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PART I. FINANCIAL INFORMATION
ITEM 1. FINANCIAL STATEMENTS
BRICKELL BIOTECH, INC.

CONDENSED CONSOLIDATED BALANCE SHEETS
(in thousands, except share and per share data)

(unaudited)
September 30, December 31,
2019 2018
Assets
Current assets:
Cash and cash equivalents $ 7225 $ 8,067
Marketable securities, available-for-sale 18,473 —
Prepaid expenses and other current assets 5,034 204
Total current assets 30,732 8,271
Property and equipment, net 20 37
Operating lease right-of-use asset 176 —
Intangible assets 441 441
Total assets $ 31,369 $ 8,749
Liabilities, redeemable convertible preferred stock, and stockholders’ equity (deficit)
Current liabilities:
Accounts payable $ 1,291 $ 4,067
Accrued liabilities 3,475 3,272
Lease liability, current portion 75 —
Deferred revenue, current portion 2,464 8,117
Note payable — 4,639
Total current liabilities 7,305 20,095
Contingent consideration 145 145
Lease liability, net of current portion 94 —
Warrant liability — 242
Deferred revenue, net of current portion — 1,595
Research and development funding liability 5,600 =
Total liabilities 13,144 22,077

Redeemable convertible preferred stock (Series A, B, C and C-1), $0.01 par value, 5,000,000 and 4,182,943 shares authorized at

September 30, 2019 and December 31, 2018, respectively; 0 and 1,256,466 shares issued and outstanding at September 30,

2019 and December 31, 2018, respectively; aggregate liquidation preference of $0 and $46,985 at September 30, 2019 and

December 31, 2018, respectively — 58,290
Commitments and contingencies (Note 8)
Stockholders’ equity (deficit):

Common stock, $0.01 par value, 50,000,000 and 8,000,000 shares authorized at September 30, 2019 and December 31,
2018, respectively; 7,810,680 and 589,001 issued and outstanding at September 30, 2019 and December 31, 2018,

respectively 78 6
Additional paid-in capital 92,276 —
Accumulated other comprehensive loss (11) —
Accumulated deficit (74,118) (71,624)

Total stockholders’ equity (deficit) 18,225 (71,618)
Total liabilities, redeemable convertible preferred stock, and stockholders’ equity (deficit) $ 31,369 $ 8,749

See accompanying notes to these condensed consolidated financial statements.
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BRICKELL BIOTECH, INC.
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

(in thousands, except share and per share data)

Collaboration revenue

Operating expenses:

Research and development

General and administrative

Total operating expenses

Loss from operations

Investment and other income, net

Gain on extinguishment

Interest expense

Change in fair value of derivative liability

Change in fair value of warrant liability
Net loss

Reduction (accretion) of redeemable convertible preferred stock to redemption
value

Net loss attributable to common stockholders

Net loss per share attributable to common stockholders, basic and diluted

Weighted-average shares used to compute net loss per share attributable to
common stockholders, basic and diluted

(unaudited)
Three Months Ended Nine Months Ended
September 30, September 30,
2019 2018 2019 2018
$ 1,183  $ 3,042 7,248 $ 8,415
3,337 4,135 13,585 8,571
3,901 1,206 7,290 4,694
7,238 5,341 20,875 13,265
(6,055) (2,299) (13,627) (4,850)
54 23 64 45
2,318 — 2,318 —
(1,098) (267) (1,982) (769)
_ _ 11) _
— 2 223 8
(4,781) (2,541) (13,015) (5,566)
(82) (966) 10,274 (5,071)
$ (4,863) $ (3,507) 2,741) $ (10,637)
$ (1.65) (5.98) (1.98) $ (18.13)
2,943,896 586,738 1,382,592 586,701

See accompanying notes to these condensed consolidated financial statements.
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BRICKELL BIOTECH, INC.
CONDENSED CONSOLIDATED STATEMENTS OF COMPREHENSIVE LOSS
(in thousands)

(unaudited)
Three Months Ended Nine Months Ended
September 30, September 30,
2019 2018 2019 2018

Net loss $ 4,781) $ 2,541) $ (13,015) $ (5,566)
Other comprehensive loss:

Unrealized loss on available-for-sale marketable securities arising during

holding period, net of tax benefit of $0 (11) — (11) —
Total comprehensive loss $ 4,792) $ 2,541) $ (13,026) $ (5,566)

See accompanying notes to these condensed consolidated financial statements.

