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Introductory Note
This Current Report on Form 8-K/A is an amendment to the Current Report on Form 8-K filed by Melinta Therapeutics, Inc. (“Melinta”) on November 3,
2017 to report the closing on November 3, 2017 of the merger of Melinta Subsidiary Corp. with and into a subsidiary of Cempra, Inc. in accordance with the
terms of that certain Agreement and Plan of Merger and Reorganization, dated as of August 8, 2017, and as amended on each of September 6, 2017 and
October 24, 2017, by and among Melinta and the other parties thereto. This amendment is being filed to provide the historical audited and unaudited
financial information, and unaudited pro forma financial information, required to be filed under Item 9.01 as listed below.
Item 9.01. Financial Statements and Exhibits.
(a)

Financial statements of businesses acquired.

(i)

Audited Consolidated Financial Statement as of December 31, 2016 and 2015, and for the Years Ended December 31, 2016, 2015, and
2014.

(ii)

Unaudited Condensed Consolidated Financial Statements as of September 30, 2017 and for the Three- and Nine-Month Periods Ended
September 30, 2017 and September 30, 2016.

(b)

Pro forma financial information.

The following unaudited pro forma combined financial statements giving effect to the merger of Melinta and Cempra, completed November 3,
2017 (as of September 30, 2017) are included in this report:

Exhibit No.

(i)

Unaudited pro forma condensed combined balance sheet as of September 30, 2017.

(ii)

Unaudited pro forma condensed combined statement of operations for the nine months ended September 30, 2017.

(iii)

Unaudited pro forma condensed combined statement of operations for the year ended December 31, 2016.

(c)

Exhibits.
Description

23.1

Consent of Deloitte & Touche LLP, Independent Registered Public Accounting Firm.

99.1

Audited Consolidated Financial Statements as of December 31, 2016 and 2015, and for the Years Ended December 31, 2016, 2015, and
2014

99.2

Unaudited Condensed Consolidated Financial Statements as of September 30, 2017 and for the Three- and Nine-Month Periods Ended
September 30, 2017 and September 30, 2016

99.3

Melinta’s Management’s Discussion and Analysis of Financial Condition and Results of Operations

99.4

Unaudited Pro Forma Condensed Combined Financial Statements

SIGNATURES
Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the undersigned
hereunto duly authorized.
Date: December 5, 2017

Melinta Therapeutics, Inc.
By: /s/ Paul Estrem
Paul Estrem
Chief Financial Officer

Exhibit 23.1
CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
We consent to the incorporation by reference in Registration Statement No. 333-203945 and Post-Effective Amendment Nos. 1, 2, and 3 to Registration
Statement No. 333-203945 on Form S-3ASR, as well as Registration Statement Nos. 333-221531, 333-219881, 333-204560, 333-190891, and 333-181358
on Form S-8, of our report dated May 10, 2017 (December 5, 2017 as to the basic and diluted net loss per share included in the statement of operations and
described in Note 19, and as to the industry segment and geographic information included in Note 2 to the audited consolidated financial statements),
relating to the consolidated financial statements of Melinta Therapeutics, Inc. and subsidiaries (which report expresses an unqualified opinion and includes
an explanatory paragraph relating to uncertainty about the Company’s ability to continue as a going concern), appearing in the Consolidated Financial
Statements on Form 8-K/A of Melinta Therapeutics, Inc. for each of the three years in the period ended December 31, 2016.
Chicago, Illinois
December 5, 2017

Exhibit 99.1
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Report of Independent Registered Public Accounting Firm
To the Board of Directors and Stockholders of Melinta Therapeutics, Inc.
New Haven, Connecticut
We have audited the accompanying consolidated balance sheets of Melinta Therapeutics, Inc. and subsidiaries (the “Company”), as of December 31, 2016
and 2015, and the related consolidated statements of operations, stockholders’ deficit, cash flows, and the related notes to the consolidated financial
statements for each of the three years in the period ended December 31, 2016. These financial statements are the responsibility of the Company’s
management. Our responsibility is to express an opinion on these consolidated financial statements based on our audits.
We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United States) and in accordance with the
auditing standards generally accepted in the United States of America. Those standards require that we plan and perform the audits to obtain reasonable
assurance about whether the financial statements are free from material misstatement. The Company is not required to have, nor were we engaged to perform,
an audit of its internal control over financial reporting. Our audits included consideration of internal control over financial reporting as a basis for designing
audit procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the Company’s internal
control over financial reporting. Accordingly, we express no such opinion. An audit includes examining, on a test basis, evidence supporting the amounts
and disclosures in the financial statements. An audit also includes assessing the accounting principles used and significant estimates made by management,
as well as evaluating the overall financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.
In our opinion, the consolidated financial statements present fairly, in all material respects, the financial position of the Company as of December 31, 2016
and 2015, and the results of their operations and their cash flows for each of the three years in the period ended December 31, 2016 in conformity with
accounting principles generally accepted in the United States of America.
The accompanying financial statements have been prepared assuming the Company will continue as a going concern. As discussed in Note 1 to the financial
statements, the Company’s recurring losses from operations and stockholders’ deficit
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raise substantial doubt about its ability to continue as a going concern. Management’s plans concerning these matters are also discussed in Note 1 to the
financial statements. These financial statements do not include any adjustments that might result from the outcome of this uncertainty.
/s/ Deloitte & Touche LLP
Chicago, Illinois
May 10, 2017 (December 5, 2017 as to the basic and diluted net loss per share included in the statement of operations and described in Note 19, and as to the
industry segment and geographic information included in Note 2 to the audited consolidated financial statements)
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MELINTA THERAPEUTICS, INC.
CONSOLIDATED BALANCE SHEETS
(In thousands, except share data)
As of December 31,
2016
2015

ASSETS
CURRENT ASSETS:
Cash and cash equivalents
Receivables
Prepaid expenses and other current assets
Preferred stock tranche assets
Total current assets
Property and equipment, net
Other assets
TOTAL ASSETS
LIABILITIES AND STOCKHOLDERS’ DEFICIT
CURRENT LIABILITIES:
Accounts payable
Accrued expenses
Notes payable, net
Accrued interest on note payable
Preferred stock warrants
Total current liabilities
LONG-TERM LIABILITIES:
Notes payable, net of current
Convertible promissory notes (See Notes 5 & 17)
Deferred revenues
Accrued notes payable exit fee
Other long-term liabilities
Total long-term liabilities

$ 11,409
454
3,226
—
15,089
1,101
444
$ 16,634

$ 30,158
497
1,038
1,313
33,006
1,258
1,964
$ 36,228

$

$

5,136
6,360
11,075
174
674
23,419

5,206
8,274
4,497
188
1,456
19,621

12,647
45,127
9,008
1,050
491
68,323

23,729
—
9,008
1,050
192
33,979

1,433
17,027
49,038
71,125
5,991
73,729
218,343

1,433
17,027
49,038
71,125
5,991
60,113
204,727

1
220,291
(513,743)
(293,451)
$ 16,634

1
217,711
(439,811)
(222,099)
$ 36,228

COMMITMENTS AND CONTINGENCIES
CONVERTIBLE PREFERRED STOCK:
Series 1 Convertible Preferred Stock, $0.01 par value; liquidation preference of $18,822 as of December 31, 2016
Series 2-A Convertible Preferred Stock, $0.01 par value; liquidation preference of $25,683 as of December 31, 2016
Series 2-B Convertible Preferred Stock, $0.01 par value; liquidation preference of $112,254 as of December 31, 2016
Series 3 Convertible Preferred Stock, $0.01 par value; liquidation preference of $84,863 as of December 31, 2016
Series 3-B Convertible Preferred Stock, $0.01 par value; liquidation preference of $16,326 as of December 31, 2016
Series 4 Convertible Preferred Stock, $0.01 par value; liquidation preference of $78,405 as of December 31, 2016
Total convertible preferred stock
STOCKHOLDERS’ DEFICIT:
Common stock, $0.001 par value; 350,000,000 shares authorized; 1,161,583 and 1,003,388 shares issued and outstanding at
December 31, 2016, and December 31, 2015, respectively
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 these consolidated financial statements.
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MELINTA THERAPEUTICS, INC.
CONSOLIDATED STATEMENTS OF OPERATIONS
(In thousands, except per share data)
Years Ended December 31,
2016
2015
2014

REVENUES
OPERATING EXPENSES:
Research and development
General and administrative
Total operating expenses
Loss from operations
OTHER (EXPENSE) INCOME, NET:
Interest income
Interest expense
Interest expense on convertible promissory notes (See Notes 5 & 17)
Loss on early extinguishment of debt
Change in fair value of tranche assets and liabilities
Change in fair value of warrant liability
Adjustment to liability for potential royalties
State tax exchange credit
Foreign exchange loss
Total other expense, net
NET LOSS

$

Accretion of convertible preferred stock dividends
Net loss attributable to common stockholders

(21,117) (16,248)
(9,859)
$(95,049) $(94,924) $ (77,643)

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

$ (94.29) $(600.78) $(1,125.26)

—
49,791
19,410
69,201
(69,201)

$

—
62,788
14,159
76,947
(76,947)

$

—
53,647
13,562
67,209
(67,209)

30
31
24
(3,390)
(3,160)
(1,396)
(1,016)
—
—
—
—
(153)
(1,313)
(2,727)
(351)
781
42
—
—
3,978
1,026
160
114
275
17
(7)
—
(4,731)
(1,729)
(575)
$(73,932) $(78,676) $ (67,784)

Weighted-average shares, basic and diluted

1,008

The accompanying notes are an integral part of these consolidated financial statements.
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158

69

MELINTA THERAPEUTICS, INC.
CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ DEFICIT
(In thousands, except share data)
Common Stock
Shares
Amount

Balances at January 1, 2014
Stock-based compensation
Common stock forfeitures
Net loss
Balances at December 31, 2014
Stock-based compensation
Common stock forfeitures
Stock option exercises
Net loss
Balances at December 31, 2015
Stock-based compensation
Common stock forfeitures
Stock option exercises
Net loss
Balances at December 31, 2016

68,872
—
(68)
—
68,804
—
(65)
934,649
—
1,003,388
—
(232)
158,427
—
1,161,583

$

$

$

$

—
—
—
—
—
—
—
1
—
1
—
—
—
—
1

Additional
Paid-In
Capital

Accumulated
Deficit

$ 214,188
1,374
—
—
$ 215,562
1,785
—
364
—
$ 217,711
2,515
—
65
—
$ 220,291

$ (293,351)
—
—
(67,784)
$ (361,135)
—
—
—
(78,676)
$ (439,811)
—
—
—
(73,932)
$ (513,743)

The accompanying notes are an integral part of these consolidated financial statements.
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Total
Stockholders’
Deficit

$

(79,163)
1,374
—
(67,784)
$ (145,573)
1,785
—
365
(78,676)
$ (222,099)
2,515
—
65
(73,932)
$ (293,451)

MELINTA THERAPEUTICS, INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS
(In thousands)
Years Ended December 31,
2016
2015
2014

CASH FLOWS FROM OPERATING ACTIVITIES:
Net loss
Adjustments to reconcile net loss to net cash used in operating activities:
Depreciation expense
Adjustment to liability for potential royalties
Change in fair value of tranche assets and liabilities
Loss on early extinguishment of debt
Non-cash interest expense
Stock-based compensation
Change in fair value of warrant liability
Write off of deferred equity finance costs
Asset impairment
Other
Changes in operating assets and liabilities:
Receivables
Prepaid expenses and other current assets
Accounts payable
Accrued expenses
Accrued interest on notes payable
Deferred revenues
Other non-current assets and liabilities
Net cash used in operating activities

$(73,932) $(78,676) $(67,784)

CASH FLOWS FROM INVESTING ACTIVITIES:
Purchases of property and equipment
Net cash used in investing activities
CASH FLOWS FROM FINANCING ACTIVITIES:
Proceeds from the issuance of convertible preferred stock
Payment of preferred stock issuance costs
Proceeds from the issuance of notes payable
Proceeds from the exercise of stock options
Deferred stock issuance costs
Payment of notes payable issuance costs and fees
Repayment of notes payable
Fees paid upon repayment of notes payable
Net cash provided by financing activities

497
—
1,313
—
2,010
2,515
(781)
969
—
—

624
(3,971)
2,721
—
1,441
1,785
(42)
—
231
12

518
(1,026)
351
153
779
1,374
—
—
—
—

43
(1,461)
(21)
(1,840)
(14)
—
122
(70,580)

(228)
458
(2,874)
(2,418)
119
9,008
(744)
(72,554)

(149)
516
4,186
2,371
(2)
—
—
(58,713)

(463)
(463)

(688)
(688)

(410)
(410)

13,625
(9)
44,111
65
—
—
(5,498)
—
52,294

82,991
(92)
10,000
365
(405)
—
—
—
92,859

50,000
(62)
20,000
—
—
(274)
(9,404)
(709)
59,551

NET INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS
CASH AND CASH EQUIVALENTS, beginning of the year
CASH AND CASH EQUIVALENTS, end of the period

(18,749)
19,617
30,158
10,541
$ 11,409 $ 30,158

428
10,113
$ 10,541

Supplemental cash flow information:
Cash paid for interest
Cash received from exchange of state tax credits, net

$ 2,411
$
207

$ 1,600
$
—

$
$

619
176

Supplemental non-cash flow information:
Accrued notes payable exit fee
Accrued notes payable issuance costs
Accrued purchases of fixed assets
Accrued deferred stock issuance costs

$
$
$
$

$
$
$
$

$
$
$
$

875
87
37
—

The accompanying notes are an integral part of these consolidated financial statements.
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—
—
12
475

175
—
135
559

MELINTA THERAPEUTICS, INC.
NOTES TO AUDITED CONSOLIDATED FINANCIAL STATEMENTS
(In thousands, except share and per share data)
NOTE 1 –

NATURE OF THE BUSINESS

Melinta Therapeutics, Inc. (the “Company” or “Melinta”), a Delaware corporation, was formed in October 2000. The Company is a pre-commercial stage
biopharmaceutical company developing new antibiotics to overcome drug-resistant, life-threatening infections. The Company has a late-stage product,
Baxdela, which is being advanced for acute bacterial skin and skin structure infections and other serious infections. The Company also has a proprietary drug
discovery platform, enabling a unique understanding of how antibiotics combat infection and has generated a pipeline spanning multiple phases of research
and clinical development. The Company filed two New Drug Applications (NDAs) for intravenous (IV) and tablet formulations of Baxdela with the United
States’ Food and Drug Administration (FDA) on October 19, 2016, and, due to the Company’s receipt of a designation that provides priority and expedited
review, received FDA approval on June 19, 2017. The Company is currently completing its plans to commercialize Baxdela and anticipates sales will begin
in the first quarter of 2018.
The Company is subject to risks similar to other companies in the industry, including, but not limited to, the uncertainty of drug discovery and development,
the need for additional funding, dependence on key personnel, risks related to biotechnology, uncertainty of regulatory approval, and protection of
proprietary technology. There can be no assurance that the Company’s research and development efforts will be successful, that adequate patent protection
for the Company’s technology will be obtained, that any products developed will obtain the necessary government regulatory approval, or that any approved
products will be commercially viable. In addition, the Company operates in an environment of rapid change in technology, with substantial competition
from pharmaceutical and biotechnology companies, and is dependent upon the services of its employees and consultants.
The Company is privately held and was recapitalized in November 2012 when a new investor led a Series 2 Preferred Stock financing in the amount of
$67,500 (the “Recapitalization”). In January 2014, the Company finalized a Series 3 Preferred Stock Agreement for an additional $70,000 financing, with
both existing and new stockholders participating. Melinta received $50,000 of the Series 3 financing in 2014 and $20,000 in 2015. In December 2014, the
Company entered into a loan agreement with a new lender pursuant to which it borrowed an initial term loan amount of $20,000. In January 2015, the
Company received $15,000 relating to agreements signed with Eurofarma Laboratorios, S.A. (“Eurofarma”) in December 2014. In June 2015, pursuant to the
Series 4 Convertible Preferred Stock Purchase Agreement (“Series 4 Purchase Agreement”), the Company agreed to sell up to $67,000 of Convertible
Preferred Stock (“Series 4 Preferred Stock”) for which the Company received proceeds of $46,000 and $11,000 in June 2015 and December 2015,
respectively. In December 2015, pursuant to the achievement of certain milestones with respect to the terms in the loan agreement, the Company received an
additional advance on the term loan in the amount of $10,000. In March 2016, the Company received net proceeds of $13,616 in connection with the
exercise of an optional third closing of Series 4 Preferred Stock. Melinta also received $44,111 from the issuance of convertible promissory notes in
installments during the third and fourth quarters of 2016. See Note 5 for further discussion of the optional third closing and the convertible promissory notes.
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The Company has incurred losses from operations since its inception and had an accumulated deficit of $513,743 as of December 31, 2016. In addition, at
December 31, 2016, the Company had $68,613 of outstanding principal balance of notes payable. The Company expects to incur substantial expenses and
further losses in the foreseeable future for the research, development, and commercialization of its product candidates. These conditions raise substantial
doubt about the Company’s ability to continue as a going concern. As a result, the Company will need to fund its operations through public or private equity
offerings, debt financings, or corporate collaborations and licensing arrangements. During the year ended December 31, 2016, the Company raised $57,736
through equity and debt financing and partnering activities. In addition, subsequent to year-end, the Company entered into additional convertible note
agreements, which provide access to $18,194 of debt financing, of which the Company received advanced funding of $4,120 as of December 31, 2016 (see
Note 5), and received $19,904 associated with a new licensing and collaboration agreement with a company in Europe (see Note 20). These amounts plus
existing cash and cash equivalents will not be sufficient to fund the Company’s operations for the entirety of 2017, based on the Company’s 2017 operating
plan, and there can be no assurance that the Company will be able to raise the capital it requires on favorable terms, in sufficient amounts or at all. The
accompanying financial statements have been prepared on a going-concern basis and do not include any adjustments that might result from the outcome of
these uncertainties.
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NOTE 2 –

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis of Presentation and Use of Estimates—The Company’s financial statements have been prepared in conformity with accounting principles generally
accepted in the United States of America (GAAP). The preparation of financial statements in conformity with GAAP requires management to make estimates
and assumptions that affect the reported amounts of assets and liabilities and the disclosure of contingent assets and liabilities at the date of the financial
statements and the reported amounts of revenues and expenses during the reporting period. Actual results could differ from those estimates.
Cash and Cash Equivalents—The Company considers all highly liquid investments with original maturities of three months or less at time of purchase to be
cash equivalents. The Company invests excess cash primarily in money market funds.
Concentration of Credit Risk—Concentration of credit risk exists with respect to cash and cash equivalents. The Company maintains its cash and cash
equivalents with federally insured financial institutions, and at times, the amounts may exceed the federally insured deposit limits. To date, the Company has
not experienced any losses on its deposits of cash and cash equivalents. Management believes that the Company is not exposed to significant credit risk due
to the financial position of the depository institutions in which deposits are held.
Fair Value of Financial Instruments—The carrying amounts of the Company’s financial instruments, which include cash and cash equivalents, tax credit
and other receivables, accounts payable, accrued expenses, notes payable, preferred stock tranche assets and liabilities and preferred stock warrants,
approximated their fair values at December 31, 2016 and 2015.
Debt Issuance Costs—Debt issuance costs represent legal and other direct costs incurred in connection with the Company’s notes payable. These costs were
recorded as debt issuance costs in the balance sheets at the time they were incurred, as a contra-liability included in the notes payable line item, and are
amortized as a non-cash component of interest expense using the effective interest method over the term of the note payable.
Property and equipment—Property and equipment are recorded at cost less accumulated depreciation and are depreciated using the straight-line method
over their estimated useful lives. Leasehold improvements are amortized over the shorter of their useful lives or the remaining term of the lease. Major
improvements are capitalized, while repair and maintenance costs, which do not improve or extend the useful lives of the respective assets, are expensed as
incurred. Upon retirement or sale, the cost of assets disposed of and the related accumulated depreciation are removed from the balance sheets and any
resulting gain or loss is credited or charged to income.
Depreciation periods for the Company’s property and equipment are as follows:
Laboratory equipment
Furniture and fixtures
Office equipment
Leasehold improvements
Purchased software

5 years
5 years
3 years
Shorter of useful life or lease term
3 years

Impairment of Long-Lived Assets—Long-lived assets consist primarily of property and equipment. The Company will record impairment losses on longlived assets used in operations when events and circumstances indicate that the carrying amount of an asset or group of assets may not be fully recoverable.
The Company has not recorded any significant impairment charges to date with respect to its fixed assets.
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Revenue Recognition—As a pre-commercial stage biopharmaceutical company, the Company does not yet have any approved products, and no product
revenues are being currently generated by the Company.
Research and Development Costs—Research and development costs are expensed as incurred and primarily include:
•

external discovery and development costs incurred through agreements with contract research organizations, contract manufacturers and
medicinal chemistry service providers, and milestone and license payments made under licensing arrangements;

•

scientific salaries, fringes and stock-based compensation;

•

depreciation and amortization expenses for long-lived assets supporting research and development activities;

•

laboratory supplies; associated rent and other facilities costs; professional and consulting fees; and

•

travel and other costs.

Patent Costs—All patent-related costs incurred in connection with filing and prosecuting patent applications are expensed to general and administrative
expenses as incurred, as recoverability of such expenses is uncertain.
Stock-Based Compensation—The Company has two stock-based compensation plans, known as the 2001 Stock Option and Incentive Plan (the “2001 Plan”)
and the 2011 Equity Incentive Plan (the “2011 Plan”). Under these plans, restricted stock, stock options and other stock-related awards may be granted to the
Company’s directors, officers, employees and consultants. Stock options are granted at exercise prices not less than the fair market value of the Company’s
common stock at the date of grant.
The Company utilizes a Black-Scholes option-pricing model for determining the estimated fair value of awards. Key inputs and assumptions include the
expected term of the option, stock price volatility, risk-free interest rate, dividend yield, stock price, and exercise price. Many of the assumptions require
significant judgment and any changes could have a material impact in the determination of stock-based compensation expense. After the adoption of ASU
2016-09 (see discussion below), the Company does not estimate forfeitures when recognizing compensation expense; instead, it recognizes forfeitures as they
occur.
The Company recognizes stock-based compensation expense on a straight-line basis over the requisite service period of the individual grants, which is
generally the vesting period, based on the estimated grant-date fair values. Stock options granted to employees typically vest over four years from the grant
date and expire after 10 years. Stock options granted to nonemployees are subject to periodic revaluation over their vesting terms. As a result, the charge to
operations for nonemployee options with vesting is affected each reporting period by changes in the fair value of the stock options.
Comprehensive Loss—Comprehensive loss is equal to net loss as presented in the accompanying statements of operations.
Preferred Stock Warrants—In connection with a loan and security agreement (“2014 Loan Agreement”) entered into during 2014, the Company issued
preferred stock warrants. The Company accounts for the freestanding warrants to purchase shares of convertible preferred stock at fair value as liabilities in
the balance sheets, as such warrants provide the holders with “down-round” protection, can be settled on a net basis, and are related to convertible preferred
stock classified outside of stockholders’ deficit. The preferred stock warrants are subject to remeasurement using a Black-Scholes option-pricing model at
each respective balance sheet date, with changes in the fair value recorded as other income or expense in the statements of operations.
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Income Taxes—The Company utilizes the asset and liability method of accounting for income taxes, as set forth in Accounting Standards Codification
(“ASC”) 740, Income Taxes. Under this method, deferred tax assets and liabilities are recognized based on the expected future tax consequences of temporary
differences between the carrying amounts and the tax basis of assets and liabilities. A valuation allowance is established against net deferred tax assets if,
based on the weight of available evidence, it is more likely than not that some or all of the net deferred tax assets will not be realized.
The Company has recorded a full valuation allowance at each balance sheet date presented. Based on the available evidence, the Company does not believe
that it is more likely than not that it will be able to utilize its deferred tax assets in the future.
In accordance with the provisions of ASC 740, the Company would accrue for the estimated amount of taxes for uncertain tax positions if it is more likely
than not that the Company would be required to pay such additional taxes. An uncertain tax position will not be recognized if it has a less than 50%
likelihood of being sustained. The Company’s policy is to recognize any interest and penalties related to income taxes in income tax expense. As of
December 31, 2016 and 2015, the Company had no uncertain tax positions.
Convertible Preferred Stock—The Company has adopted the provisions of ASC 480-10-S99-3A, “SEC Staff Announcement: Classification and
Measurement of Redeemable Securities,” for all periods presented, and accordingly classifies its Series 1, Series 2, Series 3 and Series 4 convertible preferred
stock outside of stockholders’ deficit. This results from the Company’s certificate of incorporation allowing for the occurrence of a deemed liquidation event
in which all of the holders of equally and more subordinated equity instruments of the Company would not always be entitled to receive the same form of
consideration in the same proportion. Such a deemed liquidation event is currently not probable of occurring.
Industry Segment and Geographic Information—The Company operates in a single industry segment – the discovery and development of antibiotics for
the treatment of drug-resistant, life-threatening infections. The Company had no foreign based operations during any of the years presented.
Recently Adopted Accounting Pronouncements
In August 2014, the FASB issued ASU 2014-15, Disclosure of Uncertainties about an Entity’s Ability to Continue as a Going Concern, which is effective for
annual reporting periods ending after December 15, 2016. This pronouncement provides additional guidance surrounding the disclosure of going concern
uncertainties in the financial statements and implements requirements for management to perform interim and annual assessments of an entity’s ability to
continue as a going concern within one year of the date the financial statements are issued. The Company adopted this guidance as of January 1, 2016. The
adoption did not have any impact on the Company’s financial position, results of operations or cash flows.
In March 2016, the FASB issued ASU 2016-09, Improvements to Employee Share-Based Payment Accounting, which simplifies several aspects of the
accounting for employee share-based payment transactions, including the accounting for income taxes, forfeitures, and statutory tax withholding
requirements, as well as classification in the statement of cash flows. On January 1, 2016, the Company adopted this guidance on a modified retrospective
basis and changed its accounting policy for stock-based compensation to recognize stock option forfeitures as they occur rather than estimating an expected
amount of forfeitures. The impact of this change to the financial statements was not significant and, therefore, the Company did not record an adjustment to
its beginning accumulated deficit as of January 1, 2016.
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Other Recently Issued Accounting Pronouncements
In May 2014, the Financial Accounting Standards Board (“FASB”) issued Accounting Standards Update (“ASU”) 2014-09, Revenue From Contracts With
Customers, which was originally effective for annual reporting periods beginning after December 15, 2016. In July 2015, the FASB deferred the effective date
of ASU 2014-09 by one year. In April and May 2016, the FASB issued ASU’s 2016-10 and 2016-12, respectively, which amended certain aspects of the
guidance in ASU 2016-09. The update, as amended, is now effective for annual reporting periods beginning after December 15, 2017, with early adoption
permitted as of the original effective date. This pronouncement outlines a single comprehensive model to use in accounting for revenue arising from
contracts with customers and supersedes most current revenue recognition guidance. The core principle of the guidance is that an entity recognizes revenue
to depict the transfer of promised goods or services to customers in an amount that reflects the consideration to which the entity expects to be entitled in
exchange for those goods or services. Companies can choose to apply the standard retrospectively to each prior reporting period presented (full retrospective
application) or retrospectively with the cumulative effect of initially applying the standard to contracts that are not completed as of the adoption date as an
adjustment to the opening balance of retained earnings of the annual reporting period that includes the date of initial application (modified retrospective
application). The Company is planning to adopt this guidance as of January 1, 2018, using the modified retrospective application. The Company expects
that the adoption of this guidance will not have a material impact on the Company’s financial position, results of operations or cash flows.
In February 2016, the FASB issued ASU 2016-02, Leases, its new standard on accounting for leases. ASU 2016-02 introduces a lessee model that brings most
leases on the balance sheet and requires that entities apply the effects of these changes using a modified retrospective approach, which includes a number of
optional practical expedients. The new guidance will be effective for public business entities for annual periods beginning after December 15, 2018 (e.g.,
calendar periods beginning on January 1, 2019), and interim periods therein. For all other entities, ASU 2016-02 will be effective for annual periods
beginning after December 15, 2019 (e.g., calendar periods beginning on January 1, 2020), and interim periods thereafter. ASU 2016-02 requires a modified
retrospective approach for all leases existing at, or entered into after, the date of initial application, with an option to elect to use certain transition relief. The
Company plans to adopt this guidance as of January 1, 2019, and it is currently evaluating the impact that the adoption of ASU 2016-02 will have on its
financial position, operations and cash flows.
In March 2016, the FASB issued ASU 2016-06, Contingent Put and Call Options in Debt Instruments, which clarifies that in assessing whether an embedded
contingent put or call option is clearly and closely related to the debt host, an entity is required to perform only the four-step decision sequence in ASC
815-15-25-42 (as amended by ASU 2016-06), but it does not have to separately assess whether the event that triggers its ability to exercise the contingent
option is itself indexed only to interest rates or credit risk. ASU 2016-06 is effective for financial statements issued for fiscal years beginning after
December 15, 2017, and interim periods within fiscal years beginning after December 15, 2018. An entity can early adopt ASU 2016-06, including in an
interim period; however, if the entity early adopts it in an interim period, it should reflect any adjustment as of the beginning of the fiscal year that includes
the interim period. ASU 2016-06 requires the use of a modified retrospective transition approach. The Company plans to adopt this guidance on January 1,
2018, and it is currently evaluating the impact that the adoption of ASU 2016-06 will have on its financial position, operations and cash flows.
In November 2016, the FASB issued ASU 2016-18, Restricted Cash, which clarifies guidance on the classification and presentation of restricted cash in the
statement of cash flows. The ASU states that an entity 1) should include amounts deemed to be restricted cash in its cash and cash-equivalent balances in the
statement of cash flows; 2) should present a reconciliation between the statement of financial position and statement of cash flows when the statement of
financial position includes more than one line item for cash or cash equivalents; 3) must not present changes in restricted cash that result from transfers
between unrestricted and restricted cash as cash flow activities in the statement of cash flows; and
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4) must disclose information about material amounts of restricted cash. The ASU is effective for public entities for fiscal years beginning after December 15,
2017, including interim periods. It is effective for all other entities one year later. The Company adopted this guidance as of January 1, 2017, retrospectively
to all periods presented. Adopting this guidance has no impact on the Company’s financial statements presented because it does not have any restricted cash
on its consolidated balance sheets.
On August 26, 2016, the FASB issued ASU 2016-15, which amends the guidance in ASC 230 on the classification of certain cash receipts and payments in
the statement of cash flows. The primary purpose of the ASU is to reduce the diversity in practice that has resulted from the lack of consistent principles on
this topic. The ASU’s amendments add or clarify guidance on eight cash flow issues:
•

