stockholders. Debt financing, if available, may involve agreements that include covenants limiting or
restricting our ability to take specific actions, such as incurring additional debt, making capital expenditures or
declaring dividends. If we raise additional funds through other third-party funding, marketing and distribution
arrangements or other collaborations, strategic alliances or licensing arrangements with third parties, we may have to
relinquish valuable rights to our technologies, future revenue streams, research programs or product candidates or to
grant licenses on terms that may not be favorable to us.

Contractual Obligations, Commitments and Contingencies

There have been no material changes in our contractual obligations, commitments or contingencies since
December 31, 2014, except that the $15 million bank facility was repaid on May 7, 2014.

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 SEC rules.
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Critical Accounting Policies and Significant Judgments and Estimates

Our management s discussion and analysis of our financial condition and results of operations is based on our financial
statements, which we have prepared in accordance with accounting principles generally accepted in the United States,
or GAAP. The preparation of our 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 our
financial statements, as well as the reported revenues and expenses during the reported periods. We evaluate these
estimates and judgments on an ongoing basis. We base our estimates on historical experience and on various other
factors that we believe are reasonable under the circumstances, the results of which form the basis for making
judgments about the carrying value of assets and liabilities that are not readily apparent from other sources. Actual
results may differ from these estimates under different assumptions or conditions.

30

Table of Contents 62



Edgar Filing: SCYNEXIS INC - Form 10-Q

Table of Conten

Our critical accounting policies have not changed materially from those described in our Registration Statement under
the Securities Act of 1933, as amended, filed with the Securities and Exchange Commission on April 30, 2014.

Item 3. Quantitative and Qualitative Disclosure about Market Risk
Interest Rate Sensitivity

Our cash and cash equivalents as of March 31, 2014 consisted of cash maintained in several FDIC insured operating
accounts. Our primary exposure to market risk for our cash and cash equivalents is interest income sensitivity, which
is affected by changes in the general level of U.S interest rates. However, we do not believe a sudden change in the
interest rates would have a material impact on our financial condition or results of operations.

During the quarter ended March 31, 2014, we were subject to interest rate risk in connection with borrowing under our
2013 Credit Agreement, which comprised a $5.0 million term loan and a $10.0 million revolving credit facility.
Borrowings under the 2013 Credit Agreement carried interest at a rate of LIBOR plus 0.95% per annum. Any
borrowings under the 2013 Credit Agreement were at a variable rate and, as a result, increases in market interest rates
would generally result in increased interest expense on our outstanding borrowings. As of March 31, 2014, we had
$15.0 million outstanding under the 2013 Credit Agreement. As a result, each change of one percentage point in
interest rates resulted in an approximate $0.2 million change in our annual interest expense on our outstanding
borrowings.

Item 4. Controls and Procedures
Management s Evaluation of our Disclosure Controls and Procedures

We maintain disclosure controls and procedures that are designed to ensure that information required to be disclosed
in the reports that we file or submit under the Securities Exchange Act of 1934 is (1) recorded, processed,
summarized, and reported within the time periods specified in the SEC s rules and forms and (2) accumulated and
communicated to our management, including our principal executive officer and principal financial officer, to allow
timely decisions regarding required disclosure.

As of March 31, 2014, our management, with the participation of our principal executive officer and principal
financial officer, evaluated the effectiveness of our disclosure controls and procedures (as defined in Rules 13a-15(e)
and 15d-15(e) under the Securities Exchange Act of 1934). Our management recognizes that any controls and
procedures, no matter how well designed and operated, can provide only reasonable assurance of achieving their
objectives, and management necessarily applies its judgment in evaluating the cost-benefit relationship of possible
controls and procedures. Our principal executive officer and principal financial officer have concluded based upon the
evaluation described above that, as of March 31, 2014, our disclosure controls and procedures were effective at the
reasonable assurance level.

Changes in Internal Control Over Financial Reporting
During the quarter ended March 31, 2014, there have been no changes in our internal control over financial reporting,

as such term is defined in Rules 13a-15(f) and 15(d)-15(f) promulgated under the Securities Exchange Act of 1934,
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 1A. Risk Factors

In evaluating our business, you should carefully consider the following risks, as well as the other information
contained in this Quarterly Report on Form 10-Q. These risk factors could cause our actual results to differ
materially from those contained in forward-looking statements we have made in this Quarterly Report on Form 10-Q
and those we may make from time to time. If any of the following risks actually occurs, our business, financial
condition and operating results could be harmed. The risks and uncertainties described below are not the only ones
facing us. Additional risks and uncertainties not presently known to us, or that we currently see as immaterial, may
also harm our business. The risks facing our business have not changed substantively from those discussed in our
Registration Statement on Form S-1/A as filed with the SEC on April 30, 2014, except for those risk factors below
designated by an asterisk (*).

Risks Relating to Our Financial Condition and Need for Additional Capital

We have never been profitable, we have no products approved for commercial sale, and to date we have not
generated any revenue from product sales. As a result, our ability to curtail our losses and reach profitability is
unproven, and we may never achieve or sustain profitability.*

We are not profitable and do not expect to be profitable in the foreseeable future. We have incurred net losses in each
year since our inception, including net losses of approximately $30.5 million for the year ended December 31, 2013.
We had net income of $0.4 million for the three months ended March 31, 2014, primarily due to a derivative fair value
adjustment, and expect to incur a net loss for the year ended December 31, 2014. As of March 31, 2014, we had an
accumulated deficit of approximately $113 million. Although we have generated revenues through our contract
research and development services, these revenues have not been sufficient to support our business, and so in addition
we have financed our operations through the sale of convertible preferred stock and convertible debt. We intend to
devote a majority of our financial resources to the development of SCY-078, our lead product candidate. We have not
generated any revenue from product sales. The report of our independent registered public accounting firm on our
financial statements for the year ended December 31, 2013 as filed with our registration statement on Form S-1/A on
April 30, 2014, includes an explanatory paragraph relating to our ability to continue as a going concern. We have
suffered substantial losses from operations and require additional financing.

We expect to continue to incur significant expenses and increasing operating losses for the foreseeable future. The net
losses we incur may fluctuate significantly from quarter to quarter. We anticipate that our expenses will increase
substantially as we:

continue the development of SCY-078;

initiate clinical trials for SCY-078;

seek marketing approvals for SCY-078;
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