6



BRICKELL BIOTECH, INC.
CONDENSED CONSOLIDATED STATEMENTS OF REDEEMABLE CONVERTIBLE PREFERRED STOCK AND STOCKHOLDERS’ EQUITY (DEFICIT)
(in thousands, except share and per share data)

(unaudited)
Series A, B, C & C-1 Redeemable
- Accumulated Other Total
Convertible Preferred Stock Common Stock Additional Comprehensive Accumulated Stockholders’
Shares Carrying Value Shares Par Value Paid-In Capital Loss Deficit Equity (Deficit)
Balance, December 31, 2018 1,256,466 $ 58,290 589,001 $ 6 $ = $ = $  (71,624) $ (71,618)
Stock based compensation — — — — 384 — — 384
Reduction of redeemable
convertible preferred
stock to redemption
value — (10,521) — — — — 10,521 10,521
Net loss — — — — — — (4,580) (4,580)
Balance, March 31, 2019
(unaudited) 1,256,466 47,769 589,001 6 384 — (65,683) (65,293)
Stock based compensation — — — — 299 — — 299
Accretion of redeemable
convertible preferred
stock to redemption
value — 165 — — (165) — — (165)
Net loss — — — — — — (3,654) (3,654)
Balance, June 30, 2019
(unaudited) 1,256,466 47,934 589,001 6 518 — (69,337) (68,813)

Accretion of redeemable

convertible preferred

stock to redemption

value — 82 — — (82) — — (82)
Conversion of redeemable

convertible preferred

stock and preferred

stock dividends to

common stock (1,256,466) (48,016) 2,783,951 28 47,988 — — 48,016
Common stock issued in
recapitalization — — 3,367,988 34 36,059 — — 36,093

Conversion of convertible
notes payable and
accrued interest to

common stock — — 1,069,740 10 5,082 — — 5,092
Reclassification of warrant
liability to equity — — — — 1,511 — — 1,511

Common stock warrants
issued in connection
with the research and

development funding
liability = — — — 876 — = 876
Stock based compensation — — — — 324 — — 324

Unrealized loss on
available-for-sale

marketable securities — — — — = (11) — (11)
Net loss — — — — — — (4,781) (4,781)
Balance, September 30, 2019
(unaudited) — s — 7810680 S 78 S 92276 S (A1) § (74118) $ 18225




BRICKELL BIOTECH, INC.

CONDENSED CONSOLIDATED STATEMENTS OF REDEEMABLE CONVERTIBLE PREFERRED STOCK AND STOCKHOLDERS’ EQUITY (DEFICIT)
(in thousands, except share and per share data)

Balance, December 31, 2017

Effect of adoption of Topic

606

Stock based compensation

Issuance of common stock
through exercise of
stock option

Accretion of redeemable
convertible preferred
stock to redemption
value

Net income

Balance, March 31, 2018
(unaudited)
Stock based compensation

Accretion of redeemable
convertible preferred
stock to redemption
value

Net loss

Balance, June 30, 2018
(unaudited)
Stock based compensation

Issuance of common stock
through exercise of stock
option

Accretion of redeemable
convertible preferred stock
to redemption value

Net loss

Balance, September 30, 2018
(unaudited)

Series A, B, C & C-1 Redeemable

(unaudited)

. Total
Convertible Preferred Stock Common Stock Additional Accumulated Other Accumulated Stockholders’
Shares Carrying Value Shares Par Value Paid-In Capital Comprehensive Loss Deficit Deficit

1,256,466 $ 52,354 585,262 6 = $ o (59,942) (59,936)
— — — — — — 2,734 2,734
= = = = 190 = = 190
— 1,438 — 17 — — 17
- 3,240 - — (207) — (3,033) (3,240)
— — — — — 527 527
1,256,466 55,594 586,700 6 — — (59,714) (59,708)
— — — 175 — — 175
— 865 — — (175) — (690) (865)
— — — — — (3,552) (3,552)
1,256,466 56,459 586,700 6 — — (63,956) (63,950)
— — — — 151 — — 151
— 863 — 10 — — 10
— 966 — — (161) — (805) (966)
= = = = = — (2,541) (2,541)
1,256,466  § 57,425 587,563 $ 6 8 —  $ — $ (67,302) $  (67,296)

See accompanying notes to these condensed consolidated financial statements.
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BRICKELL BIOTECH, INC.
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(unaudited, in thousands)