Debt prepayment or debt extinguishment costs;

•

Settlement of zero-coupon debt instruments or other debt instruments with coupon interest rates that are insignificant in relation to the effective
interest rate of the borrowing;

•

Contingent consideration payments made after a business combination;

•

Proceeds from the settlement of insurance claims;

•

Proceeds from the settlement of corporate-owned life insurance policies, including bank-owned life insurance policies;

•

Distributions received from equity method investees;

•

Beneficial interests in securitization transactions; and

•

Separately identifiable cash flows and application of the predominance principle.

The guidance in the ASU is effective for fiscal years beginning after December 15, 2018, and interim periods within fiscal years beginning after December 15,
2019. Early adoption is permitted for all entities. Entities must apply the guidance retrospectively to all periods presented but may apply it prospectively
from the earliest date practicable if retrospective application would be impracticable. The Company plans to adopt this guidance on January 1, 2019, and it is
currently evaluating the impact that the adoption will have on its financial position, operations and cash flows.
NOTE 3 –

EUROFARMA AGREEMENT

In December 2014, the Company entered into a Series 3-B Convertible Preferred Stock Purchase Agreement (the “Stock Purchase Agreement”) and concurrent
Distribution (the “Distribution Agreement”) and Supply Agreements (the “Supply Agreement”) with Eurofarma. The Distribution Agreement and Supply
Agreement, collectively, are referred to as the “Commercial Agreements.” Pursuant to the Stock Purchase Agreement, the Company agreed to issue to
Eurofarma 5,262,373 shares of Series 3-B Preferred Stock at the purchase price of $2.660397 per share. Melinta received the proceeds from this stock sale of
$14,000 on January 6, 2015, and thus, the purchaser’s right to the shares of Series 3-B Preferred Stock began accruing on that date.
Under the Distribution Agreement, the Company appoints Eurofarma as its sole and exclusive distributor of Baxdela formulations in Brazil for use in various
indications and Eurofarma agrees to commercialize Baxdela in Brazil for those indications. Eurofarma paid the Company $1,000 under the Distribution
Agreement in January 2015. An additional $2,000 will be due upon the earlier of (i) approval of pricing to sell Baxdela in Brazil and (ii) Eurofarma’s first
commercial sale of Baxdela in Brazil.
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Because the Eurofarma agreements were entered into on a concurrent basis, the Company evaluated the entire arrangement as a multiple element arrangement
in order to allocate value to each of the identifiable deliverables at the inception of the arrangement. The Company identified the Series 3-B Convertible
Preferred Stock equity component and the Commercial Agreements as separate deliverables. The Company estimated the fair values of each unit of
accounting and allocated the $15,000 fixed arrangement consideration to those units based on their relative fair values. The fair value of the Commercial
Agreements was determined by estimating the value of commercializing the product independently in Brazil versus the value estimated to be received by the
Company as a product supplier to Eurofarma. The difference was deemed to be the value of the Commercial Agreements and represents the value of the Brazil
distribution rights. The fair value of the equity component was determined using a probability-weighted expected return model (“PWERM”) as described in
Note 9. Based on this process, the Company recorded approximately $6,000 of Series 3-B Convertible Preferred Stock and approximately $9,000 of deferred
revenue in January 2015, the period when the funding provided by these agreements was received and the Series 3-B Preferred Stock was issued. The deferred
revenue will be recognized as product is delivered under the Commercial Agreements.
NOTE 4 –

BALANCE SHEET COMPONENTS

Prepaid and Other Current Assets—Prepaid and other current assets consisted of the following:
As of December 31,
2016
2015

Prepaid contracted services
Other prepaid expenses
Total prepaid and other current assets

$2,483
743
$3,226

$ 509
529
$1,038

Property and Equipment, Net—Property and equipment, net consisted of the following:
As of December 31,
2016
2015

Laboratory equipment
Office equipment
Purchased software
Furniture and fixtures
Leasehold improvements
Assets in development

$ 3,332
434
932
219
4,588
166
9,671
(8,570)
$ 1,101

Less-accumulated depreciation
Property and equipment, net

$ 3,282
404
797
188
4,587
90
9,348
(8,090)
$ 1,258

Depreciation expense relating to property and equipment was $497, $624 and $518 for the years ended December 31, 2016, 2015 and 2014, respectively.
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Accrued Expenses—Accrued expenses consisted of the following:
As of December 31,
2016
2015

Accrued contracted services
Payroll related expenses
Professional fees
Accrued other
Total accrued expenses

$2,564
1,825
1,540
431
$6,360

$4,727
1,876
1,328
343
$8,274

Accrued contracted services are primarily comprised of amounts owed to third-party clinical research organizations and contract manufacturers for research
and development work performed on behalf of the Company, and amounts owed to third-party marketing organizations for work performed to support the
commercialization of Baxdela. The accrued expense represents the Company’s best estimate of amounts owed through period-end, based on all information
available. Such estimates are subject to change as additional information becomes available.
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NOTE 5 –

NOTES PAYABLE

The Company’s outstanding debt balances consisted of the following:
As of December 31,
2016
2015

Principal balance under the 2014 Loan Agreement
Debt discount and deferred financing costs for 2014 Loan Agreement
Net balance under the 2014 Loan Agreement
Less: current maturities, including deferred financing costs and debt discount
Long-term balance under the 2014 Loan Agreement
Principal outstanding under Convertible Promissory Notes
Interest outstanding under Convertible Promissory Notes
Total Convertible Promissory Notes
Total long-term debt, net of current maturities

$24,502
(780)
23,722
11,075
12,647
44,111
1,016
45,127
$57,774

$30,000
(1,774)
28,226
4,497
23,729
—
—
—
$23,729

2012 Loan Agreement
In February 2012, the Company entered into a loan and security agreement (the “2012 Loan Agreement”) pursuant to which it borrowed an aggregate
principal amount of $15,000. Melinta was obligated to make monthly payments in arrears of interest only through December 1, 2012. Commencing on
January 1, 2013, the Company was obligated to make consecutive equal monthly payments of principal and interest. All unpaid principal and accrued and
unpaid interest under the 2012 Loan Agreement was due and payable in full on June 1, 2015. For the year ended December 31, 2014, the Company
recognized $220 of interest expense related to the amortization of the facility fee and the accrued exit fee.
In December 2014, in connection with the 2014 Loan Agreement (discussed below), the Company paid in full all amounts then due under the 2012 Loan
Agreement. Melinta recognized a loss on early extinguishment of debt of $153 for the year ended December 31, 2014.
2014 Loan Agreement
In December 2014, the Company entered into the 2014 Loan Agreement with a lender pursuant to which it borrowed an initial term loan amount of $20,000.
In December 2015, pursuant to the achievement of certain milestones with respect to the terms in the 2014 Loan Agreement, the Company borrowed an
additional term loan advance in the amount of $10,000.
The Company was obligated to make monthly payments in arrears of interest only, at a rate of the greater of 8.25% or the sum of 8.25% plus the prime rate
minus 4.5% per annum, commencing on January 1, 2015, and continuing on the first day of each successive month thereafter through and including June 1,
2016. Commencing on July 1, 2016, and continuing on the first day of each month through and including June 1, 2018, the Company must make
consecutive equal monthly payments of principal and interest. All unpaid principal and accrued and unpaid interest with respect to the 2014 Loan
Agreement are due and payable in full on June 1, 2018.
The loan is collateralized by substantially all of the Company’s assets, excluding its intellectual property. In connection with the 2014 Loan Agreement, the
Company entered into a negative pledge arrangement in which the Company has agreed not to encumber its intellectual property. The Company paid a $195
facility fee at the inception of the loan, which was recorded as debt discount and is being recognized as additional interest expense over the term of the loan.
Subject to certain limited exceptions, amounts prepaid in relation to the 2014 Loan Agreement are subject to a prepayment fee on
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the then outstanding balance of 3% in the first year, 2% in the second year, and 1% thereafter. In addition, upon repayment of the total amounts borrowed, the
Company will be required to pay an exit fee equal to 3.5% of the total of the amount borrowed. The amount of the exit fee was $1,050 as of both
December 31, 2016 and 2015, and was recorded as a debt discount and included in non-current liabilities. The accrued exit fee is amortized as a non-cash
component of interest expense over the term of the loan.
Under the terms of the 2014 Loan Agreement, the Company is subject to operational covenants, including limitations on the Company’s ability to incur liens
or additional debt, pay dividends, redeem stock, make specified investments and engage in merger, consolidation or asset sale transactions, among other
restrictions. The Company was subject to a covenant that required specified minimum levels of liquidity, which commenced July 1, 2015, and was initially
$13,000, subject to reduction or termination upon the achievement of certain milestones. In April 2016, the minimum liquidity financial covenant was
reduced to $5,000, and in December 2016, it was eliminated altogether. As of December 31, 2016, the Company believes it was in compliance with its
operational covenants.
Scheduled future minimum payments under the 2014 Loan Agreement as of December 31, 2016, were as follows:
Amounts

2017
2018
Total future minimum payments
(Less) interest
(Less) exit fee
Total principal
(Less) unamortized debt discount
Loan payable, net

$13,321
14,263
27,584
(2,032)
(1,050)
24,502
(780)
$23,722

Convertible Promissory Notes
In July 2016, the Company entered into an agreement with certain of its investors to issue $20,000 in Convertible Promissory Notes (the “July Notes”), under
which it issued $10,000 in July 2016 and $10,000 in August 2016. In September 2016, the Company entered into an additional agreement with these
investors to issue an additional $19,990 in Notes (the “September Notes”), under which it issued $7,845 in September 2016, $2,150 in October and $9,995 in
November 2016.
Both the July Notes and the September Notes (collectively, “the Notes”), are unsecured and subordinated in right of payment to the 2014 Loan Agreement
and bear an annual interest rate of 8%. Under the terms of the Notes, if the Company completes a preferred stock or common stock financing prior to June 2,
2018, all outstanding principal and accrued interest will automatically convert into shares of the stock issued in the financing based on the price per share of
the financing. If the Company does not complete an equity financing prior to June 2, 2018, the note holders have the right to demand repayment of principal
and accrued interest or convert all outstanding principal and accrued interest into shares of Series 4 preferred stock at the Series 4 preferred stock price per
share of $1.044687. In addition, the September Notes include the right, at the discretion of the investors, to purchase, at fair value, certain assets of the
Company using some or all of the September Notes, and other compensation, to complete the purchase.
In January 2017, the Company entered into an additional agreement with certain investors to issue an additional $18,194 in Convertible Promissory Notes,
(“January 2017 Notes”) to be issued in installments over January, February and March
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2017. The terms of the January 2017 Notes are similar to the July Notes; however, in the event of an IPO, the 2017 notes will convert to common shares at a
discount of up to 15% of the IPO price. The Company received advanced funding of $4,120 in December 2016 related to the January 2017 Notes.
As of December 31, 2016, the Company had outstanding convertible notes totaling $44,111, and accrued interest of $1,016, for a total carrying value of
$45,127. We recorded the accrued interest with the balance of the convertible notes because, under the terms of the notes, we expect the accrued interest to be
converted with the notes into shares of stock. This amount is included in long-term notes payable on the consolidated balance sheet.
There are no minimum liquidity requirements or other significant financial covenants associated with the notes.
2017 Loan Agreement
On May 2, 2017, the Company entered into a Loan and Security Agreement with a new lender (the 2017 Loan Agreement). Under the 2017 Loan Agreement,
the lender has made available to the Company up to $80,000 in debt financing and up to $10,000 in equity financing. The Company is eligible for up to four
tranches of debt, each under a separate promissory note, of $30,000, $10,000, $20,000 and $20,000. No amounts under any of the tranches will be available
to the Company until after the NDA approval of Baxdela (see Note 1 for further information on the current status and expected timing). In addition, the
availability of the third tranche is subject to the modification of certain of the Company’s license agreements to ensure the new lender’s rights under the 2017
Loan Agreement (the “License Modification”). While the Company is expecting NDA approval of Baxdela and the License Modification, it can give no
assurances such activities will actually occur. Subject to the contingencies referenced previously, after the funding of the first tranche of $30,000, the
Company has the right to draw the second and third tranches through the earlier of the 18-month anniversary of the funding of the first tranche and
December 31, 2018. In addition to the NDA approval and License Modification, the fourth tranche is available only upon the successful achievement of
certain sales milestones on or prior to September 30, 2019 (such sales milestones can be extended to December 31, 2019 if certain conditions are met).
The 2017 Loan Agreement bears an annual interest rate equal to the greater of 8.25% or the sum of 8.25% plus the prime rate minus 4.5%. The Company is
also required to pay the lender an end of term fee upon the termination of the arrangement. If the outstanding principal is at or below $40,000, the 2017 Loan
Agreement requires interest-only monthly payments for 18 months, at which time the Company has the option to pay the principal due or convert the
outstanding loan to an interest plus royalty-bearing note. If, at any time, the principal exceeds $40,000 under the 2017 Loan Agreement, the instruments
automatically convert to an interest plus royalty arrangement. Under this arrangement, the lender will receive a royalty, based on net sales, of between 1.02%
and 2.72% depending on the balance of notes outstanding. Specifically, the royalty is 1.02% for the first tranche, plus an additional 0.34% after the funding
of the second tranche, plus an additional 0.68% after funding of the third tranche and an additional 0.68% after the funding of the fourth tranche. These
additional payments will be applied to either accrued interest or principle based on stated rates of return that vary with time. The principal for each note must
be repaid by the seventh anniversary of the note, along with end-of-term fees that vary with time.
Under the terms of the 2017 Loan Agreement, the lender has the right to participate in future debt or equity financings of the Company totaling $10,000.
Upon the funding of the first loan advance, the lender has committed to $5,000 of this investment, which will be in the form of either the January 2017 Notes
or any other debt or equity securities issued by the Company on or prior to the funding of the first tranche of the 2017 Loan Agreement.
The proceeds of the 2017 Loan Agreement will be used to retire the 2014 Loan Agreement, support the commercialization of the Company’s lead product
and fund the general operations of the Company. There are no financial covenants under the agreement; however, the Company is obligated to provide
certain financial information each quarter and fiscal year. The loan will be collateralized by substantially all of the Company’s assets.
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NOTE 6 –

WARRANTS

The Company has outstanding warrants to purchase common stock, originally issued in connection with debt issuances in 2012 or prior years, which have an
immaterial fair value, as follows:
•

170 shares at an exercise price of $3,509.57 that expire in September 2017, and

•

1,888 shares at an exercise price of $396.95 that expire in February 2019.

In December 2014, pursuant to the 2014 Loan Agreement, the Company issued warrants to purchase 1,151,936 shares of Series 3 convertible preferred stock
(“2014 Series 3 Warrants”), subject to adjustment under certain circumstances. The warrants were immediately exercisable at $0.976616 per share of preferred
stock and expire in December 2024. If the Company completes a next preferred stock round or an initial public offering of common stock, the exercise price
will be the lower of the then effective exercise price, the preferred round price or 80% of an initial public offering price. The Company valued the 2014
Series 3 Warrants using a Black-Scholes option-pricing model, and the initial fair value of the 2014 Series 3 Warrants of $1,256 was recorded as a debt
discount and will be amortized to interest expense over the term of the note payable. The assumptions used in the model were: the fair value of the Series 3
Preferred Stock, which was determined using a PWERM analysis, an expected life of 9.1 years, a risk-free interest rate of 2.1% and an expected volatility of
80%.
In December 2015, in connection with the additional advance under the 2014 Loan Agreement, the Company issued additional warrants to purchase 230,387
share of Series 3 convertible preferred stock (“2015 Series 3 Warrants”), subject to adjustment under certain circumstances. The warrants were immediately
exercisable at $0.976616 per share of preferred stock and expire in December 2024. If the Company completes a next preferred stock round or an initial
public offering of common stock, the exercise price will be the lower of the then effective exercise price, the preferred round price or 80% of an initial public
offering price. The Company valued the 2015 Series 3 Warrants using a Black-Scholes option-pricing model, and the initial fair value of the 2015 Series 3
Warrants of $242 was recorded as a debt discount and will be amortized to interest expense over the term of the note payable. The assumptions used in the
model were: the fair value of the Series 3 Preferred Stock, which was determined using a PWERM analysis, an expected life of 8.4 years, a risk-free interest
rate of 2.2% and an expected volatility of 82%.
The Company classified the 2014 and 2015 Series 3 Warrants as a liability in its balance sheet and is required to remeasure the carrying value of these
warrants to fair value at each balance sheet date, with adjustments for changes in fair value recorded to other income or expense in its statements of
operations. As of December 31, 2016 and 2015, the fair value of the warrants was $674 and $1,456, respectively. To remeasure the 2014 and 2015 Warrants at
December 31, 2016, the assumptions used in the Black-Scholes option-pricing model were: the fair value of the Series 3 Preferred Stock, which was
determined using a PWERM analysis, an expected life of 7.5 years, a risk-free interest rate of 2.3% and an expected volatility of 98%.
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NOTE 7 –

INTEREST EXPENSE

Interest expense in the statements of operations consisted of the following:
Year Ended December 31,
2016
2015
2014

NOTE 8 –

Cash interest expense
Noncash interest expense:
Debt discount and deferred financing costs
Liability for potential royalty accretion (See Note 8)
Subtotal noncash interest expense
Total interest expense

$2,397

$1,719

$ 617

993
—
993
$3,390

1,091
350
1,441
$3,160

299
480
779
$1,396

Interest accrued on convertible promissory notes

$1,016

$ —

$ —

COLLABORATION AND LICENSE AGREEMENT WITH SANOFI

In June 2011, the Company executed an exclusive, worldwide research collaboration and license agreement (the “Collaboration”) with Sanofi, a global
pharmaceutical company, for novel classes of antibiotics resulting from the Company’s ESKAPE pathogen program (at the time known as the RX-04
program). Under the terms of the Collaboration, the Company received nonrefundable fees related to contract research and development milestones (as
defined in the Collaboration) of $19,000 and $3,000 in July 2011 and January 2012, respectively, which had been achieved as of those dates.
Under ASC 730-20, Research and Development—Research and Development Arrangements, the Company determined that the Collaboration should be
accounted for as an obligation to perform contractual services as the repayment of any of the arrangement consideration provided by Sanofi depended solely
on the results of the Collaboration during the Research Term (June 28, 2011, to June 28, 2014) having future economic benefit.
The Company evaluated the Collaboration in accordance with ASC 605-25, Revenue Recognition – Multiple Element Arrangements, and determined that the
deliverables under the Collaboration should be accounted for as a single unit of accounting. The Company determined it would fulfill its performance
obligations under the Collaboration ratably throughout the period over which the performance obligations occur, and therefore, recognized the
nonrefundable fees into revenue on a straight-line basis over the Research Term.
In July 2013, the Company and Sanofi executed a termination agreement (the “Termination Agreement”), pursuant to which all rights, obligations, and duties
under the Collaboration were terminated for both parties. The Company retains all of the rights, title, and interest in all ESKAPE pathogen products. As
consideration for being released from its remaining obligations under the Collaboration, the Company agreed to increase the royalty payments to be made to
Sanofi as compared to the original royalty payments that would have been made under the Collaboration. Under the Termination Agreement, the Company is
obligated to make royalty payments to Sanofi equal to the applicable percentage of worldwide net sales of qualified products (as defined). The applicable
percentage shall be 3% until the aggregate payments to Sanofi equal $22,000, at which time the applicable percentage will be reduced to 1% during the
remaining period of the royalty obligation (as defined). Qualified products shall only include those products that are commercialized on or before the tenth
anniversary date of the Termination Agreement. The obligation to make any royalty payments ends 10 years after the first commercial sale of the first such
qualifying product. The Company considered the release of the remaining obligation in exchange for the obligation to make incremental royalty payments to
be a nonmonetary transaction under ASC 845, Nonmonetary Transactions. Based on the nature of the Termination Agreement, the obligation
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to pay the incremental royalty payments, should future sales occur, has been deemed similar to transactions representing a sale of future revenues for which
debt classification is appropriate based on the provisions of ASC 470, Debt. Accordingly, the Company recognized, at the date of the Termination
Agreement, a liability for potential future royalties based on the fair value of the potential future royalty payments that may be made to Sanofi, which was
estimated to be $3,926.
The liability for potential future royalty payments is presented in the balance sheets as “Liability for Potential Royalties” and was initially being accreted to
its expected future value using the effective interest method, with adjustments made to the liability by recording a cumulative adjustment for any changes in
estimates related to the amount and timing of estimated future royalty payments. In July 2014, the Company revised its estimated commercialization date of
future ESKAPE antibiotics from 2018 to 2020, resulting in a decrease to the projected liability of $1,026, which was recognized in other income for the year
ended December 31, 2014. In December 2015, the Company further revised its estimated commercialization date of future ESKAPE antibiotics to beyond
July 2023, which would preclude the ESKAPE antibiotics from being a qualified product eligible for royalties. Accordingly, the Company determined that
the expected liability was $0 as of December 31, 2015, and recognized a gain of $3,971, which was recorded as other income for the year ended December 31,
2015. As of December 31, 2016, there were no qualified products under development; as such, the liability for potential future royalties continues to be
estimated as $0, and there is no need to evaluate the value of the liability in future periods. Non-cash interest expense related to accretion of the liability was
$0, $350 and $480 for the years ended December 31, 2016, 2015 and 2014, respectively.
NOTE 9 – FAIR VALUE MEASUREMENTS
The provisions of the accounting standard for fair value define fair value as the price that would be received to sell an asset or paid to transfer a liability in an
orderly transaction between market participants at the measurement date. The transaction of selling an asset or transferring a liability is a hypothetical
transaction at the measurement date, considered from the perspective of a market participant who holds the asset or owes the liability. Therefore, the objective
of a fair value measurement is to determine the price that would be received when selling an asset or paid to transfer a liability (an exit price) at the
measurement date. This standard classifies the inputs used to measure fair value into the following hierarchy:
Level 1—Unadjusted quoted prices in active markets for identical assets or liabilities.
Level 2—Unadjusted quoted prices in active markets for similar assets or liabilities, or unadjusted quoted prices for identical or similar assets or liabilities in
markets that are not active, or inputs other than quoted prices that are observable for the asset or liability.
Level 3—Unobservable inputs for the asset or liability.
The following table lists the Company’s assets and liabilities that are measured at fair value and the level of inputs used to measure their fair value at
December 31, 2016 and 2015. The money market fund is included in cash & cash equivalents on the balance sheet; the other items are in the captioned line
of the balance sheet.
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Level 1

As of December 31, 2016
Level 2
Level 3

Total

Assets:
Money market fund
Preferred stock tranche assets
Total assets at fair value

$ 2,035
—
$ 2,035

$ —
—
$ —

$ —
—
$ —

$ 2,035
—
$ 2,035

Liabilities:
Preferred stock warrants
Total liabilities at fair value

$
$

$ —
$ —

$ 674
$ 674

$
$

—
—

Level 1

As of December 31, 2015
Level 2
Level 3

674
674

Total

Assets:
Money market fund
Preferred stock tranche assets
Total assets at fair value