CASH FLOWS FROM OPERATING ACTIVITIES:
Net loss
Adjustments to reconcile net loss to net cash provided by (used in) operating activities:
Depreciation
Accretion of discount on marketable securities
Non-cash interest expense
Change in fair value of derivative liability
Change in fair value of warrant liability
Gain on extinguishment
Amortization of operating lease right-of-use assets
Amortization of convertible promissory notes discount
Amortization of debt discounts and financing costs
Stock-based compensation
Changes in operating assets and liabilities:
Prepaid expenses and other current assets
Accounts payable
Accrued liabilities
Lease liability
Research and development funding liability
Deferred revenue
Net cash provided by (used in) operating activities
CASH FLOWS FROM INVESTING ACTIVITIES:
Cash and cash equivalents acquired in recapitalization
Maturities of marketable securities
Capital expenditures
Net cash provided by (used in) investing activities
CASH FLOWS FROM FINANCING ACTIVITIES:
Payments of principal of note payable
Proceeds from issuance of convertible promissory notes
Proceeds from the exercise of stock options
Net cash provided by (used in) financing activities
NET INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS
CASH AND CASH EQUIVALENTS—BEGINNING
CASH AND CASH EQUIVALENTS—ENDING
Supplement Disclosure of Cash Flow Information:
Interest paid

Supplement Disclosure of Non-Cash Investing and Financing Activities:

Conversion of redeemable convertible preferred stock and preferred stock dividends to common stock

Accretion (reduction) of redeemable convertible preferred stock to redemption value
Shares issued in recapitalization

Accretion of redeemable convertible preferred stock issuance costs

Derivative liability issued with convertible promissory notes

Warrants to purchase common stock issued with funding agreement

Warrants to purchase common stock issued with convertible promissory notes

Change in unrealized loss on available-for-sale marketable securities

See accompanying notes to these condensed consolidated financial statements.
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Nine Months Ended
September 30,
2019 2018
$ (13,015) $ (5,566)
25 37
(25) —
666 —
11 —
(223) ®)
(2,318) —
50 —
828 —
215 310
1,007 516
(2,480) 14
(2,776) 473
(2,207) (343)
(50) —
5,600 —
(7,248) 12,188
(21,940) 7,621
13,017 =
5,500 —
() (®)
18,509 ®)
(4,808) (509)
7,397 —
— 27
2,589 (482)
(842) 7,131
8,067 5,399
$ 7,225 $ 12,530
$ 319 N 310
$ 48,016 $ —
$ (10,377)  $ 5,041
$ 23,076 $ —
$ 103 $ 30
$ 1,442 N —
$ 876 $ =
$ 1,492 $ —
$ 1) 8 =




BRICKELL BIOTECH, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(unaudited)

NOTE 1. ORGANIZATION AND NATURE OF OPERATIONS

Brickell Biotech, Inc. (the “Company” or “Brickell”) is a clinical-stage pharmaceutical company focused on the development of innovative and differentiated prescription
therapeutics for the treatment of debilitating skin diseases. The Company’s pipeline consists of potential novel therapeutics for hyperhidrosis, cutaneous T-cell lymphoma,
psoriasis, and other prevalent dermatological conditions. Its pivotal Phase 3-ready clinical-stage product candidate, sofpironium bromide, is a proprietary new molecular entity
that belongs to a class of medications called anticholinergics. The Company is developing sofpironium bromide as a potential best-in-class, self-administered, once daily, topical
therapy for the treatment of primary axillary hyperhidrosis. The Company’s operations to date have been limited to business planning, raising capital, developing its pipeline
assets (in particular sofpironium bromide), identifying product candidates, and other research and development.

On August 31, 2019, the Company, then known as Vical Incorporated (“Vical”), and Brickell Biotech, Inc., a then privately-held Delaware corporation that began activities in
September 2009 (“Private Brickell”), completed a recapitalization in accordance with the terms of the Agreement and Plan of Merger and Reorganization, dated June 2, 2019, as
further amended on August 20, 2019 and on August 30, 2019 (the “Merger Agreement”), by and among Vical, Vical Subsidiary, Inc., a wholly owned subsidiary of Vical
(“Merger Sub”), and Private Brickell. Pursuant to the Merger Agreement, Merger Sub merged with and into Private Brickell, with Private Brickell surviving as a wholly-owned
subsidiary of Vical (the “Merger”). Additionally, on August 31, 2019, immediately after the completion of the Merger, the Company changed its name from “Vical
Incorporated” to “Brickell Biotech, Inc.” and Private Brickell changed its name from "Brickell Biotech, Inc." to "Brickell Subsidiary, Inc."

The accompanying condensed consolidated financial statements and related notes reflect the historical results of Private Brickell prior to the Merger and of the combined
company following the Merger, and do not include the historical results of Vical prior to the completion of the Merger. These financial statements and related notes should be
read in conjunction with the audited financial statements of Private Brickell for the year ended December 31, 2018, included in the Company’s Form 8-K filed with the
Securities and Exchange Commission (the “SEC”) on September 3, 2019.

On August 31, 2019, in connection with, and prior to the consummation of the Merger, Vical effected a reverse stock split of its common stock, par value$0.01 per share, at a
ratio of 1-for-7 (the “Reverse Stock Split”). Unless otherwise noted herein, references to share and per-share amounts give retroactive effect to the Reverse Stock Split.

On August 31, 2019, all shares of preferred stock of Private Brickell converted into shares of common stock of Private Brickell on @ne-for-one basis.

At the effective date of the Merger, the Company issued shares of its common stock to Private Brickell stockholders, at an exchange rate of approximatel2.4165 shares of
common stock in exchange for each share of Private Brickell common stock outstanding immediately prior to the Merger (the “Exchange Ratio”). The exchange rate was
calculated by a formula that was determined through arms-length negotiations between the Vical and Private Brickell. Unless otherwise noted herein, references to share and
per-share amounts give retroactive effect to the Reverse Stock Split and the Exchange Ratio, which was effected upon the Merger.

Immediately following the consummation of the Merger, there were 7,810,680 shares of common stock issued and outstanding, with Private Brickell’s former securityholders
beneficially owning approximately 57% of the outstanding shares of common stock and Vical’s former securityholders beneficially owning approximately43% of the
outstanding shares of common stock.

Funding Agreement with NovaQuest

On August 31, 2019, concurrent with the Merger Agreement, the Company entered into a research and development arrangement with NovaQuest Capital Management, LLC
(“NovaQuest”) pursuant to which NovaQuest committed up to $25.0 million in research and development funding to the Company following the closing of the Merger (the
“Funding Agreement”). These proceeds will partially fund the Company's Phase 3 clinical trials in the United States for sofpironium bromide. The Company issued a warrant to
NovaQuest to purchase 241,225 shares of common stock. Additional details of this agreement are described inNote 4. In October 2019, additional funding was temporarily
suspended. Refer to Note 11 for additional details.



Liquidity and Capital Resources

The accompanying condensed consolidated financial statements have been prepared assuming that the Company will continue as a going concern, which contemplates the
realization of assets and the settlement of liabilities and commitments in the normal course of business. The condensed consolidated financial statements do not reflect any
adjustments relating to the recoverability and reclassification of assets and liabilities that might be necessary if the Company is unable to continue as a going concern. The
Company has incurred significant operating losses and has an accumulated deficit as a result of ongoing efforts to develop product candidates, including conducting preclinical
and clinical trials and providing general and administrative support for these operations. For the nine months ended September 30, 2019, the Company had a net loss of $13.0
million and net cash used in operating activities of$21.9 million. As of September 30, 2019, the Company had cash, cash equivalents, and marketable securities of$25.7
million, and an accumulated deficit of$74.1 million.

Pending resolution of the contentious matter discussed further in Note 11 and NovaQuest resuming additional funding, the Company intends to conserve its resources. The
advancement of the Phase 3 clinical trials for sofpironium bromide may be negatively impacted by these developments. The Company may take actions to reduce its cash
spend, including delaying the start of the clinical trials or staff reductions. Taking these measures into account, the Company believes that its cash, cash equivalents, and
marketable securities as of September 30, 2019 would be sufficient to fund its operations for at least the next 12 months from the issuance of these condensed consolidated
financial statements.

The Company expects to continue to incur additional substantial losses in the foreseeable future as a result of the Company’s research and development activities. Additional
funding will be required in the future to maintain the Company’s current and proposed research activities. There can be no assurance that additional equity or debt financing will
be available on acceptable terms, if at all. If the Company is unable to raise additional funding to meet its working capital needs in the future, it will be forced to delay or reduce
the scope of its research programs and/or limit or cease its operations.