$13,016
—
$13,016

$ —
—
$ —

$ —
1,313
$1,313

$13,016
1,313
$14,329

Liabilities:
Preferred stock warrants
Total liabilities at fair value

$
$

$ —
$ —

$1,456
$1,456

$ 1,456
$ 1,456

—
—

The preferred stock warrants and preferred stock tranche assets and liabilities were valued using a Black-Scholes option-pricing model and Level 3
unobservable inputs. The significant unobservable inputs include the value of the Company’s convertible preferred stock valued using a PWERM method (as
described in the next paragraph), the risk-free interest rate, remaining contractual term, and expected volatility. Significant increases or decreases in any of
these inputs in isolation would result in a significantly different fair value measurement. An increase in the risk-free interest rate, and/or an increase in the
remaining contractual term or expected volatility, would result in an increase in the fair value of the warrants.
The Company’s convertible Series 3-B Preferred Stock (see Note 10), issued under the Eurofarma agreement (see Note 3), was valued using a PWERM
method, including Level 3 unobservable inputs. Under a PWERM, the value of the Company’s convertible preferred stock, common stock and derivative
instruments are estimated based upon an analysis of future enterprise values under various liquidity events. The future enterprise value is allocated among the
various equity classes expected to be outstanding at the liquidity events based on the rights and preferences of each class. The significant unobservable
inputs include the total probabilities of an initial public offering (“IPO”), sale/merger scenarios and liquidation. Multiple scenarios were considered, in order
to reflect a range of possible future values; however, the greatest weighting was applied to the IPO scenarios. Significant increases or decreases in these inputs
in isolation would result in a significantly different fair value measurement.
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The following table summarizes the changes in fair value of the Company’s Level 3 assets for the years ended December 31, 2016 and 2015:

Level 3 Assets

Fair Value
at December 31,
2015

Realized
Gains
(Losses)

Change in
Unrealized
Gains
(Losses)

Issuances
(Settlements)

Net Transfer
In (Out) of
Level 3

Fair Value at
December 31,
2016

Preferred stock tranche assets
Total assets at fair value

$
$

$
$

$ (1,313)
$ (1,313)

$
$

$
$

$
$

Realized
Gains
(Losses)

Change in
Unrealized
Gains
(Losses)

Issuances
(Settlements)

Net Transfer
In (Out) of
Level 3

Fair Value at
December 31,
2015

$
$

$ (1,349)
$ (1,349)

$
$

$
$

$
$

Fair Value at
December 31,
2014

Level 3 Assets

Preferred stock tranche assets
Total assets at fair value

1,313
1,313

$
$

—
—

—
—

—
—

—
—

2,662
2,662

—
—

—
—

—
—

1,313
1,313

The following tables summarize the changes in fair value of the Company’s Level 3 liabilities for the years ended December 31, 2016 and 2015:

Level 3 Liabilities

Fair Value
at December 31,
2015

Realized
Gains
(Losses)

Change in
Unrealized
Gains
(Losses)

(Issuances)
Settlements

Net Transfer
In (Out) of
Level 3

Fair Value at
December 31,
2016

Preferred stock warrants
Total liabilities at fair value

$
$

$
$

$
$

$
$

$
$

$
$

Fair Value at
December 31,
2014

Level 3 Liabilities

Preferred stock tranche liabilities
Preferred stock warrants
Total liabilities at fair value

(1,456)
(1,456)

$
$

(3,673)
(1,256)
(4,929)

—
—

Realized
Gains
(Losses)

$
$

—
—
—

782
782

Change in
Unrealized
Gains
(Losses)

$ (1,379)
42
$ (1,337)

—
—

—
—

(674)
(674)

(Issuances)
Settlements

Net Transfer
In (Out) of
Level 3

Fair Value at
December 31,
2015

$

$

$

$

5,052
(242)
4,810

$

—
—
—

$

—
(1,456)
(1,456)

NOTE 10 – CONVERTIBLE PREFERRED STOCK
Under the Company’s amended and restated articles of incorporation, the Company’s convertible preferred stock was recorded at fair value as of the date of
issuance based on original issue price corroborated by a PWERM analysis (as described in Note 9), net of issuance costs. Outstanding convertible preferred
stock as of December 31, 2016 and 2015, consisted of the following:
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Shares
Designated

Series 1 Convertible Preferred Stock
Series 2-A(1) Convertible Preferred Stock
Series 2-A(2) Convertible Preferred Stock
Total Series 2-A Convertible Preferred Stock
Series 2-B(1) Convertible Preferred Stock
Series 2-B(2) Convertible Preferred Stock
Total Series 2-B Convertible Preferred Stock
Series 3 Convertible Preferred Stock
Series 3-B Convertible Preferred Stock
Series 4 Convertible Preferred Stock
Total Convertible Preferred Stock

9,363,187
20,781,845
5,107,484
25,889,329
27,709,127
39,919,846
67,628,973
80,225,978
5,262,373
67,603,974
255,973,814

9,363,187

Series 1 Convertible Preferred Stock
Series 2-A(1) Convertible Preferred Stock
Series 2-A(2) Convertible Preferred Stock
Total Series 2-A Convertible Preferred Stock
Series 2-B(1) Convertible Preferred Stock
Series 2-B(2) Convertible Preferred Stock
Total Series 2-B Convertible Preferred Stock
Series 3 Convertible Preferred Stock
Series 3-B Convertible Preferred Stock
Series 4 Convertible Preferred Stock
Total Convertible Preferred Stock

9,363,187
20,781,845
5,107,484
25,889,329
27,709,127
39,919,846
67,628,973
80,225,978
5,262,373
54,561,791
242,931,631

$

Liquidation
Preference

1,433

$ 18,822

25,889,329

17,027

25,683

67,628,973
78,843,653
5,262,373
67,603,974
254,591,489

49,038
71,125
5,991
73,729
$218,343

112,254
84,863
16,326
78,405
$ 336,353

Shares
Designated

As of December 31, 2016
Carrying
Outstanding
Values

As of December 31, 2015
Carrying
Outstanding
Values

9,363,187

$

Liquidation
Preference

1,433

$ 17,428

25,889,329

17,027

23,780

67,628,973
78,843,653
5,262,373
54,561,791
241,549,306

49,038
71,125
5,991
60,113
$204,727

107,555
78,577
15,117
59,154
$ 301,611

During the years ended December 31, 2016 and 2015, there were no changes in the shares outstanding or carrying value of the Series 1, Series 2-A, or Series
2-B Convertible Preferred stock. The following table presents the movements in the shares outstanding and carrying values of the Series 3, Series 3-B and
Series 4 convertible preferred stock during the years ended December 31, 2016 and 2015:
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Series 3 Convertible
Preferred Stock
Shares
Amount

Balance at January 1, 2014

—

Issuance of preferred stock, net of issuance costs
Recognition of tranche liabilities
Balance at January 1, 2015

56,316,891

Issuance of preferred stock, net of issuance costs
Recognition of tranche liabilities
Balance at December 31, 2015

22,526,762

$

—

49,938
(3,322)
56,316,891 $46,616

Issuance of preferred stock, net of issuance costs
Balance at December 31, 2016

Series 3-B Convertible
Preferred Stock
Shares
Amount

—

$ —

—

$ —
5,991

Series 4 Convertible
Preferred Stock
Shares
Amount

—

$

—

—

$

—

19,997
4,512
78,843,653 $71,125

5,262,373

54,561,791

5,262,373 $5,991

56,911
3,202
54,561,791 $60,113

78,843,653 $71,125

5,262,373 $5,991

13,042,183 13,616
67,603,974 $73,729

Series 4 Preferred Stock Financing—In June 2015, pursuant to the Series 4 convertible preferred stock purchase agreement (“Series 4 Purchase Agreement”),
the Company agreed to sell up to $67,000 of convertible preferred stock (“Series 4 Preferred Stock”) at $1.044687 per share in two closings and an optional
third closing. The Company agreed to certain terms and conditions with respect to the issuance of the Series 4 Preferred Stock, including a liquidation
preference equal to the original issue price, plus any accrued but unpaid dividends and a liquidation priority over the Series 3, Series 2 and Series 1 Preferred
Stock. The first tranche closed in June 2015 for $45,911, net of issuance costs of $89, for 44,032,324 shares of Series 4 Preferred Stock. The second tranche
closed in December 2015 for approximately $11,000 for 10,529,467 shares of Series 4 Preferred Stock (issuance costs were not material). The Company also
had an option to require one investor to purchase up to an additional $10,000 of Series 4 Preferred Stock at the same price (“Optional Third Closing”), which
was exercisable until June 2016. In March 2016, the Company exercised its option for the Optional Third Closing and issued 13,042,183 shares of Series 4
Preferred Stock for proceeds of $13,616 (net of issuance costs of $9), including proceeds from additional investors who chose to participate in the Optional
Third Closing.
The Company determined the rights of the investors to purchase shares of Series 4 (the Second Tranche) and the Company’s right to require an investor to
purchase shares of Series 4 (the Optional Third Closing) met the definition of freestanding financial instruments. Accordingly, the fair value of the rights
related to the Second Tranche was recognized as a liability and the fair value of the rights related to the Optional Third Closing was recognized as an asset,
with an offsetting net reduction to preferred stock. The Company determined the fair values using a Black-Scholes option-pricing model. The significant
assumptions used in the model were:
•

the market price, equal to the estimated value of the Company’s common stock;

•

the exercise price, equal to $1.044687;

•

a risk-free rate, determined by reference to yields of U.S. Treasury notes of comparable duration at each measurement date;

•

an expected life equal to the estimated time between the measurement date and the expected tranche closing date; and

•

an estimated volatility of approximately 72%.
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Upon the original issuance of the Series 4 Preferred Stock, the Company recorded $2,662 in tranche assets, which represented the fair value associated with
the Optional Third Closing, and $2,043 in tranche liabilities, which represented the fair value associated with Second Tranche. The Company adjusted the
carrying values of the tranche obligations to their estimated fair values at each quarter end, with adjustments recorded within other income (expense) in the
statements of operations. The Company recognized $1,889 of other expense during 2015 related to the remeasurement of the tranche asset and liability. The
tranche liability settled in December 2015 with the closing of the Second Tranche. As of December 31, 2015, the fair value of the tranche asset was $1,313. In
connection with the closing of the Optional Third Closing in the first quarter of 2016, the fair value of the tranche asset was re-measured and $1,313 was
recorded as other expense.
Series 3 Preferred Stock Financing—In January 2014, pursuant to the Series 3 Convertible Preferred Stock Purchase Agreement, the Company agreed to sell
up to $70,000 of Series 3 Convertible Preferred Stock (“Series 3 Preferred Stock”) in three closings (“Series 3 Financing”), at $0.887833 per share. The first
tranche closed in January 2014 in the amount of $34,940, net of issuance costs of $60, for 39,421,825 shares of Series 3 Convertible Preferred Stock. The
second tranche closed in September 2014 in the amount of $14,998, net of issuance costs of $2, for 16,895,066 shares of Series 3 Convertible Preferred Stock.
The third tranche closed in March 2015 in the amount of $19,998, net of issuance costs of $3, for 22,526,762 shares of Series 3 Convertible Preferred Stock.
The Company agreed to certain terms and conditions with respect to the issuance of the Series 3 Preferred Stock, including a liquidation preference equal to
the original issue price, plus any accrued but unpaid dividends and a liquidation priority over the Series 2 and Series 1 Preferred Stock.
The Company determined the right of the investors to purchase shares of Series 3 in future tranches (the second and third closings) met the definition of a
freestanding financial instrument and recognized a liability at fair value, with an offsetting reduction to Preferred Stock upon the original issuance of the
Series 3 Preferred Stock. The Company determined the fair value of the tranches using a Black-Scholes option-pricing model. The significant assumptions
used in the model were:
•

the market price, equal to the estimated value of the Company’s common stock;

•

the exercise price, equal to $0.887833;

•

a risk-free rate, determined by reference to yields of U.S. Treasury notes of comparable duration at each measurement date;

•

an expected life equal to the estimated time between the measurement date and the expected tranche closing date; and

•

an estimated volatility of 50%.

The Company adjusted the carrying value of the tranche obligations to its estimated fair value at each reporting date. Increases or decreases in the fair value
of the tranche obligations were recorded within other income (expense) in the statements of operations. The Company recognized $839 of other expense
during 2015 related to the remeasurement of the tranche liability. The tranche liability settled in March 2015 with the closing of the third tranche.
Series 3-B Preferred Stock Financing—In connection with the Eurofarma agreements, the Company agreed to issue 5,262,373 shares of Series 3-B Preferred
Stock. The agreement, signed in December 2014, required immediate payment for the Series 3-B Preferred Stock. However, the payment for the stock was not
received until January 2015, at which time the shares were issued with a carrying value of approximately $6,000 (see Note 3 for further details of the
Eurofarma arrangement).
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Series 2 Preferred Stock Financing—In November 2012, pursuant to the Series 2 Stock Purchase Agreement, the Company agreed to sell up to $67,500 of
Series 2 Convertible Preferred Stock (“Series 2 Preferred Stock”) in multiple closings (“Series 2 Financing”), at $0.721784 per share. The first tranche closed
in November 2012 in the amount of $17,961, net of issuance costs of $725, for 25,889,329 shares of Series 2-A Convertible Preferred Stock, consisting of
20,781,845 shares of Series 2-A(1) Convertible Preferred Stock (the “Series 2-A(1) Preferred Stock”) and 5,107,484 shares of Series 2-A(2) Convertible
Preferred Stock (the “Series 2-A(2) Preferred Stock”).
In April 2013 and June 2013, pursuant to the Series 2 Stock Purchase Agreement, the Company completed the Tranche 2 Closing in the combined amount of
$24,890, net of issuance costs of $23, for 34,516,566 shares of Series 2-B Convertible Preferred Stock, consisting of 27,709,127 shares of Series 2-B(1)
Convertible Preferred Stock (the “Series 2-B(1) Preferred Stock”) and 6,807,439 shares of Series 2-B(2) Convertible Preferred Stock (the “Series 2-B(2)
Preferred Stock”). The shares were sold at a per share price of $0.721784 and have a liquidation preference equal to two times the original issue price, plus
any accrued but unpaid dividends. The Company determined the liquidation preference was an embedded feature of the Series 2-B Convertible Preferred
Stock and did not require bifurcation.
In August and November 2013, pursuant to the Series 2 Stock Purchase Agreement, the Company completed an additional Permitted Financing in the
combined amount of $23,893, net of issuance costs of $7, for 33,112,407 shares of Series 2-B Convertible Preferred Stock, consisting of 27,154,945 shares of
Series 2-B(1) Preferred Stock and 5,957,462 shares of Series 2-B(2) Preferred Stock. The shares were sold at a per share price of $0.721784, and have a
liquidation preference equal to two times the original issue price, plus any accrued but unpaid dividends.
Series 1 Preferred Stock—In November 2012, immediately prior to the Series 2 Financing, the Company’s then outstanding 2009 Notes, 2010 Notes and
2011 Notes were converted into 9,363,187 shares of Series 1 Convertible Preferred Stock (“Series 1 Preferred Stock”) in accordance with the original terms
provided for in the agreements. At the date of the conversion, the fair value of the Series 1 Preferred Stock was determined to be $1,433 using the PWERM
valuation method.
Preferred Stock—The Series 1 Preferred Stock, Series 2 Preferred Stock, Series 3 Preferred Stock, Series 3-B Preferred Stock and Series 4 Preferred Stock
(collectively, the “Preferred Stock”) have the following rights and privileges:
Dividends—Dividends accrue to holders of the Preferred Stock at the rate of 8%, compounding per annum (on the original issue prices, as defined, of
$1.462645 per share of Series 1 Preferred Stock, $0.721784 per share of Series 2 Preferred Stock, $0.887833 per share of Series 3 Preferred Stock, $2.660397
per share of Series 3-B Preferred Stock and $1.044687 per share of Series 4 Preferred Stock). These dividends are cumulative, and accrue to the holders of the
Preferred Stock whether or not funds are legally available and whether or not declared by the board of directors. Such dividends are not accrued into the
carrying value of the Preferred Stock until such time as 1) a redeemable liquidation event is deemed probable of occurring or 2) such dividends are declared,
neither of which has occurred as of December 31, 2016. As of December 31, 2016, cumulative dividends payable to the holders of the Series 1 Preferred
Stock, Series 2 Preferred Stock, Series 3 Preferred Stock, Series 3-B Preferred Stock and Series 4 Preferred Stock, but not yet declared, totaled $5,127, $21,623,
$14,863, $2,326 and $7,780, respectively.
The holders of the Preferred Stock are also entitled to participate in dividends on common stock, when and if declared by the board of directors, based on the
number of shares of common stock held on an if-converted basis. No dividends have been declared by the board of directors from inception through
December 31, 2016.
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Liquidation Rights—In the event of a liquidation, dissolution, merger, sale, or winding up of the Company, upon issuance, the holders of the Series 4
Preferred Stock are entitled to receive, prior to and in preference to the holders of the Series 3 and Series 3-B Preferred Stock, Series 2 Preferred Stock, the
Series 1 Preferred Stock and common stock, an amount equal to $1.044687 per share of Series 4 Preferred Stock, plus any accrued but unpaid dividends. After
payment in full of the Series 4 Preferred Stock liquidation preference, the holders of the Series 3 and Series 3-B Preferred Stock are entitled to receive, prior to
and in preference to the holders of the Series 2 Preferred Stock, the Series 1 Preferred Stock and common stock, an amount equal to $0.887883 per share of
Series 3 Preferred Stock and $2.660397 per share of Series 3-B Preferred Stock (subject to certain antidilutive adjustments), plus any accrued but unpaid
dividends. After payment in full of the Series 3 and Series 3-B Preferred Stock liquidation preference, the holders of the Series 2 Preferred Stock are entitled to
receive, prior to and in preference to the holders of Series 1 Preferred Stock and common stock, from the assets of the Company available for distribution,
(A) in the case of the Series 2-B Convertible Preferred Stock, an amount equal to $0.721784 per share of Series 2-B Convertible Preferred Stock (subject to
certain antidilutive adjustments), multiplied by two, plus any accrued but unpaid dividends, and (B) in the case of the Series 2-A Convertible Preferred Stock,
an amount equal to $0.721784 per share of Series 2-A Convertible Preferred Stock (subject to certain antidilutive adjustments), plus any accrued but unpaid
dividends in order of preference. After payment in full of the Series 2 Preferred Stock liquidation preference, the holders of the Series 1 Preferred Stock are
entitled to receive, prior to and in preference to the holders of common stock, from the assets of the Company available for distribution, an amount equal to
$1.462645 per share of Series 1 Preferred Stock (subject to certain antidilutive adjustments), plus any accrued but unpaid dividends. Any net assets remaining
after the payment of preferential amounts to the holders of Preferred Stock shall be shared ratably by the holders of the Preferred Stock with the common
stockholders as if all preferred shares were converted into common stock at the time of the event.
Conversion—At the option of the holders of the Preferred Stock (or automatically in the event of a conversion pursuant to an IPO), shares may be converted
to such number of shares of common stock as is determined by dividing the applicable conversion base by the then applicable conversion price. The
conversion base for each share of the Preferred Stock shall be the original issue price, as defined (plus, in the event of a conversion pursuant to an IPO, all
accrued but unpaid dividends). The Conversion Price of each share of Series 1 Preferred Stock shall initially be $9.615178, of each share of the Series 2-A(1)
and Series 2-B(1) Preferred Stock shall initially be $0.620239, of each share of the Series 2-A(2) and Series 2-B(2) Preferred Stock shall initially be
$0.721784, of each share of the Series 3 Preferred Stock shall initially be $0.887883, of each share of the Series 3-B Preferred Stock shall initially be
$2.660397, and of each share of the Series 4 Preferred Stock shall initially be $1.044687. However, after the issuance of the Series 4 Preferred Stock, the
Conversion Price of each share of Series 3-B Preferred Stock as of December 31, 2016 was $2.328332. Upon completion of the Optional Third Closing of
Series 4 Preferred Stock in March 2016, the Conversion Price of each share of Series 3-B Preferred Stock was reduced further to $2.268401.
Voting and Other Rights—The Preferred Stock has certain voting rights equivalent to the common stockholders. In addition, the lead investor in the Series 2,
3 and 4 Financings acquired certain stockholder contractual rights to solely control all significant decisions of the Company (including, without limitation,
sole control of drag-along rights, financings, recapitalizations, and IPO), in each case not subject to any “blocking rights” of the minority stockholders. The
holders of the Series 2 Preferred Stock are entitled to elect four representatives (out of nine) to the board of directors.
NOTE 11 – COMMON STOCK
The Company’s certificate of incorporation, as amended, authorizes the Company to issue up to 350,000,000 shares of $0.001 par value common stock. Each
share of common stock entitles the holder to one vote on all matters submitted to a vote of the Company’s stockholders. Holders of the Company’s common
stock are not entitled to receive dividends, unless
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declared by the board of directors. Any such dividends would be subject to the preferential dividend rights of the holders of the Convertible Preferred Stock.
There have been no dividends declared to date. The Company has reserved and keeps available out of its authorized but unissued Common Stock a sufficient
number of shares of Common Stock to effect the conversion of all Convertible Preferred Stock and all issued and outstanding warrants and stock options.
NOTE 12 – STOCK-BASED COMPENSATION
2001 Stock Option and Incentive Plan—In 2001, the Company’s board of directors adopted the 2001 Stock Option and Incentive Plan (“2001 Plan”). The
2001 Plan provided for the granting of incentive and nonqualified stock options and restricted stock bonus awards to officers, directors, employees, and
consultants of the Company. As of December 31, 2016 and 2015, the Company had 210 and 258 shares of common stock, respectively, reserved under the
2001 Plan for issuance upon exercise of stock options. The 2001 Plan was terminated in 2011 and no new awards will be granted under the 2001 Plan, but
awards previously granted will continue to be outstanding until they are exercised or expire.
2011 Equity Incentive Plan—In November 2011, the Company’s board of directors adopted the 2011 Equity Incentive Plan (“2011 Plan”) to replace the
2001 Plan. The 2011 Plan provides for the granting of incentive stock options, nonqualified options, stock grants, and stock-based awards to employees,
directors, and consultants of the Company. In April 2014, the Company’s board of directors authorized an increase of 17,484,210 shares to be reserved for
issuance under the 2011 Plan. In September 2015, the Company’s board of directors authorized an additional 5,000,000 shares to be reserved. As of
December 31, 2016 and 2015, the Company had 31,071,988 and 31,230,367 shares of common stock, respectively, reserved under the 2011 Plan for issuance
upon exercise of stock options.
Stock-Option Activity—The exercise price of each stock option issued under the 2011 Plan is specified by the board of directors at the time of grant, but
cannot be less than 100% of the fair market value of the stock on the grant date. In addition, the vesting period is determined by the board of directors at the
time of the grant and specified in the applicable option agreement. The Company’s practice is to issue new shares upon the exercise of options.
All options granted during the years ended December 31, 2016 and 2015, were granted with exercise prices not less than the fair market value of the
Company’s common stock on the grant date, as approved by the Company’s board of directors.
A summary of the stock-option activity under the 2001 Plan is presented in the table and narrative below:

Options

Outstanding as of January 1, 2015
Expired
Outstanding as of December 31, 2015
Expired
Cancelled
Outstanding and exercisable as of December 31, 2016

288
(30)
258
(4)
(44)
210
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WeightedAverage
Exercise
Price

$1,224.74
$1,134.13
$1,235.27
1,261.72
1,417.67
$1,196.55

WeightedAverage
Remaining
Contractual
Term

Aggregate
Intrinsic
Value

2.6
1.9

$

—

1.2

$

—

A summary of the stock option activity under the 2011 Plan is presented in the table and narrative below:

Options

WeightedAverage
Exercise
Price

WeightedAverage
Remaining
Contractual
Term

Outstanding as of January 1, 2015
Granted
Exercised
Canceled/expired
Outstanding as of December 31, 2015
Granted
Exercised
Canceled/expired
Outstanding as of December 31, 2016

22,309,477
5,942,512
(934,649)
(5,503,158)
21,814,182
6,202,498
(158,427)
(1,656,045)
26,202,208

$
$
$
$
$
$
$
$
$

0.53
0.84
0.39
0.58
0.60
0.71
0.41
0.77
0.62

9.1

Exercisable as of December 31, 2016

14,123,425

$

0.55

7.3

Exercisable and expected to vest as of December 31, 2016

26,202,208

$

0.62

7.9

Aggregate
Intrinsic
Value

$

449

8.5

$

4,655

7.9

$

(2)
—

The weighted-average grant-date per share fair value of options granted under the 2011 Plan during the years ended December 31, 2016 and 2015 was $0.43
and $0.56, respectively. The weighted-average grant-date per share fair value of options that vested under the 2011 Plan during the years ended December 31,
2016 and 2015 was $0.29 and $0.32, respectively.
Under the 2011 Plan, the Company granted 6,202,498 and 5,942,512 of stock options to employees during the years ended December 31, 2016 and 2015,
respectively.
Stock-Based Compensation—The Company uses a Black-Scholes option-pricing model for determining the estimated fair value for stock-based awards. The
Black-Scholes option-pricing model requires the use of the subjective assumptions in order to determine the fair value of stock-based awards.
The assumptions used to value stock option grants were as follows:
For the Years Ended December 31,
2016
2015

Risk-free interest rate
Weighted-average volatility
Expected term – employee awards (in years)
Forefeiture rate
Dividend yield

1.48%
67.1%
6.0
0.00%
—

2.28%
75.0%
6.0
7.00%
—

Risk-Free Interest Rate—The risk-free interest rate is based on the U.S. Treasury yield curve in effect at the time of grant for zero coupon U.S. Treasury notes
with maturities approximately equal to the option’s expected term.
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Weighted-average Volatility—As the Company has been privately held since inception, there is no specific historical or implied volatility information
available. Accordingly, the Company determines volatility based on an average of reported volatility of selected peer companies in the pharmaceutical and
biotechnology industry in a similar stage of development.
Expected Term—The Company calculates expected term for employee awards using the “simplified” method for “plain vanilla” options, which is the simple
average of the vesting period and the contractual term of the option. The Company uses the contractual term as the expected term for nonemployee awards.
Forfeiture Rate—On January 1, 2016, Melinta adopted the guidance in ASU 2016-09, Improvements to Employee Share-Based Payment Accounting, and
changed its accounting policy for stock-based compensation to recognize stock option forfeitures as they occur rather than estimating an expected amount of
forfeitures.
Expected Dividend Yield—The Company has never declared or paid any cash dividends and does not expect to pay any cash dividends in the foreseeable
future.
Stock-based compensation reported in the Company’s statements of operations was as follows:
For the Years Ended December 31,
2016
2015
2014

Stock-based compensation expense:
Research and development
General and administrative
Total stock-based compensation expense

$ 1,169
1,346
$ 2,515

$

787
998
$ 1,785

$
$

521
853
1,374

No related tax benefits associated with stock-based compensation expense has been recognized and no related tax benefits have been realized from the
exercise of stock options due to the Company’s net operating loss carryforwards.
Total aggregate unrecognized stock-based compensation cost under both the 2001 Plan and the 2011 Plan as of December 31, 2016 and December 31, 2015,
net of forfeitures, was $4,703 and $4,832, respectively. The unrecognized stock-based compensation as of December 31, 2016, will be recognized over a
weighted-average period of 2.6 years.
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NOTE 13 – INCOME TAXES
The tax effects of the temporary differences and net operating losses that give rise to significant portions of deferred tax assets are as follows (in thousands):
As of December 31,
2016
2015

Deferred tax assets:
Net operating loss carryforwards
Tax credit carryforwards
Deferred revenue
Fixed assets
Stock compensation expense
Licenses
Others
Total deferred tax assets
Valuation allowance
Net deferred tax assets

$ 106,826
7,386
—
1,051
2,406
1,008
144
118,821
(118,821)
$
—

$ 78,833
5,763
—
1,136
1,434
1,164
150
88,480
(88,480)
$
—

The Company has established a full valuation allowance because the Company does not believe that it is more likely than not that it will generate sufficient
taxable income to realize the deferred tax assets and, therefore, not recognize any benefits from the net operating losses, tax credits, and other deferred tax
assets. For the years ended December 31, 2016 and 2015, the Company’s valuation allowance increased by $30,341 and $30,953, respectively.
The Company has determined that its ability to utilize its previously generated federal net operating losses and federal tax credits would be limited under
Sections 382 and 383 of the Internal Revenue Code (“Section 382”). The limitations under Section 382 apply if an ownership change, as defined by
Section 382, occurs. Generally, an ownership change occurs when certain stockholders increase their aggregated ownership by more than 50 percentage
points over their lowest ownership percentage in a testing period (typically three years). The Company determined that it will be subject to Section 382
limitations due to previous ownership changes, specifically associated with its Recapitalization in 2012. In addition, future changes in stock ownership may
trigger additional ownership changes and, consequently, additional Section 382 limitations. Due to the significant complexity and cost associated with a
change in control study, and the expectation of continuing to incur losses whereby the net operating losses and federal tax credits are not anticipated to be
used in the foreseeable future, the Company has not undergone a formal Section 382 study to assess the changes in control since the Company’s formation.
As of December 31, 2016, the Company had the following tax net operating loss carryforwards available to reduce future federal and Connecticut taxable
income and research and development tax credit carryforwards available to offset future federal and Connecticut income taxes:
Amount

Tax net operating loss carryforwards:
Federal
State of Connecticut
Research and development tax credit carryforwards:
Federal
State of Connecticut

$278,180
275,874
$
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6,227
1,736

Expire

2020-2036
2020-2036
2020-2036
Do not expire

The provision for income taxes differs from income taxes computed at the federal statutory tax rates for the years ended December 31, 2016 and 2015, due to
the following items:
Year Ended December 31,
2016
2015
2014

Federal statutory rate
State income taxes, net of federal income tax benefit
State net operating loss limitations
Change in valuation allowance
Research and development tax credits
Impact of change in fair value of tranche asset and liabilites
Other
Effective income tax rate

34.0%
5.0
—
(41.0)
2.2
(0.3)
0.1
0.0%

34.0%
5.0
—
(39.3)
2.3
(1.3)
(0.7)
0.0%

34.0%
5.4
(17.2)
(25.3)
3.3
—
(0.2)
0.0%

ASC 740, Income Taxes, prescribes a recognition threshold and measurement attribute for the financial statement recognition and measurement of a tax
position taken or expected to be taken in a tax return. Only tax positions that meet the more-likely-than-not recognition threshold at the effective date may
be recognized.
As of December 31, 2016, the Company did not have any unrecognized tax benefit. To the extent penalties and interest would be assessed on any
underpayment of income tax, the Company’s policy is that such amounts would be accrued and classified as a component of income tax expense in the
financial statements. To date, the Company has not recorded any such interest or penalties.
The Company’s primary income tax jurisdictions are the United States, Connecticut and Illinois. As a result of the Company’s net operating loss
carryforwards, the Company’s federal and Connecticut statutes of limitations remain open for all tax years since 2000. The Company does not currently have
any federal, Connecticut or Illinois income tax examinations in progress, nor has the Company had any federal, Connecticut or Illinois income tax
examinations since inception.
NOTE 14 – STATE TAX EXCHANGE CREDIT
In the state of Connecticut, companies have the opportunity to exchange certain research and development tax credit carryforwards for a cash payment equal
to 65% of the research and development tax credit. The research and development expenses that qualify for Connecticut tax credits are limited to those costs
incurred within Connecticut. The Company has elected to participate in the exchange program and, as a result, has recognized net benefits of $160, $114 and
$275 for the years ended December 31, 2016, 2015 and 2014, respectively. These tax benefits are included in other expense in the accompanying statements
of operations.
NOTE 15 – COMMITMENTS AND CONTINGENCIES
Operating Leases—The Company is a lessee under a lease agreement for its principal research facility at 300 George Street, New Haven, Connecticut, that
expires in August 2018. The Company is a lessee under a lease agreement for its administrative facility at 300 Tri-State International, Lincolnshire, Illinois,
that expires in March 2022. In 2016, the Company exercised an option to lease additional office space in the Lincolnshire, Illinois, location, which will
become effective in April 2017.
The terms of the Connecticut lease provide for even rental payments over the life of the lease, and the Company recognizes rent expense on a straight-line
basis over the noncancelable lease term. The Company is required to pay its share of operating expenses, and these amounts are not included in rent expense
or minimum operating lease payments below.
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The terms of the Illinois lease provide for rental payments on a graduated scale, and the Company recognizes rent expense on a straight-line basis over the
noncancelable lease term and records the difference between cash rent payments and the recognition of rent expense as a deferred rent liability included in
accrued expenses. The Company is required to pay its share of operating expenses, and these amounts are not included in rent expense or minimum operating
lease payments below.
Rent expense under operating leases for facilities and equipment was $690 and $688 for the years ended December 31, 2016 and 2015, respectively. As of
December 31, 2016, minimum operating lease payments under noncancelable leases (as amended) were as follows:
Amounts

2017
2018
2019
2020
2021
Thereafter
Total future minimum payments

$

748
636
253
257
260
132
$ 2,286

License Agreements—In December 2001, the Company entered into an exclusive license agreement with Yale University (“Yale”) under which the
Company obtained an exclusive right to use certain technology related to the high-resolution X-ray crystal structure of a 50S ribosome through the term of
Yale’s patent rights on such technology. In return, the Company issued 61 shares of the Company’s common stock. The fair value of the shares of $35 was
charged to operations in 2001. In September 2004 and December 2009, the license agreement was amended to include additional 50S ribosome technology
and 70S ribosome technology owned by Yale, and the Company paid Yale license fees of $15 upon each amendment. The Company uses the licensed
technology in its ESKAPE pathogen program. The Company is obligated to certain diligence requirements and has the right to grant sublicenses to third
parties, although Yale is entitled to a portion of payments received from the sublicensees. Under the license agreement, the Company may be required to
make payments to Yale of up to $900 upon achieving certain regulatory approval milestones for each of the first three products developed under the license.
In accordance with the license agreement, Yale is also entitled to receive percentage royalty payments in the single digits based on net sales, if any, of
products using the subject matter of the license. Upon the occurrence of certain events, Yale has the right to terminate the license agreement upon 60 days’
written notice to the Company, should the Company fail to make a material payment under the agreement, commit a material breach of the agreement, fail to
carry insurance required by the agreement, cease to carry on the Company’s business, or become subject to bankruptcy or a similar insolvency event. The
Company has the right to terminate the license agreement upon 90 days’ written notice to Yale. Unless earlier terminated, the agreement will continue in
effect until the last of the licensed patents expires.
In March 2005, the Company entered into an exclusive license agreement with the Medical Research Council (“MRC”) under which the Company acquired
rights to certain patent applications and other intellectual property related to the high-resolution X-ray crystal structure of a 30S ribosome through the term of
the MRC’s patent rights on such technology. Upon entering into the license agreement, the Company paid the MRC a license fee of $10. The Company uses
the licensed technology in its ESKAPE pathogen program. The Company is obligated to certain diligence requirements and has the right to grant sublicenses
to third parties. Under the license agreement, the Company may be required to pay the MRC
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an aggregate of $610 upon the achievement of specified development and regulatory approval milestones for a pharmaceutical product and $100 for a
diagnostic product. In accordance with the license agreement, the MRC is also entitled to receive percentage royalty payments in the single digits based on
net sales, if any, of licensed pharmaceutical and diagnostic products. The Company and the MRC have the right to terminate the license agreement upon
30 days’ written notice if the other party commits a material breach of the agreement or an insolvency event occurs with respect to the other party, and the
MRC may terminate the agreement if the Company challenges the protection of the licensed patent rights and know-how. Unless earlier terminated, the term
of the agreement continues until the expiration of the last to expire claim of the licensed patent rights on a country-by-country basis.
In May 2006, the Company and Wakunaga Pharmaceutical Co., Ltd. (“Wakunaga”) executed a license agreement under which the Company acquired rights
to certain patents, patent applications, and other intellectual property related to Baxdela. To date, the Company has made $5,100 of nonrefundable payments
to Wakunaga. Under the license, the Company has the right to grant sublicenses, although Wakunaga is entitled to a substantial portion of nonroyalty
income received from a sublicense of the Wakunaga technology. Pursuant to an amendment of the license agreement in November 2012, and later amended
in May 2017, the future payments under the license agreement were adjusted. The license agreement, as amended, provides for potential additional future
payments of up to $9,000 to Wakunaga upon the achievement of specified development and regulatory milestones, in addition to potential future sales
milestone payments, and tiered royalty payments in the single digits on net sales, if any, of the licensed product. Of the $9,000, Melinta paid Wakunaga
$1,590 in March 2017 in connection with its license and collaboration agreement with Menarini (see Note 20). Wakunaga has certain termination rights,
should the Company fail to perform its obligations under the agreement, the Company becomes subject to bankruptcy or similar events, or the Company’s
business is transferred or sold and the successor requires the Company to terminate a substantial part of its development activities under the agreement. The
Company has the right to terminate the license for cause upon six months’ written notice to Wakunaga. Unless earlier terminated, the license agreement will
continue in effect on a country-by-country and product-by-product basis until the Company is no longer required to pay any royalties, which is the later of
the date the manufacture, use or sale of a licensed product in a country is no longer covered by a valid patent claim, or a specified number of years following
the first commercial sale in such country.
In November 2010, the Company entered into a license and supply agreement with CyDex Pharmaceuticals, Inc. (now a wholly owned subsidiary of Ligand
Pharmaceuticals Incorporated, both hereafter referred to as Ligand) under which the Company obtained an exclusive right, under certain patents and patent
applications, to use Ligand’s beta sulfobutyl cyclodextrin, Captisol, in the Company’s development and commercialization of a Baxdela product. In
addition, under the terms of the license agreement, the Company obtained a nonexclusive license to Ligand’s Captisol data package. Upon entering into the
license agreement, the Company made a nonrefundable payment of $300 to Ligand. In January 2011, May 2013 and October 2016, the Company made
milestone payments to Ligand under the agreement of $150, $500, and $1,500, respectively. The Company is obligated to certain diligence requirements and
has the right to grant sublicenses to third parties. The license agreement provides for payments of up to $2,100 to Ligand upon the achievement of future
development and commercial milestones, and obligations to make percentage royalty payments in the single digits based on net sales, if any, of the licensed
product. Additionally, the Company has agreed to purchase its requirements of Captisol from Ligand for use in a Baxdela product, with pricing established
pursuant to a tiered pricing schedule. Ligand has certain rights to terminate the agreement following a cure period, should the Company fail to perform its
obligations under the agreement. In addition, Ligand may terminate the agreement immediately if the Company fails to pay milestones or royalties due under
the agreement or if the Company becomes subject to bankruptcy or similar events. The Company has the right to terminate the license upon 90 days’ written
notice to Ligand. Unless earlier terminated, the agreement will continue in effect until the expiration of the Company’s obligation to pay royalties. Such
obligation expires, on a country-by-country basis, over a specified number of years following the expiration date of the last valid claim of a licensed product
in the country of sale; if there has never been a valid claim of a licensed product in the country of sale, then such number of years after the first sale of the
licensed product in such country.
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In December 2014, the Company entered into a license agreement with a contract research organization (“CRO”) for the development and commercialization
of Radezolid in topical formulations for a variety of dermatological indications. Melinta retains the option to co-develop or fully regain rights to Radezolid
upon completion of specific development milestones. In March 2016 and February 2017, the Company paid milestones totaling $900 and $450,
respectively, to the CRO under this license agreement, which was recorded as an expense when paid.
All payments made under these license agreements have been expensed as research and development expenses in the Company’s statements of operations.
Contingencies—The Company may become subject to claims and assessments from time to time in the ordinary course of business. Such matters are subject
to many uncertainties. The Company accrues liabilities for such matters when it is probable that future expenditures will be made and such expenditures can
be reasonably estimated. As of December 31, 2016 and 2015, the Company does not believe that any such matters, individually or in the aggregate, will have
a material adverse effect on the Company’s business, financial condition, results of operations, or cash flows.
NOTE 16 – BENEFIT PLAN
The Company has a 401(k) Plan in which all of the Company’s employees are eligible to participate. Each year, the Company may, but is not required to,
make matching contributions to the 401(k) Plan. For the years ended December 31, 2016 and 2015, the Company made matching contributions to the
401(k) Plan of $306 and $288, respectively.
NOTE 17 – RELATED PARTY TRANSACTIONS
The Company uses various software tools in the research and development discovery process. These tools are licensed at market rates from a company owned
by Dr. William Jorgensen. Dr. Jorgensen is a founder of the Company and is the spouse of the Company’s Chief Scientific Officer. Total fees paid to
Dr. Jorgensen’s company were $43, $43 and $46 for the years ended December 31, 2016, 2015 and 2014, respectively.
Dr. Thomas Koestler is the Company’s Chairman of the Board and is employed by our lead investor. Dr. Koestler received compensation for his role in the
amount of $150 for each of the years ended December 31, 2016, 2015 and 2014. In addition, during the year ended December 31, 2015, the Company granted
stock options to purchase 795,072 shares with an exercise price of $0.87 and a fair value of $461. The Company did not grant stock options to Mr. Koestler
during the year ended December 31, 2016.
In August 2015, the Company entered into a supply and distribution agreement with Malin Life Sciences Holdings Limited (“Malin”), a principal investor of
the Company with a more than 5% ownership interest. Pursuant to the terms and conditions of the supply and distribution agreement, Malin or its affiliates
are entitled to exclusive rights to obtain product approval, procure supply from the Company and to commercialize Baxdela in Africa and the Middle East. In
connection with the supply and distribution agreement, the Company is entitled to receive a royalty percentage of net sales of Baxdela. No upfront payments
were received or paid in connection with this agreement.
In 2016, the Company issued Convertible Promissory Notes to certain of its investors. See Note 5 for discussion of these notes.
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NOTE 18 – SELECTED UNAUDITED QUARTERLY RESULTS OF OPERATIONS
The table presented below is a summary of quarterly data for the years ended December 31, 2016 and 2015.
(in thousands except per share amounts)
2016

Research and development expenses
General and administrative expenses
Total Other Expense, Net
Net Loss
Basic Net Loss Per Share(1)

First
Quarter

Second
Quarter

Third
Quarter

Fourth
Quarter

Full Year

$13,754
5,759
1,802
$21,315
$ 26.35

$ 9,847
4,951
771
$15,569
$ 20.84

$ 9,888
4,114
664
$14,666
$ 19.94

$16,302
4,586
1,494
$22,382
$ 27.17

$49,791
19,410
4,731
$73,932
$ 94.29

$13,527
3,235
1,342
$18,104
$309.96

$14,769
3,180
616
$18,565
$324.30

$17,977
4,160
3,276
$25,413
$434.20

$16,515
3,584
(3,505)
$16,594
$ 50.00

$62,788
14,159
1,729
$78,676
$600.78

2015

Research and development expenses
General and administrative expenses
Total Other (Income) Expense, Net
Net Loss
Basic Net Loss Per Share(1)
(1)

The sum of the four quarters is not necessarily the same as the total for the year

NOTE 19 – NET LOSS PER SHARE
Basic net loss attributable to common stockholders per share is computed by dividing the net loss attributable to common stockholders by the weightedaverage number of common shares outstanding for the period. During periods where the Company might earn net income, the Company would allocate to
participating securities a proportional share of net income determined by dividing total weighted-average participating securities by the sum of the total
weighted-average common shares and participating securities (the “two-class method”). The Company’s preferred stock participates in any dividends
declared by the Company and are therefore considered to be participating securities. Participating securities have the effect of diluting both basic and diluted
earnings per share during periods of income. During periods where the Company incurred net losses, the Company allocates no loss to participating securities
because they have no contractual obligation to share in the losses of the Company. The Company computes diluted loss per common share after giving
consideration to the dilutive effect of stock options and warrants that are outstanding during the period, except where such nonparticipating securities would
be antidilutive. Because the Company has reported net losses for the years ended December 31, 2016, 2015 and 2014, diluted net loss per common share is
the same as basic net loss per common share for those periods.
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The following potentially dilutive securities (in common stock equivalent shares) have been excluded from the computation of diluted weighted-average
shares outstanding because such securities have an antidilutive impact due to losses reported:

2016

Options to purchase common stock
Preferred stock warrants
Common stock warrants
Convertible preferred stock

Years Ended December 31,
2015

26,202,418
1,382,323
2,058
254,591,489

21,814,440
1,382,323
2,058
241,549,306

2014

22,309,765
1,151,936
2,058
159,198,380

NOTE 20 – SUBSEQUENT EVENTS
In connection with the Company’s initial publication of the December 31, 2016, financial statements, the Company evaluated subsequent events through
May 10, 2017, the date these financial statements were available to be issued.
In connection with the Company’s reissuance of its financial statements in this Current Report on Form 8-K, the Company has updated such evaluation for
disclosure purposes through December 5, 2017, the date on which the retrospectively revised December 31, 2016, financial statements were reissued (as to the
segment information, loss per share information and quarterly results).
In February 2017, the Company executed a license and collaboration agreement with A. Menarini Industrie Farmaceutiche Riunite S.r.l. (“Menarini”), a
leading pharmaceutical company in western Europe, under which we licensed rights to commercialize Baxdela in certain European, Asia-Pacific and other
rest-of-world territories. Pursuant to the terms and conditions of the arrangement, Menarini is entitled to exclusive rights to obtain product approval, procure
supply from the Company and to commercialize Baxdela in the licensed territories, and the Company is entitled to commercial milestones and to receive a
royalty percentage of net sales of Baxdela. In addition, Menarini and the Company agreed to share jointly in the future development cost of Baxdela. In
connection with this arrangement, we received $19.9 million upfront, and going forward, we will receive reimbursement for 50% of the costs incurred for
efforts to expand the applicable indications for Baxdela. We are currently evaluating the revenue recognition related to the consideration under this
arrangement. In connection with this license and collaboration with Menarini, the Company paid Wakunaga $1,590, which was credited toward the
Company’s future payment obligations (see Note 15).
Any other significant events that occurred after December 31, 2016, are disclosed elsewhere in these financial statements and are identified as subsequent
events.
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Exhibit 99.2
MELINTA THERAPEUTICS, INC.
INDEX TO UNAUDITED FINANCIAL STATEMENTS
For the Three and Nine Months Ended September 30, 2017
Page(s)

Condensed Consolidated Balance Sheets
Condensed Consolidated Statements of Operations
Condensed Consolidated Statements of Cash Flows
Notes to Unaudited Condensed Consolidated Financial Statements

2
3
4
5 to 20
1

MELINTA THERAPEUTICS, INC.
UNAUDITED CONDENSED CONSOLIDATED BALANCE SHEET
(In thousands, except share data)

ASSETS
CURRENT ASSETS:
Cash and cash equivalents
Receivables
Inventory
Prepaid expenses and other current assets
Total current assets
Property and equipment, net
Restricted cash
Intangible assets
Other assets
TOTAL ASSETS

September 30,
2017

December 31,
2016

$

12,193
7,525
5,997
2,304
28,019
1,538
200
7,500
903
38,160

$

12,443
16,310
—
275
339
29,367

$

$

LIABILITIES AND STOCKHOLDERS’ DEFICIT
CURRENT LIABILITIES:
Accounts payable
Accrued expenses
Notes payable, current portion
Accrued interest on note payable
Preferred stock warrants
Total current liabilities
LONG-TERM LIABILITIES:
Notes payable, net of current
Convertible promissory notes (See Note 3)
Deferred revenues
Accrued notes payable exit fee
Other long-term liabilities
Total long-term liabilities
COMMITMENTS AND CONTINGENCIES
CONVERTIBLE PREFERRED STOCK:
Total convertible preferred stock (See Note 6)
STOCKHOLDERS’ DEFICIT:
Common stock, $0.001 par value; 350,000,000 shares authorized; 1,161,583 and 1,291,526 shares issued and
outstanding at December 31, 2016 and September 30, 2017, respectively
Additional paid-in capital
Accumulated deficit
Total stockholders’ deficit
TOTAL LIABILITIES, CONVERTIBLE PREFERRED STOCK AND STOCKHOLDERS’ DEFICIT

$

$

5,136
6,360
11,075
174
674
23,419

38,887
73,101
10,008
319
—
122,315

12,647
45,127
9,008
1,050
491
68,323

217,220

218,343

1
223,137
(553,880)
(330,742)
38,160

The accompanying notes are an integral part of these condensed consolidated financial statements.
2

$

11,409
454
—
3,226
15,089
1,101
—
—
444
16,634

1
220,291
(513,743)
(293,451)
$
16,634

MELINTA THERAPEUTICS, INC.
UNAUDITED CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
(In thousands, except per share data)

REVENUE:
License
Contract research
Total revenue
OPERATING EXPENSES:
Research and development
Selling, general and administrative
Total operating expenses
Loss from operations
OTHER INCOME (EXPENSE), NET:
Interest income
Interest expense
Loss on early extinguishment of debt
Change in fair value of tranche assets and liabilities
Change in fair value of warrant liability
Other income
Total other expense, net
NET LOSS

Three Months Ended September 30,
2017
2016

Nine Months Ended September 30,
2017
2016

$

$

$

—
3,191
3,191

$
$

—
—
—

$

19,905
9,728
29,633

$
$

—
—
—

10,884
10,304
21,188
(17,997)

9,888
4,114
14,002
(14,002)

37,876
25,976
63,852
(34,219)

33,489
14,824
48,313
(48,313)

25
(5,765)
(607)
—
335
95
(5,917)
(40,136) $

24
(2,928)
—
(1,313)
845
135
(3,237)
(51,550)

$

7
(2,381)
—
—
701
34
(1,639)
(19,636)

$

7
(1,156)
—
—
436
49
(664)
(14,666) $

Accretion of convertible preferred stock dividends
Net loss attributable to common stockholders

$

(5,720)
(25,356)

$

(5,335)
(20,001) $

(17,161)
(57,297) $

(15,782)
(67,332)

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

$

(19.63)

$

(19.94) $

(45.26) $

(67.13)

Weighted-average shares, basic and diluted

1,292

1,003

The accompanying notes are an integral part of these condensed consolidated financial statements.
3

1,266

1,003

MELINTA THERAPEUTICS, INC.
UNAUDITED CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(In thousands)
Nine Months Ended September 30,
2017
2016

CASH FLOWS FROM OPERATING ACTIVITIES:
Net loss
Adjustments to reconcile net loss to net cash used in operating activities:
Depreciation expense
Change in fair value of tranche assets and liabilities
Loss on early extinguishment of debt
Non-cash interest expense
Stock-based compensation
Change in fair value of warrant liability
Loss on disposal of assets
Write-off of deferred equity financing costs
Changes in operating assets and liabilities:
Tax credit receivable
Other receivables
Inventory
Prepaid expenses and other current assets
Accrued interest on notes payable
Accounts payable
Accrued expenses
Deferred revenues
Other non-current assets and liabilities
Net cash used in operating activities
CASH FLOWS FROM INVESTING ACTIVITIES:
Purchases of property and equipment
Purchases of intangible assets
Net cash used in investing activities
CASH FLOWS FROM FINANCING ACTIVITIES:
Proceeds from the issuance of convertible preferred stock
Payment of preferred stock issuance costs
Proceeds from the issuance of notes payable
Proceeds from the issuance of convertible notes payable
Proceeds from the exercise of stock options
Repayment of notes payable
Fees paid upon repayment of notes payable
Net cash provided by financing activities
NET INCREASE (DECREASE) IN CASH, CASH EQUIVALENTS AND RESTRICTED CASH
CASH, CASH EQUIVALENTS AND RESTRICED CASH, beginning of the year
CASH, CASH EQUIVALENTS AND RESTRICTED CASH, end of the period
Supplemental cash flow information:
Cash paid for interest
Cash received from exchange of state tax credits
Supplemental non-cash flow information:
Accrued purchases of intangible assets
Accrued purchases of fixed assets
Accrued notes payable issuance costs

$

$

(51,550)

368
—
607
4,174
1,628
(335)
14
—

380
1,313
—
1,069
1,851
(845)
—
969

35
(7,106)
(5,997)
922
101
7,303
4,278
1,000
(459)
(33,603)

82
(11)
—
(1,611)
—
1,192
(1,372)
—
615
(47,918)

(791)
(3,500)
(4,291)

(444)
—
(444)

$

—
—
40,000
24,526
95
(24,503)
(1,240)
38,878
984
11,409
12,393

$

13,625
(9)
—
27,845
—
(2,717)
—
38,744
(9,618)
30,158
20,540

$
$

1,376
142

$
$

1,852
207

$
$
$

4,000
15
1,156

$
$
$

—
14
—

The accompanying notes are an integral part of these condensed consolidated financial statements.
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(40,136)