NOTE 2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Basis of Presentation

The accompanying condensed consolidated financial statements include the accounts of the Company and its wholly-owned subsidiary, Brickell Subsidiary, Inc., are presented
in U.S. dollars and have been prepared in accordance with accounting principles generally accepted in the United States of America (“US GAAP”) and applicable rules and
regulations of the SEC for interim reporting. As permitted under those rules and regulations, certain footnotes or other financial information normally included in financial
statements prepared in accordance with US GAAP have been condensed or omitted. These condensed consolidated financial statements have been prepared on the same basis as
the annual financial statements and, in the opinion of management, reflect all adjustments, consisting only of normal recurring adjustments, which are necessary for a fair
presentation of the Company’s financial information. The results of operations for the three and nine months ended September 30, 2019 are not necessarily indicative of the
results to be expected for the full year ending December 31, 2019, for any other interim period, or for any other future period. The condensed consolidated balance sheet as of
December 31, 2018 has been derived from audited financial statements at that date but does not include all of the information required byUS GAAP for complete financial
statements. All intercompany balances and transactions have been eliminated in consolidation.

The Merger has been accounted for as a recapitalization. Prior to the Merger, Vical wound down its pre-merger business assets and liabilities. The owners and management of
Private Brickell have actual and effective voting and operating control of the combined company. In the Merger transaction, Vical is the accounting acquiree and Private
Brickell is the accounting acquirer. A recapitalization is equivalent to the issuance of stock by the private operating company for the net monetary assets of the accounting
acquiree accompanied by a recapitalization with accounting similar to that resulting from a reverse acquisition, except that no goodwill or intangible assets are recorded.
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In connection with the Merger, 3,367,988 shares of common stock were transferred to the existing Vical stockholders and the Company assumed approximately$36.1 million in
net tangible assets from Vical, which were recorded as charges against additional paid-in capital. The following table summarizes the net assets acquired based on their
estimated fair values immediately prior to the Merger (in thousands):

Cash and cash equivalents $ 13,017
Marketable securities 23,959
Prepaid expenses and other current assets 1,474
Accrued liabilities (2,357)
Net acquired tangible assets $ 36,093

In connection with the Merger, the Company assumed warrants previously held by Vical, which provide the warrantholder the right to purchase891,582 shares of common
stock at an exercise price of $0.07 (the “Vical Warrants”). The Vical Warrants were classified as equity.

The combined company assumed all the outstanding options, under Vical’s equity incentive plan (the "Vical Plan") with such options representing the right to purchase a
number of shares of Brickell common stock previously represented by such options, as adjusted for the recapitalization.

Use of Estimates

The Company’s condensed consolidated financial statements are prepared in accordance withUS GAAP, which requires it to make estimates and assumptions that affect the
reported amounts of assets and liabilities and disclosure of contingent assets and contingent liabilities at the date of the financial statements and the reported amounts of
revenues and expenses during the reporting period. Although these estimates are based on the Company’s knowledge of current events and actions it may take in the future,
actual results may ultimately differ from these estimates and assumptions.

Risks and Uncertainties

The Company’s business is subject to significant risks common to early-stage companies in the pharmaceutical industry including, but not limited to, the ability to develop
appropriate formulations, scale up and production of the compounds, dependence on collaborative parties, uncertainties associated with obtaining and enforcing patents and
other intellectual property rights, clinical implementation and success, the lengthy and expensive regulatory approval process, compliance with regulatory and other legal
requirements, competition from other products; uncertainty of broad adoption of its approved products, if any, by physicians and patients; significant competition; ability to
manage third-party manufacturers, suppliers, contract research organizations, business partners and other alliance management, and obtaining additional financing to fund the
Company’s efforts.

The product candidates developed by the Company require approvals from the U.S. Food and Drug Administration (“FDA”) and foreign regulatory agencies prior to
commercial sales in the United States or foreign jurisdictions, respectively. There can be no assurance that the Company’s current and future product candidates will receive the
necessary approvals. If the Company is denied approval or approval is delayed, it may have a material adverse impact on the Company’s business and its financial condition.

The Company expects to incur substantial operating losses for the next several years and will need to obtain additional financing in order to complete clinical studies and launch
and commercialize any product candidates for which it receives regulatory approval. There can be no assurance that such financing will be available or will be at terms
acceptable by the Company.