MELINTA THERAPEUTICS, INC.
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(In thousands, except share and per share data)
NOTE 1 – BASIS OF PRESENTATION AND SIGNIFICANT ACCOUNTING POLICIES
Melinta Therapeutics, Inc. (the “Company” or “Melinta”), a Delaware corporation, was formed in October 2000. Melinta is a commercial-stage
biopharmaceutical company developing new antibiotics to overcome drug-resistant, life-threating infections. The Company has a commercially ready
product, Baxdela®, which is being advanced for acute bacterial skin and skin structure infections (“ABSSSI”) and other serious infections. The Company also
has a proprietary drug discovery platform, enabling a unique understanding of how antibiotics combat infection and has generated a pipeline spanning
multiple phases of research and clinical development. In June 2017, Melinta received approval from the U.S. Food and Drug Administration (“FDA”) to sell
Baxdela for the treatment of adults with ABSSSI.
On August 8, 2017, Melinta entered into a definitive agreement to merge with a subsidiary of Cempra, Inc. (“Cempra”) in an all-stock transaction (the
“Merger”). The Merger closed on November 3, 2017. In connection with the closing of the Merger, Cempra issued shares of Cempra common stock to
Melinta’s former stockholders such that Melinta’s former stockholders now own approximately 52% of the combined company, and the Cempra stockholders
own approximately 48% of the combined company. Upon closing, the combined company was renamed Melinta Therapeutics, Inc. See Note 12 for
additional discussion of the Merger.
These unaudited condensed consolidated financial statements are prepared in accordance with accounting principles generally accepted in the United States
of America (“U.S. GAAP”). In accordance with U.S. GAAP requirements for interim financial statements, these condensed consolidated financial statements
do not include certain information and note disclosures that are normally included in annual financial statements prepared in conformity with U.S. GAAP.
Accordingly, these condensed consolidated financial statements should be read in conjunction with the audited consolidated financial statements as of
December 31, 2016 and 2015, and for the years ended December 31, 2016, 2015 and 2014, and the notes thereto filed with the SEC on Form 8-K on
December 5, 2017 (“2016 Annual Report”). In the opinion of the Company, the condensed consolidated financial statements contain all adjustments (which
are of a normal, recurring nature) necessary to present fairly, in all material respects, the financial position as of September 30, 2017, and the results of
operations and cash flows for the three and nine months ended September 30, 2017 and 2016, in conformity with U.S. GAAP. Interim results may not be
indicative of results that may be realized for the full year.
The Company has incurred losses from operations since its inception and had an accumulated deficit of $553,880 as of September 30, 2017. In addition, at
September 30, 2017, the Company had $73,101 of outstanding convertible promissory notes, including accrued interest, and $40,000 of outstanding
principal balance of notes payable. The Company expects to incur substantial expenses and further losses in the foreseeable future for the research,
development, and commercialization of its product candidates. These conditions raise substantial doubt about the Company’s ability to continue as a going
concern. And while Melinta had an excess of $155,000 cash on hand at the closing of the Merger, the Company will need to fund its operations through
public or private equity offerings, debt financings, or corporate collaborations and licensing arrangements. There can be no assurance that the Company will
be able to raise the capital it requires on favorable terms, in sufficient amounts or at all. The accompanying financial statements have been prepared on a
going-concern basis and do not include any adjustments that might result from the outcome of these uncertainties. During the nine months ended
September 30, 2017, the Company raised $84,525 through equity and debt financing and licensing activities. Of that, $40,000 was a new debt arrangement
that replaced the debt arrangement in place at December 31, 2016. See Note 3 for additional discussion.
Significant Accounting Policies
Revenue Recognition—The Company recognizes revenue under Accounting Standards Codification (“ASC”) 605, Revenue Recognition. In Note 2 to the
Company’s audited consolidated financial statements for the year ended December 31, 2016, the
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Company disclosed that it was expecting to adopt Accounting Standards Update 2014-09, Revenue From Contracts With Customers, as amended (“ASU
2014-09”), as of January 1, 2017. Subsequent to the issuance of those financial statements, the Company amended its planned adoption date for ASU
2014-09 to January 1, 2018 to align the adoption date of ASU 2014-09 with that of Cempra.
The Company’s revenue arrangements consist of licensing and collaboration revenue related to non-refundable upfront fees, reimbursement of research and
development expenses, milestone payments and royalties on future product sales by the licensee. Revenue is recognized when the following criteria are met:
(1) persuasive evidence that an arrangement exists; (2) delivery of the products and/or services has occurred; (3) the selling price is fixed or determinable; and
(4) collectability is reasonably assured.
For arrangements that involve the delivery of more than one element, each product, service and/or right to use assets is evaluated to determine whether it
qualifies as a separate unit of accounting. This determination is based on whether the deliverable has “stand-alone value” to the customer. The consideration
that is fixed or determinable is then allocated to each separate unit of accounting based on the relative selling prices of each deliverable. The consideration
allocated to each unit of accounting is recognized as the related goods and services are delivered, limited to the consideration that is not contingent upon
future deliverables. When an arrangement is accounted for as a single unit of accounting, the Company determines the period over which the performance
obligations will be performed and revenue recognized.
Milestone payments are recognized when earned, provided that the milestone event is substantive and there is no ongoing performance obligation related to
the achievement of the milestone earned. Milestone payments are considered substantive if all of the following conditions are met: the milestone payment is
non-refundable; achievement of the milestone was not reasonably assured at the inception of the arrangement; substantive effort is involved to achieve the
milestone; and the amount of the milestone appears reasonable in relation to the effort expended, the other milestones in the arrangement, and the related risk
associated with the achievement of the milestone. Contingent-based payments the Company may receive under a license agreement will be recognized when
received.
See Note 8 for discussion related to revenue recognized under the Company’s licensing agreement signed in 2017.
The Company plans to adopt the guidance in Accounting Standards Update (“ASU”) 2014-09, Revenue From Contracts With Customers, on January 1, 2018,
using the modified retrospective method. This pronouncement outlines a single comprehensive model to use in accounting for revenue arising from contracts
with customers and supersedes most current revenue recognition guidance. The core principle of the guidance is that an entity recognizes revenue to depict
the transfer of promised goods or services to customers in an amount that reflects the consideration to which the entity expects to be entitled in exchange for
those goods or
services. To date, the Company has (1) performed an initial assessment of the its revenue streams; (2) substantially completed its inventory of all outstanding
contracts; and (3) begun the process of applying the five-step model to those revenue streams and contracts to evaluate the quantitative and qualitative
impacts the new statement will have on its business and reported revenues.
Restricted Cash—In November 2016, the FASB issued ASU 2016-18, Restricted Cash, which clarifies guidance on the classification and presentation of
restricted cash in the statement of cash flows. The ASU states that an entity (1) should include amounts deemed to be restricted cash in its cash and cashequivalent balances in the statement of cash flows; (2) should present a reconciliation between the statement of financial position and statement of cash flows
when the statement of financial position includes more than one line item for cash or cash equivalents; (3) must not present changes in restricted cash that
result from transfers between unrestricted and restricted cash as cash flow activities in the statement of cash flows; and (4) must disclose information about
material amounts of restricted cash. ASU 2016-18 is effective for public entities for fiscal years beginning after December 15, 2017, including interim periods,
but allows for early adoption. The Company adopted this guidance as of January 1, 2017. Prior to 2017, the Company did not have any restricted cash
balances. Accordingly, there was no retrospective impact from the adoption of this standard.
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Inventory—Inventory is stated at the lower of cost or estimated net realizable value. The Company currently uses actual costing to determine the cost basis
for its inventory. Inventory is valued on a first-in, first-out basis and consists primarily of third-party manufacturing costs, overhead and related transportation
costs. The Company capitalizes inventory costs associated with its products upon regulatory approval when, based on management’s judgment, future
commercialization is considered probable and the future economic benefit is expected to be realized; otherwise, such costs are expensed. The company
reviews inventories on hand at least quarterly and records provisions for estimated excess, slow-moving and obsolete inventory, as well as inventory with a
carrying value in excess of net realizable value.
As of September 30, 2017, inventory on the Company’s balance sheet represented the cost of certain raw material and work-in-process inventory that the
Company incurred after the FDA approval of Baxdela on June 19, 2017. At September 30, 2017, the Company had incurred other costs for manufacturing this
inventory; however, such costs were incurred prior to the FDA approval of Baxdela and, therefore, were recognized as research and development expense in
earlier periods. Consequently, profit margins reported from the initial sales of Baxdela will not be representative of margins the Company expects to achieve
after the first commercial batches of inventory are consumed. Costs of drug product to be consumed in any current or future trials will continue to be
recognized as research and development expense.
Intangible Assets— The Company’s intangible assets consisted of intellectual property rights acquired for currently approved products (“amortized
intangibles”). All of the Company’s intangible assets were recorded in connection with post-approval milestones payable under the Company’s license
agreements. The Company amortizes these intangible assets over their estimated useful lives, which correlates with the period of time over which the
intangible assets are estimated to contribute to future cash flows. The Company amortizes finite-lived intangible assets using the straight-line method.
Industry Segment and Geographic Information—The Company operates in a single industry segment—the discovery and development of antibiotics for
the treatment of drug-resistant, life threatening infections. The Company had no foreign-based operations during any of the periods presented. Although all
of the revenue reported for the three and nine months ended September 30, 2017, was generated from an agreement with one company that is domiciled in
Italy, Melinta did not operate in Italy, nor do we have any significant assets there. The contract research revenue was reimbursement for US-based research
activities. See Note 8 for further discussion of the license and contract research revenue.
Business Combinations—In January 2017, the FASB issued ASU 2017-01, Business Combinations (Topic 805) Clarifying the Definition of a Business,
which narrows the definition of a business and requires an entity to evaluate if substantially all of the fair value of the gross assets acquired is concentrated in
a single identifiable asset or a group of similar identifiable assets, which would not constitute the acquisition of a business. The guidance also requires a
business to include at least one substantive process and
narrows the definition of outputs. This guidance is effective for fiscal years beginning after December 15, 2017, and interim periods within those fiscal years,
with early adoption permitted. The Company will adopt this guidance as of January 1, 2018. We do not expect the adoption will have a material impact on
our condensed consolidated financial statements.
NOTE 2 – BALANCE SHEET COMPONENTS
Cash, Cash Equivalents and Restricted Cash—Cash, cash equivalents and restricted cash, as presented on the Statement of Cash Flows, consisted of the
following (we did not have any restricted cash at September 30, 2016):

Cash and cash equivalents
Restricted cash
Total cash, cash equivalents and restricted cash shown in the Statement of
Cash Flows
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September 30,
2017

December 31,
2016

$

12,193
200

$

11,409
—

$

12,393

$

11,409

Prepaid and Other Current Assets—Prepaid and other current assets consisted of the following:

Prepaid contracted services
Other prepaid expenses
Total prepaid and other current assets

September 30,
2017

December 31,
2016

$

$

$

1,423
881
2,304

$

2,483
743
3,226

Inventory—Inventory consisted of the following:

Raw materials
Work in process
Total inventory

September 30,
2017

December 31,
2016

$

$

2,432
3,565
5,997

$

$

—
—
—

Property and Equipment, Net—Property and equipment, net consisted of the following:

Laboratory equipment
Office equipment
Purchased software
Furniture and fixtures
Leasehold improvements
Assets in development
Gross property and equipment
Less-accumulated depreciation
Property and equipment, net

September 30,
2017

December 31,
2016

$

$

3,332
575
860
390
4,869
370
10,396
(8,858)
1,538

$

$

3,332
434
932
219
4,588
166
9,671
(8,570)
1,101

Depreciation expense relating to property and equipment was $113 and $125 for the three months ended September 30, 2017 and 2016, respectively, and
$368 and $380 for the nine months ended September 30, 2017 and 2016, respectively.
Accrued Expenses—Accrued expenses consisted of the following:

Accrued contracted services
Payroll related expenses
Professional fees
Accrued license milestone payments
Accrued other expenses
Total accrued expenses

September 30,
2017

December 31,
2016

$

$

$

4,616
2,572
479
4,000
4,643
16,310

$

2,564
1,825
1,540
—
431
6,360

Accrued contracted services are primarily composed of amounts owed to third-party clinical research organizations and contract manufacturers for research
and development work performed on behalf of the Company. Accrued other expenses are primarily legal and other professional fees associated with the
Merger.
Accrued expenses represent the Company’s best estimate of amounts owed through period-end, based on all information available. Such estimates are subject
to change as additional information becomes available.
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NOTE 3 – NOTES PAYABLE
The Company’s outstanding debt balances consisted of the following:

Principal balance
Debt discount and deferred financing costs
Net balance
Less: current maturities, including deferred financing costs and debt
discount
Long-term balance
Principal outstanding under Convertible Promissory Notes
Interest outstanding under Convertible Promissory Notes
Total Convertible Promissory Notes
Total long-term debt, net of current maturities

September 30,
2017

December 31,
2016

$

$

$

40,000
(1,113)
38,887
—
38,887
68,636
4,465
73,101
111,988

$

24,502
(780)
23,722
(11,075)
12,647
44,111
1,016
45,127
57,774

2014 Loan Agreement
In December 2014, the Company entered into the 2014 Loan Agreement with a lender pursuant to which it borrowed an initial term loan amount of $20,000.
In December 2015, pursuant to the achievement of certain milestones with respect to the terms in the 2014 Loan Agreement, the Company borrowed an
additional term loan advance in the amount of $10,000.
The Company was obligated to make monthly payments in arrears of interest only, at a rate of the greater of 8.25% or the sum of 8.25% plus the prime rate
minus 4.5% per annum, commencing on January 1, 2015, and continuing on the first day of each successive month thereafter through and including June 1,
2016. Commencing on July 1, 2016, and continuing on the first day of each month through and including June 1, 2018, the Company was to make
consecutive equal monthly payments of principal and interest. All unpaid principal and accrued and unpaid interest with respect to the 2014 Loan
Agreement were to be due and payable in full on June 1, 2018.
The loan was collateralized by substantially all of the Company’s assets, excluding its intellectual property. In connection with the 2014 Loan Agreement,
the Company entered into a negative pledge arrangement in which the Company has agreed not to encumber its intellectual property. The Company paid a
$195 facility fee at the inception of the loan, which was recorded as debt discount and was being recognized as additional interest expense over the term of
the loan. Subject to certain limited exceptions, amounts prepaid in relation to the 2014 Loan Agreement were subject to a prepayment fee on the then
outstanding balance of 3% in the first year, 2% in the second year, and 1% thereafter. In addition, upon repayment of the total amounts borrowed, the
Company was required to pay an exit fee equal to 3.5% of the total of the amount borrowed. The amount of the exit fee was $1,050 as of both December 31,
2016 and 2015, and was recorded as a debt discount and included in non-current liabilities. The accrued exit fee was amortized as a non-cash component of
interest expense over the term of the loan.
Under the terms of the 2014 Loan Agreement, the Company was subject to operational covenants, including limitations on the Company’s ability to incur
liens or additional debt, pay dividends, redeem stock, make specified investments and engage in merger, consolidation or asset sale transactions, among other
restrictions. The Company was subject to a covenant that required specified minimum levels of liquidity, which commenced July 1, 2015 and was initially
$13,000, subject to reduction or termination upon the achievement of certain milestones. In April 2016, the minimum liquidity financial covenant was
reduced to $5,000, and in December 2016, it was eliminated altogether.
2017 Loan Agreement
On May 2, 2017, the Company entered into a Loan and Security Agreement with a new lender (the “2017 Loan Agreement”). Under the 2017 Loan
Agreement, the lender has made available to the Company up to $80,000 in debt financing and up to
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$10,000 in equity financing. The Company is eligible for up to four tranches of debt, each under a separate promissory note, of $30,000, $10,000, $20,000
and $20,000. No amounts under any of the tranches were available to the Company until after the New Drug Application (“NDA”) approval of Baxdela, on
June 19, 2017. In addition, the availability of the third tranche is subject to the modification of certain of the Company’s license agreements to ensure the
new lender’s rights under the 2017 Loan Agreement (the “License Modification”). The Company has not yet attained the License Modification, and it can
give no assurances it will actually occur. Subject to the contingencies referenced previously, after the funding of the first tranche of $30,000, the Company
has the right to draw the second and third tranches through the earlier of the 18-month anniversary of the funding of the first tranche and December 31, 2018.
In addition to the NDA approval and License Modification, the fourth tranche is available only upon the successful achievement of certain sales milestones
on or prior to September 30, 2019 (such sales milestones can be extended to December 31, 2019, if certain conditions are met). Each note has its own maturity
date of seven years after the respective promissory note’s funding date.
The 2017 Loan Agreement bears an annual interest rate equal to the greater of 8.25% or the sum of 8.25% plus the prime rate minus 4.5%. The Company is
also required to pay the lender an end of term fee upon the termination of the arrangement. If the outstanding principal is at or below $40,000, the 2017 Loan
Agreement requires interest-only monthly payments for 18 months from the funding of the first tranche, at which time the Company has the option to pay the
principal due or convert the outstanding loan to an interest plus royalty-bearing note. If, at any time, the principal exceeds $40,000 under the 2017 Loan
Agreement, the promissory notes automatically convert to an interest plus royalty arrangement. Under this arrangement, the lender will receive a royalty,
based on net sales, of between 1.02% and 2.72% depending on the balance of notes outstanding. Specifically, the royalty is 1.02% for the first tranche, 0.34%
for the second tranche, 0.68% for the third tranche and 0.68% for the fourth tranche. These additional payments will be applied to either accrued interest or
principal based on stated rates of return that vary with time. The principal for each note must be repaid by the seventh anniversary of the respective
promissory note, along with end-of-term fees that vary with time. There are no financial covenants under the agreement; however, the Company is obligated
to provide certain financial information each month, quarter and fiscal year. The loan is collateralized by substantially all of the Company’s assets.
Under the terms of the 2017 Loan Agreement, the lender has the right to participate in future debt or equity financings of the Company totaling $10,000. The
lender committed to $5,000 of this investment upon the funding of the first loan advance, in the form of any other debt or equity securities issued by the
Company on or prior to the funding of the first tranche of the 2017 Loan Agreement.
On June 28, 2017, the Company drew the first tranche of financing under the 2017 Loan Agreement, the gross proceeds of which were $30,000. The
Company used the proceeds to retire a loan entered into in 2014, including payment of outstanding principal and a $1,050 exit fee. In connection with the
retirement of the 2014 Loan Agreement, the Company recognized $607 as a loss on the extinguishment of debt, which was comprised of unamortized debt
discounts of $417 and prepayment penalties and fees of $190. Net proceeds under the 2017 Loan Agreement were $9,995 after the retirement of the 2014
Loan Agreement (including the exit fee) and other debt settlement fees of $190. In August 2017, Melinta drew the second tranche of financing, receiving
$10,000. As of September 30, 2017, the $40,000 was recorded as a long-term note payable, offset by debt issuance costs. The Company is amortizing the debt
issuance costs of $1,156 over the seven-year term of the first tranche. In addition, the Company is accreting the $1,750 end-of-term fee as additional interest
expense over the period between the draw of the tranches and December 27, 2018; this end-of-term fee would become due if the Company were to repay the
total outstanding balance under the 2017 Loan Agreement prior to its conversion into an interest plus royalty-bearing note. On June 30, 2017, the Company
received the committed $5,000 investment and issued a Convertible Promissory Note to the Company’s lender under the terms of the May 2017 Notes
(discussed above).
In September 2017, Melinta entered into an amendment to the 2017 Loan Agreement (the “Amendment”) to allow for a short-term bridge option for the
$20,000 third tranche of the financing arrangement. Under the Amendment, Melinta may draw the third tranche in multiple installments of either $5,000 or
$10,000. If Melinta draws and repays amounts under the third tranche by
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December 31, 2017, the third tranche again becomes available under the original terms of the 2017 Loan Agreement. If the Company does not repay the
amounts drawn under the third tranche before December 31, 2017, then all outstanding instruments under the 2017 Loan Agreement may convert into the
interest plus royalty arrangement. The Amendment was conditional on Melinta being a private company; the Merger effectively canceled the Amendment. As
of December 5, 2017, the Company had not drawn any amounts under the Amendment.
Convertible Promissory Notes
In July 2016, the Company entered into an agreement with certain of its investors to issue $20,000 in Convertible Promissory Notes (the “July Notes”), under
which it issued $10,000 in July 2016 and $10,000 in August 2016. In September 2016, the Company entered into an additional agreement with these
investors to issue an additional $19,990 in Notes (the “September Notes”), under which it issued $7,845 in September 2016, $2,150 in October and $9,995 in
November 2016.
Both the July Notes and the September Notes (collectively, “the Notes”), are unsecured and subordinated in right of payment to the 2014 Loan Agreement
and bear an annual interest rate of 8%. Under the terms of the Notes, if the Company completes a preferred stock or common stock financing prior to June 2,
2018, all outstanding principal and accrued interest will automatically convert into shares of the stock issued in the financing based on the price per share of
the financing. If the Company does not complete an equity financing prior to June 2, 2018, the note holders have the right to demand repayment of principal
and accrued interest or convert all outstanding principal and accrued interest into shares of Series 4 preferred stock at the Series 4 preferred stock price per
share of $1.044687. In addition, the September Notes include the right, at the discretion of the investors, to purchase, at fair value, certain assets of the
Company using some or all of the September Notes, and other compensation, to complete the purchase.
In January 2017, the Company entered into an agreement with certain investors to issue an additional $18,194 in Convertible Promissory Notes (the “January
2017 Notes”). The January 2017 Notes are unsecured and subordinated in right of payment to the 2017 Loan Agreement and bear an annual interest rate of
8%. The terms of the January 2017 Notes are similar to those of notes previously issued in 2016; however, in the event of an IPO (the definition of which
includes a reverse merger), the January 2017 Notes will convert to common shares at a discount of up to 15% of the IPO price. The Company received
advanced funding of $4,120 related to the January 2017 Notes in December 2016, and it received $1,945, $6,065 and $6,065 in January 2017, February 2017
and April 2017, respectively.
In May 2017, the Company entered into a new agreement with certain investors to issue additional Convertible Promissory Notes up to $16,353 (the “May
2017 Notes”). The May 2017 Notes are unsecured and subordinated in right of payment to the 2017 Loan Agreement and bear an annual interest rate of 8%.
The terms of the May 2017 Notes are similar to those of the January 2017 Notes, including, in the event of an IPO (the definition of which includes a reverse
merger), the May 2017 Notes will convert to common shares at a discount of up to 15% of the IPO price. The Company received $5,451 in May 2017 under
these notes. The Company also received $5,000 for a Convertible Promissory Note issued under the 2017 Loan Agreement.
On November 3, 2017, in connection with the Merger, all of the Convertible Promissory Notes, with accumulated interest, were exchanged for 3,766,311
shares of Cempra common stock.
NOTE 4 – INTEREST EXPENSE
Interest expense for the three and nine months ended September 30, 2017 and 2016, consisted of the following:
Three Months Ended September 30,
2017
2016

Cash interest expense
Noncash interest expense
Total interest expense

$

705
1,676
2,381

$
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$
$

605
551
1,156

Nine Months Ended September 30,
2017
2016

$
$

1,591
4,174
5,765

$
$

1,859
1,069
2,928

NOTE 5 – FAIR VALUE MEASUREMENTS
The provisions of the accounting standard for fair value define fair value as the price that would be received to sell an asset or paid to transfer a liability in an
orderly transaction between market participants at the measurement date. The transaction of selling an asset or transferring a liability is a hypothetical
transaction at the measurement date, considered from the perspective of a market participant who holds the asset or owes the liability. Therefore, the objective
of a fair value measurement is to determine the price that would be received when selling an asset or paid to transfer a liability (an exit price) at the
measurement date. This standard classifies the inputs used to measure fair value into the following hierarchy:
Level 1—Unadjusted quoted prices in active markets for identical assets or liabilities.
Level 2—Unadjusted quoted prices in active markets for similar assets or liabilities, or unadjusted quoted prices for identical or similar assets or liabilities in
markets that are not active, or inputs other than quoted prices that are observable for the asset or liability.
Level 3—Unobservable inputs for the asset or liability.
The following table lists the Company’s assets and liabilities that are measured at fair value and the level of inputs used to measure their fair value at
September 30, 2017.

Level 1

As of September 30, 2017
Level 2
Level 3

Total

Assets:
Money market fund
Total assets at fair value

$1,815
$1,815

$ —
$ —

$ —
$ —

$1,815
$1,815

Liabilities:
Preferred stock warrants
Total liabilities at fair value

$ —
$ —

$ —
$ —

$ 339
$ 339

$ 339
$ 339

The preferred stock warrants were valued using a Black-Scholes option-pricing model and Level 3 unobservable inputs. The significant unobservable inputs
include the value of the Company’s convertible preferred stock, the risk-free interest rate, remaining contractual term, and expected volatility. Significant
increases or decreases in any of these inputs in isolation would result in a significantly different fair value measurement. An increase in the risk-free interest
rate, and/or an increase in the remaining contractual term or expected volatility, would result in an increase in the fair value of the warrants.
The following table summarizes the changes in fair value of the Company’s Level 3 assets for the nine months ended September 30, 2016 (there were no
Level 3 assets during the nine months ended September 30, 2017):

Level 3 Assets

Fair Value at
December 31,
2015

Realized
Gains
(Losses)

Change in
Unrealized
Gains
(Losses)

Issuances
(Settlements)

Net Transfer
In (Out) of
Level 3

Fair Value at
September 30,
2016

Preferred stock tranche assets
Total assets at fair value

$
$

$
$

$ (1,313)
$ (1,313)

$
$

$
$

$
$

1,313
1,313
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—
—

—
—

—
—

—
—

The following tables summarize the changes in fair value of the Company’s Level 3 liabilities for the nine months ended September 30, 2017 and 2016:

Level 3 Liabilities

Fair Value at
December 31,
2016

Realized
Gains
(Losses)

Change in
Unrealized
Gains
(Losses)

(Issuances)
Settlements

Net Transfer
In (Out) of
Level 3

Fair Value at
September 30,
2017

Preferred stock warrants
Total liabilities at fair value

$
$

$
$

$
$

$
$

$
$

$
$

Level 3 Liabilities

Fair Value at
December 31,
2015

Realized
Gains
(Losses)

Change in
Unrealized
Gains
(Losses)

(Issuances)
Settlements

Net Transfer
In (Out) of
Level 3

Fair Value at
September 30,
2016

Preferred stock warrants
Total liabilities at fair value

$
$

$
$

$
$

$
$

$
$

$
$

(674)
(674)

(1,456)
(1,456)

—
—

—
—

335
335

845
845

—
—

—
—

—
—

—
—

(339)
(339)

(611)
(611)

NOTE 6 – CONVERTIBLE PREFERRED STOCK
Under the Company’s amended and restated certificate of incorporation, the Company’s convertible preferred stock was recorded at fair value as of the date of
issuance, net of issuance costs. Outstanding convertible preferred stock as of September 30, 2017, and December 31, 2016, consisted of the following:

Shares
Designated

Series 1 Convertible Preferred Stock
Series 2-A(1) Convertible Preferred Stock
Series 2-A(2) Convertible Preferred Stock
Total Series 2-A Convertible Preferred Stock
Series 2-B(1) Convertible Preferred Stock
Series 2-B(2) Convertible Preferred Stock
Total Series 2-B Convertible Preferred Stock
Series 3 Convertible Preferred Stock
Series 3-B Convertible Preferred Stock
Series 4 Convertible Preferred Stock
Total Convertible Preferred Stock

9,090,635
20,781,845
4,677,457
25,459,302
27,709,127
39,346,310
67,055,437
80,225,978
5,262,373
68,000,000
255,093,725
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As of September 30, 2017
Carrying
Outstanding
Values

9,090,635

$

Liquidation
Preference

1,034

$ 19,371

25,459,302

16,716

26,771

67,055,437
78,843,653
5,262,373
67,603,974
253,315,374

48,625
71,125
5,991
73,729
$217,220

115,067
89,955
17,306
83,109
$ 351,579

Shares
Designated

Series 1 Convertible Preferred Stock
Series 2-A(1) Convertible Preferred Stock
Series 2-A(2) Convertible Preferred Stock
Total Series 2-A Convertible Preferred Stock
Series 2-B(1) Convertible Preferred Stock
Series 2-B(2) Convertible Preferred Stock
Total Series 2-B Convertible Preferred Stock
Series 3 Convertible Preferred Stock
Series 3-B Convertible Preferred Stock
Series 4 Convertible Preferred Stock
Total Convertible Preferred Stock