Fair Value Measurements

Fair value is the price that the Company would receive to sell an asset or pay to transfer a liability in a timely transaction with an independent counterparty in the principal
market or in the absence of a principal market, the most advantageous market for the asset or liability. A three-tier hierarchy is established to distinguish between (1) inputs that
reflect the assumptions market participants would use in pricing an asset or liability developed based on market data obtained from sources independent of the reporting entity
(observable inputs) and (2) inputs that reflect the reporting entity’s own assumptions about the assumptions market participants would use in pricing an asset or liability
developed based on the best information available in the circumstances (unobservable inputs), and establishes a classification of fair value measurements for disclosure
purposes.
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The hierarchy is summarized in the three broad levels listed below:
Level 1—quoted prices in active markets for identical assets and liabilities
Level 2—other significant observable inputs (including quoted prices for similar assets and liabilities, interest rates, credit risk, etc.)

Level 3—significant unobservable inputs (including the Company’s own assumptions in determining the fair value of assets and liabilities)

The following tables set forth the fair value of the Company’s financial assets and liabilities measured at fair value on a recurring basis based on the three-tier fair value
hierarchy as of September 30, 2019 and December 31, 2018 (in thousands):

September 30, 2019

Level 1 Level 2 Level 3
Assets:
Money market funds $ 7225 $ — 3 —
U.S. treasuries 18,473 — —
Total $ 25,698 $ —  § —
Liabilities:
Contingent consideration $ —  § —  § 145
December 31, 2018
Level 1 Level 2 Level 3
Assets:
Money market funds $ 8,067 $ — 3 —
Liabilities:
Redeemable convertible preferred stock warrant liability $ — 3 — 3 242
Contingent consideration — — 145
Total $ — 8 — S 387

Fair Value of Financial Instruments
The following methods and assumptions were used by the Company in estimating the fair values of each class of financial instrument disclosed herein:

Money Market Funds—The carrying amounts reported as cash and cash equivalents in the condensed consolidated balance sheets approximate their fair values due to their
short-term nature and/or market rates of interest (Level 1 of the fair value hierarchy).

U.S. Treasuries—The Company has designated its investments in U.S. treasury securities as available-for-sale securities and accounts for them at their respective fair values.
The securities are classified as short-term or long-term based on the nature of the securities and their availability to meet current operating requirements. Securities that are
readily available for use in current operations are classified as short-term available-for-sale marketable securities and are reported as a component of current assets in the
condensed consolidated balance sheets (Level 1 of the fair value hierarchy).

Securities that are classified as available-for-sale are measured at fair value, including accrued interest, with temporary unrealized gains and losses reported as a component of
stockholders’ equity until their disposition. The Company reviews available-for-sale securities at the end of each period to determine whether they remain available-for-sale
based on its then current intent. The cost of securities sold is based on the specific identification method. The securities are subject to a periodic impairment review. An
impairment charge would occur when a decline in the fair value of the investments below the cost basis is judged to be other-than-temporary.
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As of September 30, 2019, the Company’s available-for-sale securities had an amortized cost of$18.5 million, fair value of$18.5 million, and an unrealized gain of $20
thousand. Because the securities were acquired in August 2019 in connection to the Merger, there wereno related balances as of December 31, 2018.

Contingent Consideration—These amounts represent future payments in conjunction with various business combinations related to the acquisition of certain early-stage
pipeline assets. The ultimate amount of future payments is based on specified future criteria, such as the achievement of certain future development and regulatory milestones.
The Company evaluates its estimates of the fair value of contingent consideration on a quarterly basis. The fair value of the contingent consideration was determined with the
assistance of a third-party valuation firm applying the income approach. This approach estimates the fair value of the contingent consideration related to the achievement of
future development and regulatory milestones by assigning an achievement probability and date of expected completion to each potential milestone and discounting the
associated cash payment to its present value using a risk-adjusted rate of return. The probability of success of each milestone assumes that the prerequisite developmental
milestones are successfully completed and is based on the asset’s current stage of development and anticipated regulatory requirements. The probability of success for each
milestone is determined by multiplying the preceding probabilities of success. The unobservable inputs (Level 3 of the fair value hierarchy) to the valuation models that have
the most significant effect on the fair value of the Company’s contingent consideration are the probabilities that certain in-process development projects will meet specified
development milestones, including ultimate approval by the FDA, with individual cumulative probabilities ranging from 2.1% to 20.9%. Other unobservable inputs used in this
approach include risk-adjusted discount rates ranging from 15.5% to27.1% and estimates of th