9,363,187
20,781,845
5,107,484
25,889,329
27,709,127
39,919,846
67,628,973
80,225,978
5,262,373
67,603,974
255,973,814

As of December 31, 2016
Carrying
Outstanding
Values

9,363,187

$

Liquidation
Preference

1,433

$ 18,822

25,889,329

17,027

25,683

67,628,973
78,843,653
5,262,373
67,603,974
254,591,489

49,038
71,125
5,991
73,729
$218,343

112,254
84,863
16,326
78,405
$ 336,353

During the nine months ended September 30, 2017, the Company purchased and retired Convertible Preferred Stock for approximately 100 dollars, as
follows:
Number of
Shares
Repurchased

Security

Series 1 Convertible Preferred Stock
Series 2-A(2) Convertible Preferred Stock
Series 2-B(2) Convertible Preferred Stock
Total

272,552
430,027
573,536
1,276,115

The carrying value of the retired shares was $1,123, which approximated the gain on the retirement of the shares. This gain was recorded as a credit to
Additional Paid-in Capital.
On November 3, 2017, in connection with the Merger, all outstanding Convertible Preferred Stock, with accumulated interest, was exchanged for 7,638,816
shares of Cempra common stock.
NOTE 7 – STOCK-BASED COMPENSATION
A summary of the stock option activity for the nine months ended September 30, 2017, under the 2001 Stock Option and Incentive Plan (“2001 Plan”) and
the 2011 Equity Incentive Plan (“2011 Plan”) is presented in the table below:
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2001 Plan
WeightedAverage
Exercise
Options
Price

Outstanding as of January 1, 2017
Granted
Exercised/released
Forfeited
Expired
Outstanding as of September 30, 2017
Exercisable as of September 30, 2017

210
—
—
(4)
(88)
118
118

$1,196.55

Exercisable and expected to vest as of September 30, 2017

118

2011 Plan
WeightedAverage
Exercise
Price

Options

$
$
$

0.62
0.48
0.72

$1,261.72
$1,417.67
$1,029.45
$1,029.45

26,033,257
7,977,355
(131,899)
—
(3,060,036)
30,818,677
16,031,640

$
$
$

0.51
0.59
0.59

$1,029.45

30,818,677

$

0.59

Stock-Based Compensation—The Company uses a Black-Scholes option-pricing model for determining the estimated fair value for stock-based awards. The
Black-Scholes option-pricing model requires the use of the subjective assumptions in order to determine the fair value of stock-based awards.
The weighted-average assumptions used to value stock option grants awarded during the nine months ended September 30, 2017 and 2016, were as follows:
Nine Months Ended September 30,
2017
2016

Risk-free interest rate
Weighted-average volatility
Expected term - employee awards (in years)
Forfeiture rate
Dividend yield

1.96%
75.4%
6.0
0.00%
—

1.49%
66.60%
6.0
0.00%
—

Stock-based compensation reported in the Company’s statements of operations for the three and nine months ended September 30, 2017 and 2016, was as
follows:

Three Months Ended September 30,
2017
2016

Research and development
Selling, general and administrative
Total stock-based compensation expense

$

176
372
548

$

$
$

231
347
578

Nine Months Ended September 30,
2017
2016

$
$

447
1,181
1,628

$
$

840
1,011
1,851

No related tax benefits associated with stock-based compensation expense has been recognized and no related tax benefits have been realized from the
exercise of stock options due to the Company’s net operating loss carryforwards.
Total aggregate unrecognized stock-based compensation cost for the 2001 Plan and 2011 Plan was $0 and $5,044, respectively. The unrecognized stockbased compensation will be recognized over a weighted-average period of 2.7 years.
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In August 2017, Melinta’s board of directors authorized an increase in the common shares available for grant under the 2011 Plan to 35,000,000 (an increase
of 2,835,014 shares). All options under the 2001 Plan and 2011 Plan converted to 732,499 options to purchase post-merger shares of Melinta Therapeutics,
Inc. upon the successful closing of the merger on November 3, 2017, based upon the terms of the merger agreement.
NOTE 8 – LICENSE AGREEMENTS
In February 2017, the Company executed a license agreement with A. Menarini Industrie Farmaceutiche Riunite S.r.l. (“Menarini”), a leading pharmaceutical
company in western Europe, under which the Company licensed rights to commercialize Baxdela in certain European, Asia-Pacific (except for Japan) and
other rest-of-world territories (the “Agreement”). Pursuant to the terms and conditions of the Agreement, Menarini is entitled to exclusive rights to obtain
product approval, procure supply from the Company and to commercialize Baxdela in the licensed territories, and the Company is entitled to receive
regulatory, commercial and sales-based milestones as well as sales-based royalties on future net sales of Baxdela. In addition, Menarini and the Company
agreed to share jointly in the future development cost of Baxdela. The Company received $19,905 upon the execution of the Agreement. Going forward, the
Company will receive reimbursement for 50% of the costs incurred for efforts to expand the applicable indications for Baxdela, and it may receive up to
approximately €90,000 for regulatory, commercial and sales-based milestones as well as sales-based royalties on future sales of Baxdela.
At the time the agreement was entered into, the Company identified two deliverables: the delivery of the Baxdela license to Menarini and the right to a
related sublicense. While the Company is also providing development services in connection with the expansion of applicable indications for Baxdela, the
Company is under no obligation to perform such services. In the event that the Company performs development services related to other indications of
Baxdela, Menarini has the option to obtain the results of such services by reimbursing the Company for 50 percent of its related costs, and the Company has
determined that Menarini’s option is not priced at a significant and incremental discount. To the extent that the Company is reimbursed for development
services, such amounts will be recognized separately from the initial license.
The agreement also states a separate Supply Agreement will be entered into at a future date under which Menarini will purchase Baxdela products from the
Company until it can commence its own manufacturing. The pricing of Baxdela products under the Supply Agreement will not be at a significant,
incremental discount. And, under the terms of the agreement, the Company is entitled to receive up to approximately €90,000 for regulatory, commercial and
sales-based milestones as well as royalties on future sales of Baxdela. As the Company has completed all of its performance obligations under the agreement
during the first quarter of 2017, the Company will recognize any future milestone payment received as revenue when Menarini achieves the milestone.
For immediate use of the license and right to the sublicense, Menarini is able to leverage the information contained within the Baxdela NDAs, which were
filed by Melinta with the FDA in October 2016 for ABSSSI, to prepare the regulatory filings in the licensed territories. And, while the FDA approval was
received in June 2017, regulatory approval in many of the licensed territories is not contingent upon U.S. FDA approval. The Company recognized $19,905,
the consideration that was fixed and determinable at the inception of the agreement, upon delivery of the license and right to the sublicense in the first
quarter of 2017, and the Company will recognize revenue associated with the development services as they are provided to Menarini. In the nine months
ended September 30, 2017, the Company recognized revenue totaling $9,728 related to the development services. Of the $9,728, the Company has received
$2,858 in cash payments; the balance of $6,870 is recorded in Receivables as of September 30, 2017.
In connection with the Agreement, the Company paid Wakunaga $1,590, which was credited toward the Company’s future payment obligations to
Wakunaga under the license agreement the Company has with Wakunaga for certain intellectual property underlying
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Baxdela. This expense was recorded in general and administrative expense, which is where the Company records all expenses related to intellectual property
that are generated by events and activities outside the Company’s research and development activities. In this case, the payment was triggered by the receipt
of upfront licensing fees from Menarini.
Receiving FDA approval of Baxdela triggered milestones of $6,000 and $1,500 due to Wakunaga and CyDex Pharmaceuticals, Inc. (now a wholly owned
subsidiary of Ligand Pharmaceuticals Incorporated, both hereafter referred to as Ligand), respectively. Melinta paid $2,000 to Wakunaga and $1,500 to
Ligand in June 2017. The remaining $4,000 due to Wakunaga is recorded in Accrued Expenses and will be paid in the next nine months.
Melinta has a distribution and supply agreement with Eurofarma, which gives Eurofarma the right to seek approval for and commercialize Baxdela in Brazil.
In August 2017, Melinta and Eurofarma entered into an amendment to the distribution and supply agreement to extend the licensed territory to substantially
all of Central America and South America for consideration of $1,000 (the “Amendment”). Because the Amendment did not significantly change the nature
of the deliverables under the arrangement, management concluded that it did not constitute a material modification of the original arrangement. As such, the
$9,000 of deferred revenue recorded in connection with the original agreement is appropriately deferred as of September 30, 2017 as the Company has not
yet commenced commercial supply of Baxdela for the territory (Brazil).
In addition, because the Amendment was negotiated at arms’ length, it was deemed to be a separate arrangement from the original contract. The Amendment
has multiple elements, including the delivery of the license and the exclusive supply of Baxdela with respect to the licensed territories. The Company
concluded that there was no standalone value for the delivered license in the amendment; accordingly, the consideration was recorded as deferred revenue as
of September 30, 2017. We will commence recognition of the revenue when we begin to deliver under the supply agreement.
NOTE 9 – COMMITMENTS AND CONTINGENCIES
The Company may become subject to claims and assessments from time to time in the ordinary course of business. Such matters are subject to many
uncertainties. The Company accrues liabilities for such matters when it is probable that future expenditures will be made and such expenditures can be
reasonably estimated. As of September 30, 2017, and December 31, 2016, the Company does not believe that any such matters, individually or in the
aggregate, will have a material adverse effect on the Company’s business, financial condition, results of operations, or cash flows.
In May 2017, in connection with the commercial launch of Baxdela in early 2018, the Company entered into a fleet agreement with Automotive Rentals, Inc.
(“ARI”) under which it will lease vehicles for certain field-based employees. Under the fleet agreement, each vehicle will be leased under a separate
agreement for a term of up to four years. In connection with the fleet agreement, in June 2017 the Company issued to ARI a $200 letter of credit, which autorenews annually. As of September 30, 2017, the Company had vehicles under lease with annual minimum lease payments totaling approximately $70. The
Company has completed its analysis of the leases, and because (i) the Company has no right to purchase the vehicles at any time, (ii) the future minimum
lease payments are less than 90% of the fair value of the vehicles at the time of lease and (iii) the Company’s use of the vehicles does not exceed 75% of the
vehicles useful lives, the Company has determined that they are operating leases under current GAAP. Accordingly, the Company is recognizing the lease
payments as expense as incurred.
Legal Proceedings
As discussed in Note 12, on November 3, 2017, the Company merged with Cempra, Inc. in a business combination. Prior to the merger, on November 4, 2016,
a securities class action lawsuit was commenced in the United States District Court for the Middle District of North Carolina, Durham Division, naming
Cempra, Inc. (now known as Melinta Therapeutics, Inc.) (for purposes of this Legal Proceedings section, “Cempra”) and certain of Cempra’s officers as
defendants, and alleging violations of the Securities Exchange Act of 1934 in connection with allegedly false and misleading statements made by the
defendants between May 1, 2016 and November 1, 2016 (the “Class Period”). The plaintiff seeks to represent a class comprised of purchasers of Cempra’s
common
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stock during the Class Period and seeks damages, costs and expenses and such other relief as determined by the Court. Two substantially similar lawsuits
were filed in the United States District Court, Middle District of North Carolina on November 22, 2016 and December 30, 2016, respectively, seeking to
assert claims on behalf of all purchasers of Cempra’s common stock from July 7, 2015 through December 29, 2016, inclusive. Pursuant to the Private
Securities Litigation Reform Act, on July 6, 2017, the court consolidated the three lawsuits into a single action and appointed a lead plaintiff and co-lead
counsel in the consolidated case. On August 16, 2017, the plaintiffs in the case filed a consolidated amended complaint. On September 29, 2017, the
defendants in the case filed a motion to dismiss the consolidated amended complaint. On November 13, 2017, the plaintiffs in the case filed an opposition to
the defendants’ motion to dismiss the consolidated amended complaint. Cempra believes it has meritorious defenses and intends to defend the lawsuits
vigorously. It is possible that similar lawsuits may yet be filed in the same or other courts that name the same or additional defendants.
On December 21, 2016, a shareholder derivative lawsuit was commenced in the North Carolina Durham County Superior Court, naming certain of Cempra’s
former and current officers and directors as defendants and Cempra as a nominal defendant, and asserting claims for breach of fiduciary duty, unjust
enrichment, abuse of control, gross mismanagement, and corporate waste. A substantially similar lawsuit was filed in the North Carolina Durham County
Superior Court on February 16, 2017. The complaints are based on similar allegations as asserted in the putative securities class action described above, and
seek unspecified damages and attorneys’ fees. Both cases were served and transferred to the North Carolina Business Court as mandatory complex business
cases. The Business Court has consolidated the two derivative cases into a single action and appointed lead counsel in the consolidated case. On July 6,
2017, the court entered an order staying the consolidated action pending resolution of the putative securities class action.
On August 3, 2017, a shareholder derivative lawsuit was commenced in the Court of Chancery of the State of Delaware, naming certain of Cempra’s former
and current officers and directors as defendants and Cempra as nominal defendant, and asserting claims for breach of fiduciary duty, unjust enrichment, and
corporate waste. The complaint is based on similar allegations as asserted in the putative securities class action described above, and seeks unspecified
damages and attorneys’ fees. On October 23, 2017, the defendants in the case filed a motion to dismiss the complaint, which was supported by an opening
brief filed on November 9, 2017. It is possible that similar lawsuits may yet be filed in the same or other courts that name the same or additional defendants.
On September 15, 2017, a shareholder derivative lawsuit was commenced in the United State District Court for the Middle District of North Carolina, Durham
Division, naming certain of Cempra’s former and current officers and directors as defendants and Cempra as nominal defendant, and asserting claims for
breach of fiduciary duty, unjust enrichment, abuse of control, gross mismanagement, corporate waste, and alleged violation of Section 14(a) of the Exchange
Act. The complaint is based on similar allegations as asserted in the putative securities class action described above, and seeks unspecified damages and
attorneys’ fees. On December 1, 2017, the parties filed a joint motion seeking to stay the shareholder derivative lawsuit pending resolution of the putative
securities class action. It is possible that similar lawsuits may yet be filed in the same or other courts that name the same or additional defendants.
On September 27, 2017, a putative class action complaint was filed against Cempra and the members of its board of directors on behalf of the public
stockholders of Cempra in the United States District Court for the Middle District of North Carolina. The complaint alleges that the preliminary proxy
statement issued in connection with the proposed merger between Cempra and Melinta Therapeutics, Inc. (now known as Melinta Subsidiary Corp.) (for
purposes of this Legal Proceedings section, “Melinta”) omitted material information in violation of Sections 14(a) and 20(a) of the Exchange Act, rendering
the preliminary proxy statement false and misleading. Among other remedies, the action sought to enjoin the merger unless and until additional disclosures
are provided, damages, and attorneys’ fees. Cempra believes that the action is without merit and that certain supplemental disclosures to the preliminary
proxy statement made by Cempra have rendered the action moot. Nevertheless, counsel for plaintiff may file an application seeking recovery of attorneys’
fees.
On October 6, 2017, a putative class action complaint was filed against Cempra and the members of its board of directors on behalf of the public stockholders
of Cempra in the United States District Court for the Middle District of North Carolina. The complaint, filed
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after a definitive proxy statement was issued on October 5, 2017 in connected with the proposed merger between Cempra and Melinta alleges that the
preliminary proxy statement omitted material information in violation of Sections 14(a) and 20(a) of the Exchange Act, rendering the preliminary proxy
statement false and misleading. The Complaint also asserted a claim under Section 20(a) of the Exchange Act against Melinta. Among other remedies, the
action sought enjoin the merger unless and until additional disclosures are provided, damage and attorneys’ fees. Cempra and Melinta believe that the action
is without merit and that certain supplemental disclosures to the preliminary proxy statement made by Cempra have rendered the action moot. Nevertheless,
counsel for plaintiff may file an application seeking recovery of attorneys’ fees.
Other than as described above, Cempra is not a party to any legal proceedings and is not aware of any claims or actions pending or threatened against
Cempra. In the future, Cempra might from time to time become involved in litigation relating to claims arising from its ordinary course of business.
Other than as described above, Melinta is not a party to any legal proceedings and is not aware of any claims or actions pending or threatened against
Melinta. In the future, Melinta might from time to time become involved in litigation relating to claims arising from its ordinary course of business.
NOTE 10 – BENEFIT PLAN
The Company has a 401(k) Plan in which all of the Company’s employees are eligible to participate. Each year, although not required, the Company may
make matching contributions to the 401(k) Plan. The Company made contributions of $105 and $65 for the three months ended September 30, 2017 and
2016, respectively, and $334 and $261 for the nine months ended September 30, 2017 and 2016, respectively.
NOTE 11 – RELATED PARTY TRANSACTIONS
The Company uses various software tools in the research and development discovery process. These tools are licensed at market rates from a company owned
by Dr. William Jorgensen. Dr. Jorgensen is a founder of the Company and is the spouse of the Company’s Chief Scientific Officer. The Company paid fees of
$40 to Dr. Jorgensen’s company during the three and nine months ended September 30, 2017. The Company paid fees of $43 to Dr. Jorgensen’s company
during the nine-month period ended September 30, 2016; it did not pay any fees during the three months ended September 30, 2016.
Dr. Thomas Koestler is the Company’s Chairman of the Board and is employed by the Company’s lead investor. Dr. Koestler received compensation for his
role in the amount of $38 and $113 for the three and nine month periods ended September 30, 2017, and $38 and $113 for the three- and nine-month periods
ended September 30, 2016, respectively.
The Company issued Convertible Promissory Notes to certain of its investors. See Note 3 for discussion of these notes.
NOTE 12 – MERGER
On August 8, 2017, Melinta entered into a definitive agreement to merge with a subsidiary of Cempra, Inc. (“Cempra”) in an all-stock transaction. On
August 8, 2017, Melinta stockholders adopted the merger agreement and approved the merger and related transactions, and on September 6, 2017, Melinta
stockholders approved the merger agreement amendment, adopted the merger agreement, as amended, and approved the merger and related transactions,
pursuant to the terms of the merger agreement, as amended. The Cempra shareholders approved the merger in a meeting on November 3, 2017. On
November 3, 2017, the merger closed.
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On November 3, 2017, in connection with the closing of the merger, each outstanding share of Melinta’s common stock (including shares of Melinta
common stock issued upon the conversion, immediately prior to the effective time of the Merger, of Melinta’s then-outstanding convertible notes and
preferred stock) automatically converted into the right to receive 0.0229 shares of Cempra’s common stock. At the effective time of the Merger, each
outstanding option, whether or not vested, to purchase Melinta common stock and each outstanding warrant to purchase Melinta common stock or Melinta
preferred stock unexercised prior to the effective time of the Merger was converted into an option or warrant to purchase post-merger common stock.
Immediately after the Merger, pre-closing Melinta stockholders owned, on a fully-diluted basis as calculated under the treasury stock method, approximately
52% of post-merger common stock and pre-closing Cempra stockholders owned approximately 48% of post-merger common stock.
NOTE 13 – SUBSEQUENT EVENTS
The Company evaluated subsequent events through the date that these financial statements were available for issuance, or December 5, 2017. Any significant
events that occurred after September 30, 2017, have been presented in other notes to these September 30, 2017, financial statements and are identified as
subsequent events.
On November 28, 2017, Melinta entered into the acquisition agreement with The Medicines Company under which Melinta will acquire a group of antibiotic
drug businesses of The Medicines Company and certain other assets known, collectively, as the Infectious Disease Businesses (“IDB”). Melinta will pay
$165,000 in cash and common stock with a fair value of $55,555 at the time of the closing and will be committed to further payments of $25,000 each on the
12- and 18-month anniversaries of the closing date. In addition, Melinta will be obligated to make contingent milestone and sales-based royalty payments to
The Medicines Company based on future events. The Company expects that this transaction will close in the first quarter of 2018.
In connection with the Acquisition, Melinta received commitment letters for both a new financing agreement, the Senior Secured Credit Facility (the “Credit
Facility”) and $30,000 in additional equity financing from existing investors. The Credit Facility will provide up to $240,000 in debt and equity financing,
with a term of six years. The lender will initially make $190,000 of the total $240,000 financing available. The interest rate on the debt portion of this initial
financing will be 11.75%. The additional $50,000 of debt is available after the Company has achieved certain revenue thresholds, and, if drawn, will bear an
interest rate of 14.75%. The Credit Facility will also provide for the lender to obtain a warrant for the purchase of Melinta common stock. Details of the Credit
Facility and equity financing arrangement were not final as of the date of this report. The proceeds of these arrangements will be used to fund the Acquisition,
retire the 2017 Loan Agreement, and fund continuing operations of the Company.
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Exhibit 99.3
MELINTA’S MANAGEMENT’S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS
The following discussion and analysis should be read in conjunction with Melinta’s 2016 audited consolidated financial statements included
elsewhere in this document. This discussion and analysis contains forward-looking statements based upon current beliefs, plans and assumptions, such as
statements regarding Melinta’s intentions, plans, objectives, expectations, forecasts and projections. Melinta’s actual results and the timing of selected
events could differ materially from those anticipated in these forward-looking statements.
Melinta Corporate Overview
Melinta (“we,” “us,” “our,” the “Company”) was incorporated in the State of Delaware and commenced operations in October 2000. We have
previously operated under the names Rib-X Designs, Inc. and Rib-X Pharmaceuticals, Inc., and in October 2013, Rib-X Pharmaceuticals, Inc. changed its
name to Melinta Therapeutics, Inc. Melinta’s operations to date have primarily focused on the discovery and development of antibiotics to combat resistant,
life-threatening infections. We have also conducted activities related to business planning, organizing and staffing Melinta, raising capital and other
business development activities. In November 2012, the Company was recapitalized, and Vatera Healthcare Partners LLC became the lead investor in
Melinta. On November 3, 2017, Melinta completed a merger with Cempra, Inc. (“Cempra”) in which Melinta became Melinta Subsidiary Corp., a whollyowned subsidiary of Cempra. Cempra was re-named Melinta Therapeutics, Inc. as part of the merger.
On June 19, 2017, the Company received approval from the Food and Drug Administration (“FDA”) to sell our first antibiotic, Baxdela®, for treatment
of advanced skin and skin structure infections (“ABSSSI”). The Company is completing plans to begin sales of Baxdela in early 2018.
To date, Melinta has principally financed its operations through sales of preferred stock, the issuance of convertible notes, loans from financial
institutions, and funds received from collaborations and business development transactions. Total cash generated through equity financings since our
recapitalization through September 30, 2017, was $222.1 million, and our cash balance at September 30, 2017, was $12.2 million.
Melinta has never been profitable. As of September 30, 2017, we had an accumulated deficit of $553.9 million, and Melinta’s net losses were
$40.1 million and $73.9 million for the nine months ended September 30, 2017, and the year ended December 31, 2016, respectively. Substantially all of our
losses have resulted from costs incurred in connection with our development and discovery programs as well as from general and administrative costs
associated with the Company’s operations.
We expect to continue to incur significant expenses as we advance the organization, including manufacturing drug product; establishing a commercial
organization; establishing marketing and distribution functions; completing our Phase 3 clinical study for community-acquired bacterial pneumonia
(“CABP”); investing in additional indications for Baxdela; and advancing our discovery programs. After the merger (discussed below) is consummated,
Melinta’s expenses, evaluated as a stand-alone company, will further increase as a result of costs associated with being a public company, such as the hiring
of financial personnel and adding operational, financial and management information systems.
Recent Developments
On August 8, 2017, the Company entered into a definitive agreement to merge with a subsidiary of Cempra, Inc. (“Cempra”) in an all-stock transaction.
On August 8, 2017, Melinta stockholders adopted the merger agreement and approved the merger and related transactions, and on September 6, 2017,
Melinta stockholders approved the merger agreement amendment, adopted the merger agreement, as amended, and approved the merger and related
transactions, pursuant to the terms of the merger agreement, as amended. The Cempra shareholders approved the merger in a meeting on November 3, 2017.
On November 3, 2017, the merger closed and on November 6, 2017, Melinta began trading on the NASDAQ under the ticker symbol MLNT.
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On November 28, 2017, Melinta entered into the acquisition agreement with The Medicines Company under which Melinta will acquire a group of
antibiotic drug businesses of The Medicines Company and certain other assets known, collectively, as the Infectious Disease Businesses (“IDB”). Melinta
will pay $165.0 million in cash and in common stock with a fair value of $55.6 million at the time of the closing and will be committed to further payments
of $25.0 million each on the 12- and 18-month anniversaries of the closing date. In addition, Melinta will assume certain contingent milestone payment
liabilities and will make sales-based royalty payments to The Medicines Company based on future events.
In connection with the Acquisition, Melinta received commitment letters for both a new financing agreement, the Senior Secured Credit Facility (the
“Credit Facility”), and $30,000 in additional equity financing from existing investors. The Credit Facility will provide up to $240 million in debt and equity
financing, with a term of six years. The lender will initially make $190,000 of the total $240,000 financing available. The interest rate on the debt portion of
this initial financing will be 11.75%. The additional $50,000 of debt is available after the Company has achieved certain revenue thresholds, and, if drawn,
will bear an interest rate of 14.75%. The Credit Facility will also provide for the lender to obtain a warrant for the purchase of Melinta common stock. Details
of the Credit Facility and equity financing arrangement were not final as of the date of this report. The proceeds of these arrangements will be used to fund the
Acquisition, retire the 2017 Loan Agreement, and fund continuing operations of the Company.
Financial Overview
Revenue
To date, Melinta has not generated any product revenue or royalties from the sale of commercial products. Baxdela has been approved for commercial
sale in the United States, and we intend to commercialize Baxdela in the United States with a targeted sales force. The Company anticipates that it will not
recognize meaningful revenue from sales of this product before 2018.
For markets outside of the United States, we have partnered with leading multi-national pharmaceutical companies around the world to optimize the
global commercial potential of Baxdela. Currently, commercial agreements exist in Europe, Asia-Pacific (excluding Japan), Central and South America and
the Middle East and Africa regions.
In December 2014, we entered into distribution and supply agreements for Baxdela with Eurofarma, a leading pharmaceutical company in Brazil.
Under the terms of these arrangements, Eurofarma will be responsible for filing for approval for Baxdela in Brazil and, if approved, will commercialize
Baxdela in that territory. Upon entering into this arrangement, Melinta received a $15.0 million payment, $6.0 million was recorded as an equity investment
and $9.0 million of deferred revenue was recorded as a liability in January 2015, when the transaction was funded. The ability to recognize this revenue is
dependent upon receiving regulatory and pricing approval in Brazil and the successful commercialization of the product by Melinta’s partner. Should
regulatory and pricing approval be obtained, the recognition of the deferred revenue will commence upon our initial shipments of Baxdela to Eurofarma. In
August 2017, Melinta entered into an amendment to the distribution and supply agreement to extend the licensed territory to substantially all of Central
America and South America for consideration of $1.0 million. Under the terms of this amendment, we have the ability to earn additional milestones up to
$3.6 million based on regulatory approval in several countries.
In August 2015, Melinta entered into supply and distribution agreements with Malin, a principal investor of Melinta with a more than 5% ownership
interest, which Malin subsequently assigned to its affiliate Altan Pharma Limited, or Altan. Pursuant to the terms and conditions of the supply and
distribution agreements, Altan is entitled to exclusive rights to obtain product approval, procure supply from Melinta and commercialize Baxdela in Africa
and the Middle East. In connection with the supply and distribution agreements, Melinta is entitled to receive a royalty based on Altan’s net sales of
Baxdela. No upfront payments were received or paid in connection with these agreements.
2

In February 2017, Melinta executed a license agreement with Menarini, a leading pharmaceutical company based in Europe, under which Melinta
licensed rights to commercialize Baxdela in certain European, Asia-Pacific (excluding Japan) and other rest-of-world territories. Pursuant to the terms and
conditions of the arrangement, Menarini is entitled to exclusive rights to obtain product approval, procure supply from Melinta and commercialize Baxdela
in the licensed territories, and Melinta may earn additional commercial and regulatory milestones of approximately €90.0 million and is entitled to receive a
tiered royalty, in the low double digits, based on Menarini’s net sales of Baxdela and the country of sale. In addition, Menarini and Melinta agreed to share
jointly in the future development cost of Baxdela, including the current CABP Phase 3 clinical trial and, potentially, other future studies initiated for
additional indications. At the onset of this arrangement, we received $19.9 million, and, going forward, we are entitled to reimbursement of 50% of the
development costs incurred for our in-process CABP Phase 3 clinical trial. The Company recognized $19.9 million of revenue associated with the delivery of
the license to Menarini in the first quarter of 2017 and is recognizing revenue related to the reimbursement of development costs as the services are
performed.
During the nine months ended September 30, 2017, we recognized revenue from the Menarini agreement of $29.6 million, of which $19.9 million
related to the license and $9.7 million related to the cost-sharing arrangement for expenses incurred during the first half of 2017.
To the extent that the Company does not find additional partners for the commercialization of Baxdela outside the United States, or to the extent that
our existing partners are not successful in the commercialization of Baxdela, we may or may not receive additional milestones, royalties or other
collaboration related revenue in the future.
Research and Development Expenses
The majority of our operating expenses to date have been incurred for discovery, research and development costs relating to our drug candidates. The
Company’s business model is dependent upon its continued investment in discovery, research and development. Melinta’s discovery, research and
development costs consist primarily of:
•

external development expenses incurred under arrangements with third parties such as: fees paid to contract research organizations (“CROs”) in
connection with Melinta’s clinical trials, costs of acquiring and evaluating clinical trial data such as investigator grants, patient screening fees,
laboratory work, statistical compilation and fees paid to consultants;

•

external discovery expenses incurred under arrangements with third parties to conduct research and testing related to our ESKAPE pathogen
program;

•

employee-related expenses, including salaries, benefits, travel and stock-based compensation expense;

•

costs to acquire, develop and manufacture clinical trial materials, including fees paid to contract manufacturers;

•

expenses, including milestone payments, related to licensed products and technologies until regulatory approval of the products;

•

compliance costs and fees related to drug development regulatory requirements; and

•

facilities, depreciation, rent, maintenance, insurance, laboratory and other supplies.

We expense research and development costs as incurred. Discovery, clinical trial and other development costs incurred by third parties are recognized
as expense as the contracted services are performed. We accrue for incurred expenses as the services are being provided by monitoring the status of the
clinical trial or project and the corresponding invoices and other input received from Melinta’s external service providers. Expenses for certain development
activities are recognized based on an evaluation of the progress to completion of specific tasks using information and data provided by Melinta’s vendors
and its clinical sites. We adjust our accrual as actual costs become known.
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We anticipate that we will continue to incur significant research, development and manufacturing expenses in connection with the completion of our
Phase 3 trial testing the intravenous and oral formulations of Baxdela for patients with CABP and evaluating the results of that trial. If we achieve positive
results, we will incur additional expenses related to the CABP indication to support the process for obtaining marketing approval. The Company also
anticipates incurring significant research and development expenses as it pursues additional indications for Baxdela. Further, we intend to advance a lead
candidate from our novel drug discovery program focused on resistant pathogens into the clinical stage, which will lead to the incurrence of significant
development expenses for this program. Additionally, we have collaborated with a third-party research organization to develop its radezolid drug candidate,
and the Company may decide to opt-in to the radezolid acne program or initiate additional radezolid indications, which would increase the costs borne by
Melinta for this product.
The successful development of Melinta’s product candidates is highly uncertain due to the numerous risks and uncertainties associated with
developing drugs, including:
•

the scope, rate of progress and expense of our discovery, research and development activities;

•

our ability to market, commercialize and achieve market acceptance of Baxdela or any other product candidate we may develop in the future;

•

the results of our clinical trials;

•

the terms and timing of regulatory approvals; and

•

the expense of filing, prosecuting, defending and enforcing patent claims and other intellectual property rights.

A change in the outcome of any of these variables with respect to the development of any product candidate that we may develop could mean a
significant change in the costs and timing associated with the development of the product candidates. For example, if the FDA or other regulatory authority
were to require Melinta to conduct clinical trials beyond those which we currently anticipate will be required for the completion of clinical development of
Baxdela for CABP or other product candidates, or if we experience significant delays in clinical trial enrollment in any clinical trial, we could be required to
expend significant additional financial resources and time on the completion of clinical development.
Selling, General and Administrative Expenses
Selling, general and administrative expenses (“SG&A”) consist primarily of salaries and benefits-related expenses for personnel, including stock-based
compensation expense, in our executive, finance, sales, marketing and business development functions. SG&A costs also include facility costs for the
Company’s administrative offices and professional fees relating to legal, intellectual property, human resources, information technology, accounting and
consulting services.
We expect to incur increased expenses associated with expanding our marketing function and building a U.S. commercial team in connection with the
commercial launch of Baxdela. We started incurring these expenses in the second half of 2016 in anticipation of the marketing approval of Baxdela in the
second quarter of 2017. These expenses will increase substantially in the fourth quarter of 2017 and first quarter of 2018 as the Company completes the
development of its sales team. We also expect to support the growth in our business with increased headcount and infrastructure costs. We expect that our
general and administrative expenses will increase in the future as we expand our operating activities, maintain and expand our patent portfolio, and incur
additional costs associated with the merger through which we became a public company.
Interest Income and Expense
Melinta’s excess cash balances are invested in money market funds, which generate a minimal amount of interest income. Melinta expects to continue
this investment philosophy for excess cash as additional funds are received.
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We have utilized notes payable and convertible promissory notes as sources of funding. We record interest on the effective interest method in relation
to outstanding notes.
Critical Accounting Policies and Significant Judgments and Estimates
Melinta’s management’s discussion and analysis of its financial condition and results of operations is based on its financial statements, which Melinta
has prepared in accordance with GAAP. The preparation of these financial statements requires Melinta to make estimates and judgments that affect the
reported amounts of assets, liabilities and expenses and the disclosure of contingent assets and liabilities in Melinta’s financial statements. On an ongoing
basis, Melinta evaluates its estimates and judgments, including those related to accrued expenses and stock-based compensation described in greater detail
below. Melinta bases its estimates on historical experience, known trends and events, and various other factors that Melinta believes 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.
Melinta’s significant accounting policies are described in more detail in Note 2 to Melinta’s audited consolidated financial statements appearing
elsewhere in this Current Report on Form 8-K. However, Melinta believes that the following accounting policies are the most critical to aid you in fully
understanding and evaluating Melinta’s financial condition and results of operations:
•

Revenue recognition

•

Accrued research and development expenses

•

Stock-based compensation

•

Common stock valuation

•

Preferred stock warrants

•

Inventory

•

Intangible assets

Revenue Recognition
Melinta recognizes revenue under ASC 605, Revenue Recognition. Melinta’s revenue arrangements consist of licensing revenue related to
non-refundable upfront fees, reimbursement of research and development expenses, milestone payments and royalties on future product sales by the licensee.
Revenue is recognized when the following criteria are met: (1) persuasive evidence that an arrangement exists; (2) delivery of the products and/or services
has occurred; (3) the selling price is fixed or determinable; and (4) collectability is reasonably assured.
For arrangements that involve the delivery of more than one element, significant contract interpretation is sometimes required to determine the
appropriate accounting, including whether the deliverables specified in a multiple-element arrangement should be treated as separate units of accounting for
revenue recognition purposes and, if so, how the aggregate contract value should be allocated among the deliverable elements and when to recognize
revenue for each element under ASC 605. Each product, service and/or right to use assets is evaluated to determine whether it qualifies as a separate unit of
accounting. This determination is based on whether the deliverable has “stand-alone value” to the customer. The consideration that is fixed or determinable
is then allocated to each separate unit of accounting based on the relative fair values of each deliverable. The consideration allocated to each unit of
accounting is recognized as the related goods and services are delivered, limited to the consideration that is not contingent upon future deliverables. When
an arrangement is accounted for as a single unit of accounting, Melinta determines the period over which the performance obligations will be performed and
revenue recognized.
Under the Menarini license agreement, discussed in Note 8 to Melinta’s unaudited condensed consolidated financial statements included in this
Current Report on Form 8-K, at the time the agreement was entered into, Melinta identified two
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deliverables: the delivery of the Baxdela license to Menarini and the right to a related sublicense. While Melinta is also providing development services in
connection with the expansion of applicable indications for Baxdela, Melinta is under no obligation to perform such services. In the event that Melinta
performs development services related to other indications of Baxdela, Menarini has the option to obtain the results of such services by reimbursing Melinta
for 50 percent of its related costs, and Melinta has determined that Menarini’s option is not priced at a significant and incremental discount. As such, Melinta
has not recognized any revenue related to the potential cost reimbursement at the contract execution date. To the extent that Melinta is reimbursed for
development services, such amounts will be recognized separately from the initial license.
The agreement also states a separate supply agreement will be entered into at a future date under which Menarini will purchase Baxdela products from
Melinta until it can commence its own manufacturing. The pricing of Baxdela products under the supply agreement will not be at a significant, incremental
discount. And, under the terms of the agreement, Melinta may receive up to approximately €90 million for regulatory, commercial and sales-based milestones
as well as low, double-digit royalties on future sales of Baxdela. Melinta will recognize any future milestone payment received as revenue when Menarini
achieves the milestone.
For immediate use of the license and right to sublicense, Menarini is able to leverage the information contained within the Baxdela NDAs, which were
filed by Melinta with the FDA in October 2016 for ABSSSI, to prepare the regulatory filings in the licensed territories. And, while the FDA approval was
received in June 2017, regulatory approval in many of the licensed territories is not contingent upon U.S. FDA approval. Melinta recognized $19.9 million,
the consideration that was fixed and determinable at the inception of the agreement, upon delivery of the license and right to sublicense in the first quarter of
2017, and Melinta will recognize revenue associated with the development services as they are provided to Menarini. In the six months ended June 30, 2017,
Melinta recognized revenue totaling $6.5 million related to the development services.
In December 2014, Melinta entered into a supply agreement and a distribution agreement, together referred to as the commercial agreements, and a
stock purchase agreement with Eurofarma. The overall purpose of these agreements was to establish a relationship with Eurofarma to distribute Baxdela in
Brazil. Upon entering the agreements, Melinta received a $1.0 million milestone payment for consideration of the rights granted in the commercial
agreements. Simultaneously, Eurofarma purchased $14.0 million of Series 3-B Convertible Preferred Stock at a negotiated valuation of $2.660397 per share.
Because the Eurofarma agreements were entered into on a concurrent basis, Melinta determined that accounting for this transaction required an
analysis of the relative fair values of the agreements and that the total consideration received should be allocated to the various components based on the
relative fair values. In the analysis, Melinta determined that it would record $6.0 million as the fair value of the equity investment and $9.0 million as
deferred revenue relating to the commercial agreements. The determination of these amounts required significant estimates by management.
The value of shares purchased by Eurofarma was determined by management with input from an independent external valuation expert based on the
Probability Weighted Expected Return Model, or PWERM, model, as described under Common Stock Valuation below, as of December 31, 2014. This model
required estimates of the future value of Melinta under various funding, acquisition and liquidation scenarios. These scenarios were developed by
management based on comparative market data and internal fund raising objectives. The PWERM model also included assumptions regarding discount rate,
new option grants, volatility and a discount for lack of marketability.
The values of the commercial agreements, which essentially represent the distribution rights for Baxdela in Brazil, were determined using a
comparative business valuation method (often referred to as the “with-and-without” method). Melinta prepared an expected value analysis assuming a
commercial entry into Brazil without a partner versus the scenario of working with Eurofarma as a partner. The difference in expected values in these two
scenarios was used to determine the relative value of the commercial agreements. This comparative business model valuation method required assumptions
regarding product launch timing, market size, market share, market uptake, pricing, research and development costs, commercialization costs, tax rates and
the discount rate applied. In developing the assumptions regarding product launch timing, market size, market share and market uptake, Melinta used
estimates included in the commercial agreements, which estimates may ultimately change based on actual results. Changes in any of Melinta’s assumptions
may have had a material impact on the distribution of relative values between equity and deferred revenue.
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The value assigned to the equity component of this transaction was included in the balance sheet as convertible preferred stock. The value assigned to
the commercial agreements was recorded as deferred revenue and will be recognized over the applicable patent lives, commencing upon the initial shipments
of Baxdela.
Accrued Research and Development Expenses
As part of the process of preparing Melinta’s financial statements, Melinta estimates its accrued research and development expenses. The process
involves reviewing quotations and contracts, identifying services that have been performed on Melinta’s behalf and estimating the level of service performed
and the associated cost incurred for the service when Melinta has not yet been invoiced or otherwise notified of the actual cost. The majority of Melinta’s
service providers invoice Melinta monthly in arrears for services performed or when contract milestones are achieved. Melinta makes estimates of its accrued
expenses as of each balance sheet date in its financial statements based on the facts and circumstances known to Melinta at that time. Melinta periodically
confirms the accuracy of its estimates with the service providers and make adjustments as necessary. The significant estimates in Melinta’s accrued research
and development expenses are related to costs incurred by its partners, such as CROs, in connection with research and development activities for which
Melinta has not yet been invoiced. Expenses relating to CROs are the most significant component of Melinta’s research and development accruals.
Melinta recognizes expenses related to CROs based on Melinta’s estimates of the services received and efforts expended pursuant to quotes and
contracts with the CROs. The financial terms of these agreements are subject to negotiation, vary from contract to contract and may result in uneven payment
flows. There may be instances in which payments made to Melinta’s vendors will exceed the level of services provided at the time of payment and result in a
prepayment of the research and development expense. If the actual timing of the performance of services or the level of effort varies from Melinta’s estimate,
Melinta adjusts the accrual or prepaid expense accordingly.
Stock-Based Compensation
Melinta accounts for stock-based compensation using the fair value method. The fair value of awards granted is estimated at the date of grant and
recognized as expense on a straight-line basis over the requisite service period with the offsetting credit to additional paid-in capital. Stock options granted
typically fully vest over four years from the grant date and expire after 10 years.
Stock options are granted at exercise prices not less than the estimated fair value of Melinta’s common stock at the date of grant. Melinta utilizes the
Black-Scholes option-pricing model for determining the estimated fair value of awards. Key inputs and assumptions include the expected term of the option,
stock price volatility, risk-free interest rate, dividend yield, estimated fair value of Melinta’s common stock, and exercise price. Many of the assumptions
require significant judgment and any changes could have a material impact in the determination of stock-based compensation expense. Melinta adjusts
stock-based compensation expense for forfeitures when actual forfeitures occur.
Stock options granted to nonemployees are valued using the Black-Scholes option-pricing model. Stock options granted to nonemployees are subject
to periodic revaluation over their vesting terms. As a result, the charge to operating expenses for nonemployee options with vesting is affected each reporting
period by changes in the fair value of the stock options.
Melinta has historically granted common stock options to members of management. The majority of options outstanding as of September 30, 2017,
were granted under the 2011 Equity Incentive Plan in December 2013 or later. (As of September 30, 2017, 118 stock options are outstanding under the 2001
Stock Option and Incentive Plan.) While the majority of options are held by management and other employees, Melinta’s founders and some members of the
Board of Directors have also been granted options. As Melinta continues to expand its headcount in support of pursuing additional clinical programs and
building a commercial
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organization, Melinta expects to make additional option grants, which will result in additional stock-based compensation expense. Since Melinta has not
been a publicly traded company, the fair value of Melinta’s common stock has historically been determined by management with input from an independent
external valuation expert. The intent of management is to ensure that the exercise price of issued options is not less than fair value at the date of the grant.
The following table summarizes the weighted-average assumptions, other than the estimated fair value of Melinta’s common stock (which is discussed
under Common Stock Valuation below), used in the Black-Scholes model to value stock option grants for the nine months ended September 30, 2017.
Nine Months Ended
September 30,
2017

Risk-free interest rate
Weighted-average volatility
Expected term—employee awards (in years)
Forfeiture rate
Dividend yield

1.96%
75.4%
6.0
0.00%
—

Risk-free Interest Rate—The risk-free interest rate assumptions are based on zero-coupon U.S. Treasury instruments that have terms consistent with the
expected term for Melinta’s stock option grants.
Expected Dividend Yield—Melinta has never declared or paid any cash dividends and do not presently plan to pay cash dividends in the future.
Expected Volatility—Due to Melinta’s limited operating history and lack of its specific historical and implied volatility rates, the expected volatility
rate used to value stock option grants is estimated based on volatilities of a peer group of similar companies whose share prices are publicly available. The
peer group is updated at least annually based on companies in the pharmaceutical and biopharmaceutical industry with a specific therapeutic focus and at a
similar stage of development.
Forfeiture Rate—Under the Financial Accounting Standards Board, or FASB, ASC 718 Compensation – Stock Compensation, or FASB ASC Topic
718, prior to January 1, 2016, Melinta was required to estimate the level of forfeitures expected to occur and record share-based compensation expense only
for those awards that Melinta ultimately expects will vest. Due to the lack of historical forfeiture activity of its plan, Melinta estimated the forfeiture rate
based on data from a representative group of companies with similar characteristics to Melinta. In March 2016, the FASB issued Accounting Standards
Update 2016-09, Improvements to Employee Share-Based Payment Accounting, which simplified several aspects of the accounting for employee share-based
payment transactions, including the accounting for income taxes, forfeitures, and statutory tax withholding requirements, as well as classification in the
statement of cash flows. On January 1, 2016, Melinta adopted this guidance on a modified retrospective basis and changed its accounting policy for
forfeitures of stock-based compensation to recognize such forfeitures as they occur rather than estimating an expected amount of forfeitures. The impact of
this change to the financial statements was not significant and, therefore, Melinta did not record an adjustment to its beginning accumulated deficit as of
January 1, 2016.
Common Stock Valuation
Options outstanding as of September 30, 2017, granted under the 2011 Stock Option Plan, the fair value of the common stock at each grant date, and
the grant date fair value of the options are summarized in the following table:
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Option Grant Date

Number of Options
Granted &
Outstanding

December 2013
April 2014
May 2014
June 2014
September 2015
November 2015
December 2015
March 2016
September 2016
October 2016
January 2017
April 2017
August 2017

5,631,717
5,939,668
168,951
743,951
3,558,208
795,072
196,665
3,344,194
2,057,835
608,875
594,782
1,019,300
6,171,679
30,830,897

Exercise
Price

Fair Value of
Common
Stock

Grant Date Fair
Value of Options

$
$
$
$
$
$
$
$
$
$
$
$
$

$
$
$
$
$
$
$
$
$
$
$
$
$

$
$
$
$
$
$
$
$
$
$
$
$
$

0.39
0.63
0.63
0.63
0.83
0.87
0.87
0.87
0.50
0.50
0.50
0.50
0.48

0.39
0.63
0.63
0.63
0.83
0.87
0.87
0.81
0.50
0.22
0.27
0.27
0.48

0.22
0.37
0.37
0.37
0.55
0.58
0.58
0.52
0.30
0.10
0.15
0.14
0.32

Total Grant Date
Fair Value of
Options

$
$
$
$
$
$
$
$
$
$
$
$
$
$

1,238,978
2,197,677
62,512
275,262
1,957,014
461,142
114,066
1,738,981
617,351
60,888
89,217
142,702
1,974,937
10,930,727

Since inception, Melinta has been a private company with no active public market for Melinta’s common stock. Therefore, Melinta has utilized a thirdparty valuation expert to assist management in periodically determining the per share fair value of Melinta’s various classes of equity. These valuations were
prepared in compliance with the Statement on Standards for Valuation Services No. 1 of the American Institute of Certified Public Accountants. Since the
November 2012 recapitalization of Melinta, valuations have been prepared as of November 15, 2012, September 30, 2013, March 21, 2014, December 31,
2014, and quarterly thereafter through June 30, 2017.
In conducting these valuations, with input from the board of directors and third-party valuation specialists, Melinta considered objective and
subjective factors that Melinta believed to be relevant for each valuation conducted, including Melinta’s best estimate of its business condition, prospects
and operating performance at each valuation date. For the valuations performed, Melinta used a range of factors and assumptions. The significant factors
include:
•

the rights, preferences and privileges of Melinta’s convertible preferred stock as compared to those of Melinta’s common stock, including
liquidation preferences and dividend rights of Melinta’s convertible preferred stock;

•

potential future issuances of stock, warrants or options;

•

Melinta’s results of operations, financial position and the status of research and development efforts;

•

the lack of liquidity of Melinta’s common and preferred stock as a private company;

•

Melinta’s stage of development and business strategy and the material risks related to Melinta’s business and industry;

•

the likelihood of achieving a liquidity event for the holders of Melinta’s equity, such as an initial public offering, or IPO, or a sale of Melinta
given the prevailing market conditions, or a chance of clinical failure and subsequent liquidation of Melinta;

•

the achievement of corporate objectives, including entering into business development transactions;

•

the valuation of publicly traded companies in the life sciences and biotechnology sectors, as well as recently completed mergers and acquisitions
of peer companies;
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•

any external market conditions affecting the life sciences and biotechnology industry sectors;

•

the state of the IPO market for similarly situated privately held biotechnology companies;

•

general U.S. economic conditions; and

•

Melinta’s most recent valuations prepared with the assistance of its independent valuation specialist.

Melinta and its third-party valuation specialist considered several different valuation methodologies for estimating the value of the enterprise and
evaluated several models for allocating that value to the various classes of equity.
Melinta selected the PWERM method to allocate the equity value among the various classes of equity given Melinta’s stage of development, the
availability of relevant data and Melinta’s expectation that Melinta is able to forecast distinct future liquidity scenarios as of each valuation date.
Furthermore, the PWERM approach was deemed to be the valuation model investors would likely use to value Melinta’s company. Under a PWERM
approach, the value of various equity securities are estimated based upon an analysis of future values for the enterprise assuming various future outcomes, as
well as the rights of various classes of equity. Melinta’s future outcomes were modeled based on various scenarios for initial public offerings, various
company sale scenarios and a liquidation scenario. These scenarios were developed by management based on comparative market data and internal
fundraising objectives.
The PWERM analyses underlying each scenario represent Level 3 unobservable inputs. Management makes assumptions and uses judgment to
estimate the following inputs into Melinta’s PWERM model (listed in order of significance):
1)

The Value and Timing of Future Liquidity Events. Melinta estimates the value of future liquidity events under three scenarios: an IPO scenario,
a sale of Melinta and a liquidation scenario. The IPO and Melinta sale scenarios each include high, middle and low range values. Each scenario
and value point within each scenario is assigned a probability based on management’s assessment of the likelihood of occurrence of a liquidity
event of that type for the indicated valuation amount. The timing of the various events is determined by management based on Melinta’s
intentions at that valuation date. The values for the IPO scenario are determined by comparison to similar stage companies and management’s
calculations based on current valuations and future anticipated financings. Melinta sale scenarios are based on average change in control
premiums for similar companies and analysis of specific relevant transactions. While multiple scenarios were considered, in order to reflect a
range of possible future values, the greatest weighting was applied to the IPO scenarios, which management deemed to be the most likely form of
liquidity event as of each valuation date. During the period over which Melinta has prepared valuations, Melinta has applied between 60-85% of
the weighting to the IPO scenarios and 10-35% to Melinta sale scenarios. Significant increases or decreases in these inputs in isolation would
result in a significantly different fair value measurement.

2)

Discount Rate. The discount rates used to determine the valuation are estimated using the Capital Asset Pricing Model, or CAPM. Melinta
evaluates quantitative and qualitative factors at each valuation date that help Melinta assess the level of risk in Melinta’s assumptions and
Melinta adjusts its discount rates accordingly. Melinta applies discreet discount rates by series and tranche of stock.

3)

Discount for Lack of Marketability. The Discount for Lack of Marketability, or DLOM, factors for Melinta’s preferred and common stock are
estimated using both quantitative and qualitative methods and have generally declined as Melinta approaches a potential liquidity event.
Melinta applies a separately determined DLOM for each series of preferred stock as well as for common stock.

Preferred Stock Warrants
In connection with a loan and security agreement entered into during 2014 with Hercules Growth Technologies, Melinta issued preferred stock
warrants. Melinta accounts for the freestanding warrants to purchase shares of convertible preferred stock at fair value as liabilities in the balance sheets, as
such warrants provide the holders with “down-round” protection and can be settled
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on a net basis. Melinta uses a Black-Scholes model to estimate the fair value of the preferred stock warrant liability based on the estimated fair value of
Melinta’s Series 3 preferred shares derived from the PWERM (discussed above in Common Stock Valuation). The value of the preferred stock warrant
liability is adjusted to its estimated fair value at each reporting period. During the nine months ended September 30, 2017, Melinta recorded $0.3 million in
net unrealized gains related to decreases in the fair value of this liability. As of September 30, 2017, the fair value of the preferred stock warrant liability was
$0.3 million.
Inventory
Inventory is stated at the lower of cost or estimated net realizable value. We currently use actual costing to determine the cost basis for its inventory.
Inventory is valued on a first-in, first-out basis and consists primarily of third-party manufacturing costs, overhead and related transportation costs. We
capitalize inventory costs associated with our products upon regulatory approval when, based on management’s judgment, future commercialization is
considered probable and the future economic benefit is expected to be realized; otherwise, such costs are expensed. We review inventories on hand at least
quarterly and record provisions for estimated excess, slow-moving and obsolete inventory, as well as inventory with a carrying value in excess of net
realizable value.
As of September 30, 2017, inventory on the Company’s balance sheet represented the cost of certain raw material and work-in-process inventory that
the Company incurred after the FDA approval of Baxdela on June 19, 2017. At September 30, 2017, the Company had incurred other costs for manufacturing
this inventory; however, such costs were incurred prior to the FDA approval of Baxdela and, therefore, were recognized as research and development expense
in earlier periods. Consequently, profit margins reported from the initial sales of Baxdela will not be representative of margins the Company expects to
achieve after the first commercial batches of inventory are consumed. Costs of drug product to be consumed in any current or future trials will continue to be
recognized as research and development expense.
Results of Operations (all amounts in thousands)
Comparison of the Three Months Ended September 30, 2017 and 2016
The following table summarizes Melinta’s results of operations for the three months ended September 30, 2017 and 2016:
Three Months Ended September 30,
2017
2016

Revenue
Research and development
Selling, general and administrative
Total other expense, net

$
$
$
$

3,191
10,884
10,304
1,639

$
$
$
$

—
9,888
4,114
664

Increase (Decrease)
Dollars
Percent

$3,191
$ 996
$6,190
$ 975

100%
10.1%
150.5%
146.8%

Revenue
During the three months ended September 30, 2017, Melinta recognized revenue from the Menarini agreement of $3.2 million related to the costsharing arrangement for expenses incurred during the third quarter of 2017. Because we are delivering development services over a period of time as the
clinical trials progress, we expect to continue to recognize cost-sharing revenue under this arrangement for the next few years over the estimated development
period.
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Research and development expenses
Our research and development expenses for the three months ended September 30, 2017 and 2016 were $10.9 million and $9.9 million, respectively.
There have been two primary areas of focus for us in the three months ended September 30, 2017 and 2016. The first area of focus and the primary cost driver
has been the clinical development and FDA approval of Baxdela, our lead product candidate. The second area of focus has been the pre-clinical activity
(Discovery) for the ESKAPE pathogen program as we work to select a lead program candidate with an optimal efficacy and safety profile.
We do not allocate personnel-related costs, including stock-based compensation or other indirect costs, to specific programs as they are deployed
across multiple projects under development and, as such, are included as other development or discovery expenses in the table below. The following table
summarizes our research, development and discovery costs by clinical program for the three months ended September 30, 2017 and 2016, respectively:
Three Months Ended September 30,
2017
2016

Research and Development Expenses:
Development
Phase 3 ABSSSI Intravenous/Oral study
Phase 3 CABP study
Other development expenses
Total development research and development expenses
Discovery
External expenses
Other discovery expenses
Total discovery research and development expenses
Total research and development expenses

$

$

—
5,530
2,890
8,420
742
1,722
2,464
10,884

$

$

Increase/(Decrease)
Dollars
Percentage

175
1,300
5,133
6,608

$ (175)
4,230
(2,243)
1,812

(100.0%)
325.4%
(43.7%)
27.4%

1,361
1,919
3,280
9,888

(619)
(197)
(816)
$ 996

(45.5%)
(10.3%)
(24.9%)
10.1%

In total, our research and development costs increased in 2017 over 2016 by $1.0 million, or 10.1%. The increase is due primarily to $4.2 million of
incremental expense for our Phase 3 clinical study of Baxdela for CABP, which was partially offset by reduced expense due to the conclusion of the Phase 3
ABSSSI clinical study and lower expenses related to the development of the ESKAPE pathogen program.
Development expenses for our Phase 3 clinical study for ABSSSI, testing the intravenous and oral forms of Baxdela, decreased in 2017 versus 2016 by
$0.2 million. The study was completed in 2016 and no costs were incurred in 2017. We do not expect to incur any additional costs related to this study.
Development expenses for the Phase 3 CABP clinical trial increased by $4.2 million, or 325.4%, in 2017 from 2016, driven by steady patient
enrollment during 2017. While the study was active for the entire year of 2016, we did not ramp up study activity until late in 2016 with the first patient
enrollment in December 2016. As such, we expect that in 2017 and 2018 we will incur a significant level of expenses associated with this study.
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Other development costs decreased in the three months ended September 30, 2017, by $2.2 million, or 43.7%, versus 2016. This decrease was due to
lower expense of $0.6 million for drug production as the costs of manufacturing were capitalized in inventory after the June 2017 FDA approval of Baxdela,
and NDA-related expenses of $1.4 million incurred in 2016 that were not repeated in 2017.
External costs for our discovery program represent research and support work performed by third parties. These costs decreased $0.6 million, or 45.5%,
year over year due to the use of lower cost vendors for external analysis in 2017 as compared to 2016 as well as shifting some work previously done
externally to internal personnel.
Other discovery costs represents internal costs of research, including salaries, benefits, other compensation, laboratory expenses and facility costs, as
well as expenses to maintain our interests in antibiotic candidates. These costs decreased by $0.2 million, or 10.3%, in 2017 over 2016 due principally to
lower external testing expense.
Selling, general and administrative expenses
SG&A expenses were $10.3 million and $4.1 million for the three months ended September 30, 2017 and 2016, respectively. The increase of
$6.2 million, or 150.5%, was primarily driven by a $3.5 million increase in marketing and other costs to support our commercial launch of Baxdela, revenuesharing payments associated with the license of rights to Baxdela to Menarini of $1.6 million, increases in legal expenses of $0.9 million and increases in
administrative personnel-related costs of $0.7 million. These increases were partially offset by lower finance-related fees of $0.5 million.
Other expense (income)
For the three months ended September 30, 2017, we recognized other expense of $1.6 million as compared with the three months ended September 30,
2016, when we recognized other expense of $0.7 million, driven by the following:
•

Interest expense—Interest expense for the three months ended September 30, 2017 and 2016, was $2.4 million and $1.2 million, respectively.
Interest expense includes both cash and non-cash components of interest expense. The cash portion of interest expense was $0.7 million in 2017,
an increase of $0.1 million, due to higher debt balances. The non-cash portion of interest was $1.7 million in 2017, an increase of $1.1 million,
driven primarily by $68.6 million in convertible promissory notes that we issued in the second half of 2016 and first half of 2017. This interest is
categorized as non-cash because in the next round of equity financing, all outstanding principal, as well as accrued interest, will convert into
shares of our stock. In addition and to a lesser extent, non-cash interest includes the amortization of debt issuance costs.

•

Change in fair value of warrant liability—We adjust the carrying value of the warrant liability to the estimated fair value at each reporting
period. Increases or decreases in the fair value of the warrant liability are recorded within other expense (income) in the statement of operations.
We recognized $0.7 million and $0.4 million of other income in the three months ended September 30, 2017 and 2016, respectively.

•

Other—The Company participates in a Connecticut tax credit program whereby we can claim either cash payments or future tax credits based on
qualifying expenditures. We have historically chosen the cash payment incentive and expect to continue to do so in future periods as the tax
code allows. This tax credit comprises the majority of the other income for both periods.

Comparison of the Nine Months Ended September 30, 2017 and 2016
The following table summarizes Melinta’s results of operations for the nine months ended September 30, 2017 and 2016:
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Nine Months Ended September 30,
2017
2016

Revenue
Research and development
Selling, general and administrative
Total other expense, net

$
$
$
$

29,633
37,876
25,976
5,917

$
$
$

—
33,489
14,824
3,237

Increase (Decrease)
Dollars
Percent

$29,633
$ 4,387
$11,152
$ 2,680

100.0%
13.1%
75.2%
82.8%

Revenue
During the nine months ended September 30, 2017, we recognized revenue from the Menarini agreement of $29.6 million, of which $19.9 million
related to an upfront licensing fee and $9.7 million related to the cost-sharing arrangement for expenses incurred during the first half of 2017.
Research and development expenses
Our research and development expenses for the nine months ended September 30, 2017 and 2016, were $37.9 million and $33.5 million, respectively.
There have been two primary areas of focus for us in the nine months ended September 30, 2017 and 2016. The first area of focus and the primary cost driver
has been the clinical development and FDA approval of Baxdela, our lead product candidate. The second area of focus has been the pre-clinical activity for
the ESKAPE pathogen program as Melinta works to select a lead program candidate with an optimal efficacy and safety profile.
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We do not allocate personnel-related costs, including stock-based compensation or other indirect costs, to specific programs as they are deployed
across multiple projects under development and, as such, are included as other development or discovery expenses in the table below. The following table
summarizes our research, development and discovery costs by clinical program for the nine months ended September 30, 2017 and 2016, respectively:
Nine Months Ended September 30,
2017
2016

Research and Development Expenses:
Development
Phase 3 ABSSSI Intravenous/Oral study
Phase 3 CABP study
Other development expenses
Total development research and development expenses
Discovery
External expenses
Other discovery expenses
Total discovery research and development expenses
Total research and development expenses

$

$

—
17,675
12,629
30,304
2,030
5,542
7,572
37,876

$

$

Increase/(Decrease)
Dollars
Percentage

3,395
4,968
14,285
22,648

$ (3,395)
12,707
(1,656)
7,656

(100.0%)
255.8%
(11.6%)
33.8%

3,471
7,370
10,841
33,489

(1,441)
(1,828)
(3,269)
$ 4,387

(41.5%)
(24.8%)
(30.2%)
13.1%

In total, our research and development costs increased in 2017 over 2016 by $4.4 million, or 13.1%. The increase is due primarily to $12.7 million of
incremental expense for our Phase 3 clinical study of Baxdela for CABP, which was partially offset by reduced expense due to the conclusion of the Phase 3
ABSSSI clinical study and lower expenses related to the development of the ESKAPE pathogen program.
Development expenses for our Phase 3 clinical study for ABSSSI, testing the intravenous and oral forms of Baxdela, decreased in 2017 versus 2016 by
$3.4 million. The study was completed in 2016 and no costs were incurred in 2017. We do not expect to incur any additional costs related to this study.
Development expenses for the Phase 3 CABP clinical trial increased by $12.7 million, or 255.8%, in 2017 from 2016, driven by steady patient
enrollment during 2017. While the study was active for the entire year of 2016, we did not ramp up study activity until late in 2016 with the first patient
enrollment in December 2016. As such, we expect that in 2017 and 2018 it will incur a significant level of expenses associated with this study.
Other development costs decreased in the nine months ended September 30, 2017, by $1.7 million, or 11.6%, versus 2016. This decrease was due
principally to expenses of $2.4 million related to preparation of the NDA for Baxdela incurred in 2016 that were not incurred in 2017. These decreases were
partially offset by higher expenses for Health Economics and Outcomes Research (“HEOR”), surveillance and automated susceptibility testing as we prepared
for the launch of Baxdela.
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External costs for our discovery program represent research and support work performed by third parties. These costs decreased $1.4 million, or 41.5%,
year over year due to the use of lower cost vendors for external analysis in 2017 as compared to 2016 as well as shifting some work previously done
externally to internal personnel.
Other discovery costs represents internal costs of research, including salaries, benefits, other compensation, laboratory expenses and facility costs, as
well as expenses to maintain our interests in antibiotic candidates. These costs decreased by $1.8 million, or 24.8%, in 2017 over 2016 due to an option fee
that we paid in 2016 in connection with our radezolid program of $0.9 million that was not repeated in 2017, and lower external testing expense.
Selling, general and administrative expenses
SG&A expenses were $26.0 million and $14.8 million for the nine months ended September 30, 2017 and 2016, respectively. The increase of
$11.2 million, or 75.2%, was primarily driven by a $6.2 million increase in marketing and other costs to support the commercial launch of Baxdela, revenuesharing payments associated with the license of rights to Baxdela to Menarini of $1.6 million, increases in legal expenses of $1.3 million (driven by expenses
related to the merger), increases in patent-related expenses of $0.7 million and increases in administrative personnel-related costs of $0.8 million.
Other expense (income)
For the nine months ended September 30, 2017, we recognized other expense of $5.9 million as compared with the nine months ended September 30,
2016, when we recognized other expense of $3.2 million, driven by the following:
•

Interest expense—Interest expense for the nine months ended September 30, 2017 and 2016, was $5.8 million and $2.9 million, respectively.
Interest expense includes both cash and non-cash components of interest expense. The cash portion of interest expense was $1.6 million in 2017,
a decrease of $0.3 million, due to declining balance of the 2014 Loan Agreement as we made principal payments during 2016 and 2017. The
non-cash portion of interest was $4.2 million in 2017, an increase of $3.1 million, driven primarily by $68.6 million in convertible promissory
notes that we issued in the second half of 2016 and first half of 2017. This interest was categorized as non-cash because in the next round of
equity financing, all outstanding principal, as well as accrued interest, would convert into shares of our stock. In addition and to a lesser extent,
non-cash interest includes the amortization of debt issuance costs.

•

Change in fair value of tranche assets and liabilities—We adjust the carrying value of the Convertible Preferred Stock tranche obligations to
the estimated fair value at each reporting period. Increases or decreases in the fair value of tranche obligations are recorded within other income
(expense) in the statement of operations. We recognized $1.3 million of expense in the nine months ended September 30, 2016, upon issuance of
the final tranche of Series 4 preferred stock in March 2016. We have not recorded a tranche asset or liability since that date.

•

Change in fair value of warrant liability—We adjust the carrying value of the warrant liability to the estimated fair value at each reporting
period. Increases or decreases in the fair value of the warrant liability are recorded within other expense (income) in the statement of operations.
We recognized $0.3 million and $0.8 million of income in the nine months ended September 30, 2017 and 2016, respectively.

•

Other—The Company participates in a Connecticut tax credit program whereby we can claim either cash payments or future tax credits based on
qualifying expenditures. We have historically chosen the cash payment incentive and expect to continue to do so in future periods as the tax
code allows. This tax credit comprises the majority of the other income for both periods.

Liquidity and Capital Resources
Prior to November 2012, Melinta was primarily capitalized through the sale of convertible notes and preferred stock. In November 2012, the Company
was recapitalized under the ownership of a new lead investor. The convertible notes and preferred stock issued prior to November 2012 were restructured at
the time of the recapitalization. Since the November 2012 recapitalization through September 30, 2017, we have obtained funding primarily through sales of
convertible preferred stock, loans and business development transactions. As of September 30, 2017, we held cash and cash equivalents of $12.4 million to
fund operations.
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We have also funded our operations with debt financing. As of September 30, 2017, we had $40.0 million in outstanding debt under a Loan and
Security Agreement, dated as of May 2, 2017, (“2017 Loan Agreement”) under which the lender has made available up to $80.0 million in debt financing in
four separate tranches and up to $10.0 million in equity financing (see Note 3 to the unaudited condensed consolidated financial statements).
On November 3, 2017, Melinta completed the merger with Cempra. The combined company has cash and cash equivalents in excess of $155.0 million,
which, in management’s view, is adequate to fund operations within the next 12 months, including on-going research & development, the production of
commercial quantities of Baxdela, and the launch of our commercial strategy for Baxdela. The company expects to begin selling Baxdela in early 2018,
which will provide a new, and growing, source of cash. The company also intends to secure additional operating funds, as needed, through new equity
financings and/or new debt. However, there can be no assurance that adequate financing under acceptable terms will be available as needed.
In the event that the Company closes the Acquisition entered into on November 28, 2017, we will fund the transaction with a combination of debt and
equity, such that funding for on-going operations, discussed above, will not be affected.
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The following table provides a summary of our cash position as of each of the period-end dates and the cash flows for each of the periods presented
below (in thousands):
Nine Months Ended
September 30,
2017
2016
(unaudited)

Cash, cash equivalents and restricted cash as of end of the period
Cash provided by (used in):
Operating activities
Investing activities
Financing activities

$ 12,393
(33,603)
(4,291)
38,878

$ 20,540
(47,918)
(444)
38,744

Operating Activities
Net cash used in operating activities for the nine months ended September 30, 2017 and 2016, was $33.6 million and $47.9 million, respectively. For
both periods presented, the primary use of cash was to fund development and discovery research activities for our product candidates and to support our
selling, general and administrative functions. We used $14.3 million less in operations during the 2017 period due primarily to amounts received from
Menarini and Eurofarma under the license arrangements, partially offset by higher cash-based operating expenses, the net of which was $12.1 million. In
addition, the decrease in cash used in operations was due to favorable changes in working capital accounts year over year totaling $2.2 million.
Investing Activities
Net cash used in investing activities was $4.3 million and $0.4 million for the nine months ended September 30, 2017 and 2016, respectively.
Subsequent to the FDA approval of Baxdela in June 2017, we made $3.5 million in milestone payments for intellectual property rights in connection with the
FDA approval of Baxdela. These payments were capitalized as intangible assets and will be amortized over the estimated useful life of the related intellectual
property. Other cash used in investing activities in both of these periods was primarily for capital expenditures for facility improvements, lab equipment,
software and office furniture and equipment.
Financing Activities
Net cash provided by financing activities for the nine months ended September 30, 2017 and 2016, was $38.9 million and $38.7 million, respectively.
During the nine months ended September 30, 2017, cash provided by financing activities related primarily to the issuance of convertible promissory notes
totaling $24.5 million and the refinancing of the 2014 Loan Agreement, replacing it with the 2017 Loan Agreement, under which the Company borrowed
$40.0 million. During the nine months ended September 30, 2016, cash provided by financing activities was comprised primarily of the issuance of notes
payable of $27.8 million and preferred stock financing of $13.6 million, partially offset by repayments of notes payable of $2.7 million.
Funding Sources and Requirements
We expect to launch Baxdela in the United States in early 2018, from which we expect to generate significant product sales and associated cash in
2018. In addition, Melinta receives reimbursement from Menarini under the license agreement for a portion of Melinta’s ongoing Phase 3 CABP clinical trial
development expenses. We receive such reimbursement within one quarter of the
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recognition of the expenses. Through September 30, 2017, we were entitled to total reimbursement of $9.7 million, of which Melinta had received
$2.8 million. In addition, the Company is exploring other partnerships and collaborations to assist it with funding certain of its early-stage research and
development programs.
We do not expect to generate revenue from any other product candidates under development unless and until we successfully commercialize our
products or enter into additional collaborative agreements with third parties.
We expect to continue to incur significant losses for the foreseeable future and expect the losses to increase as we continue the development of, and
seek regulatory approvals for, our product candidates, continue to advance products generated from the ESKAPE pathogen program platform and
commercialize any approved products. We are also subject to the risks associated with the development of new therapeutic products, and we may encounter
unforeseen expenses, difficulties, complications, delays and other unknown factors that may adversely affect Melinta’s business operations. Additionally,
upon completion of the merger, we expect to incur additional costs associated with operating as a public company and may need substantial additional
funding in connection with Melinta’s continuing operations, commercial, discovery and product development activities.
The Company believes that, after the merger, existing cash balances and other sources of cash, discussed above, will be sufficient to fund our
operations requirements for at least the next 12 months. However, we may need to raise additional funds sooner to support the working capital requirements
of a commercialized product and to fund further development of the other product candidates.
We intend to use our combined cash and cash equivalents, as follows:
•

to fund the activities supporting the commercialization for Baxdela for the treatment of ABSSSI;

•

to fund the Phase 3 trial and advance its product candidate Baxdela for the treatment of hospital treated CABP;

•

to fund the scale-up of manufacturing operations and manufacture Baxdela to meet both commercial and clinical demand;

•

to pursue additional indications for Baxdela;

•

to fund research activities for preclinical product candidates, IND-enabling studies and development activities for the ESKAPE pathogen program; and

•

the remainder for working capital, general and administrative expenses, future internal research and development expenses and other general corporate
purposes.

In addition, we may also use a portion of our cash and cash equivalents for the acquisition of, or investment in, companies, technologies, products or
assets that complement our business. In December 2014, we entered into a license agreement with a CRO to develop a molecule, radezolid, for dermatological
applications. Under the terms of the agreement, development of the product is funded by the CRO. We, however, retain the right, at certain agreed upon
milestones, to agree to co-develop or take full responsibility for the development program based on pre-determined payments to the CRO. In March 2016 and
February 2017, we paid $0.9 million and $0.5 million, respectively, in license payments to the CRO under this agreement. In addition, in November we
entered into an agreement to acquire the IDB of The Medicines Company (see Recent Developments section above).
Until we can generate a sufficient amount of revenue from our products, if ever, we expect to finance our future cash needs through public or private
equity or debt financings, or through other sources such as potential collaboration and license agreements. In any event, we do not expect to achieve
significant revenue from product sales prior to 2018.
Off-Balance Sheet Arrangements
During the periods presented, we did not have, nor do we currently have, any off-balance sheet arrangements as defined under the applicable rules of
the SEC.
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Contractual Obligations and Commitments
During the nine months ended September 30, 2017, there have been no material changes to our contractual obligations and commitments outside the
ordinary course of business from those specified in our 2016 Annual Report.
Quantitative and Qualitative Disclosures about Market Risk
Interest Rate Fluctuation Risk
The primary objective of our investment activities is to preserve our capital to fund its operations. We also seek to maximize income from its cash and
cash equivalents without assuming significant risk. To achieve these objectives, we invest our cash and cash equivalents in money market funds. We do not
enter into investments for trading or speculative purposes. We do not believe that an immediate 1% increase in interest rates would have a material effect on
the fair value of our cash equivalents, and therefore, we do not expect its operating results or cash flows to be materially affected to any degree by a sudden
change in market interest rates.
On September 30, 2017, we had $40.0 million aggregate principal amount outstanding under its loan agreement with Oberland Capital. The loan bears
interest at a rate of the greater of 8.25% or the sum of 8.25% plus the prime rate minus 4.5% per annum, and as such is variable based on fluctuations in the
prime rate. As a result, increases in interest rates may increase the cost of servicing the loan agreement and could materially reduce its profitability and cash
flows. As September 30, 2017, the prime rate was approximately 25 basis points below the rate necessary for the interest rate on the loan agreement to exceed
the 8.25% minimum interest rate described above. As a result, the fair value of the loan agreement will not change significantly until the prime rate exceeds
4.5%. A 1.0% increase in the prime rate would result in an additional $0.3 million in interest expense in the first year of the loan.
Foreign Currency Exchange Rate Fluctuations
To date, the vast majority of our contractual obligations have been denominated in U.S. dollars. In the future, we may contract with organizations such
as CROs or contract manufacturers in foreign countries. We may therefore become subject to fluctuations in foreign currency exchange rates in connection
with these agreements.
Melinta’s agreement with Menarini requires that they pay commercial and regulatory milestones of approximately €90.0 million over time as the
milestones are achieved. The cash we receive from these payments is subject to fluctuations in foreign currency exchange rates between the Euro and U.S.
dollar. The agreement establishes a fixed exchange rate such that the U.S. dollars that we will receive will not fluctuate with market exchange rates unless and
until the market rate varies by more than 10% from the rate established in the agreement. As of September 30, 2017, if Menarini had met the first €5.0 million
milestone, we would have received $5.3 million, which is based on the contractual rate in the agreement. If the €5.0 million milestone was met and paid
based on the actual exchange rate as of September 30, 2017, the milestone payment in U.S. dollars would have been higher by $0.6 million.
Inflation
Inflation generally affects us by increasing its cost of labor and clinical trial costs. We do not believe that inflation has had a material effect on its
business, financial condition or results of operations during the periods presented.
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Exhibit 99.4
UNAUDITED PRO FORMA COMBINED FINANCIAL STATEMENTS
Melinta Therapeutics, Inc. Unaudited Pro Forma Combined Financial Information
The unaudited pro forma combined financial statements give effect to the merger with Cempra, Inc. that closed on November 3, 2017 (the “Merger”).
The term “the combined company” as used in this proxy statement refers to the new Melinta Therapeutics, Inc. following the Merger. The unaudited pro
forma combined financial information was prepared in accordance with the regulations of the SEC.
The following unaudited pro forma combined financial information gives effect to the merger of a wholly-owned subsidiary of Cempra, Inc., or
Cempra, with and into Melinta Therapeutics, Inc., or Melinta, who survived as a wholly-owned subsidiary of Cempra in a transaction that was accounted for
as a reverse acquisition under the acquisition method of accounting in accordance with GAAP. For accounting purposes, Melinta acquired Cempra, even
though legally Cempra was the issuer of the common stock in the merger.
The unaudited pro forma combined balance sheet at September 30, 2017, and the unaudited pro forma combined statement of operations for the nine
months ended September 30, 2017, and the year ended December 31, 2016, presented herein are based on the historical financial statements of Melinta and
Cempra after giving effect to the acquisition (for accounting purposes) of Cempra by Melinta and the assumptions and adjustments described in the
accompanying notes to these unaudited pro forma combined financial information.
Melinta was determined to be the accounting acquirer after consideration of the terms of the merger agreement and other factors, including: (i) Melinta
security holders owned approximately 52% of the voting interests of the combined company immediately following the closing of the transaction and
(ii) directors of Melinta were responsible for electing the chairman of the board for the combined company. Accordingly, the merger transaction has been
accounted for by Melinta as a reverse merger acquisition under the acquisition method of accounting for business combinations.
Accordingly, the acquisition consideration is based on Cempra’s share price and shares of common stock outstanding as more fully described in the
accompanying notes to the unaudited pro forma combined financial information. Under the reverse acquisition method of accounting, the total purchase
price is allocated to the acquired tangible and intangible assets and assumed liabilities of Cempra based on their estimated fair values as of the merger closing
date. The excess of the purchase price over the fair value of assets acquired and liabilities assumed, if any, is allocated to goodwill. Alternatively, a bargain
purchase gain is recognized if the aggregate fair value of the identifiable assets acquired and liabilities assumed exceeds the purchase price for the
acquisition. The assets and liabilities and results of operations of Cempra will be consolidated into the results of operations of Melinta as of the effective date
of the merger. The pro forma adjustments reflecting the completion of the merger are based upon the acquisition method of accounting in accordance with
GAAP and upon the assumptions set forth in the accompanying notes to the unaudited pro forma combined financial information.
The unaudited pro forma combined balance sheet as of September 30, 2017, gives effect to the merger as if it occurred on September 30, 2017, and
reflects the acquisition of Cempra by Melinta. The unaudited pro forma combined statements of operations for the nine months ended September 30, 2017,
and for the year ended December 31, 2016, are presented as if the merger was consummated on January 1, 2016, and combines the historical results of Melinta
and Cempra for the nine months ended September 30, 2017, and the year ended December 31, 2016.
Pro Forma Basis and Presentation
The unaudited pro forma combined financial information does not give effect to the potential impact of current financial conditions, regulatory
matters, operating efficiencies or other savings or expenses that may be associated with the Merger or the Acquisition, or with the integration of the
companies. The unaudited pro forma combined financial information has been prepared for illustrative purposes only and is not necessarily indicative of the
financial position or results of operations in future periods or the results that would have been realized had Melinta been a combined company during the
specified periods.

The historical financial information has been adjusted to give pro forma effect to events that are (i) directly attributable to the Merger, (ii) factually
supportable, and (iii) with respect to the statement of operations, expected to have a continuing impact on the combined results. The application of the
acquisition method of accounting is dependent upon certain valuations that have yet to be completed. Accordingly, the pro forma adjustments are
preliminary and based on management’s estimates of the fair value and useful lives of the assets acquired and liabilities assumed and have been prepared to
illustrate the estimated effect of the acquisition and certain other adjustments. Therefore, pro forma adjustments reflected in the unaudited pro forma
combined financial information are subject to further revision as additional information becomes available and additional analyses are performed, and have
been made solely for the purpose of providing the unaudited pro forma combined financial information. Differences between the preliminary adjustments
reflected in the unaudited pro forma combined financial information and the final application of the acquisition method of accounting, which is expected to
be completed as soon as practicable after the closing of the merger and acquisition, may arise and those differences could have a material impact on the
accompanying unaudited pro forma combined financial information and the combined company’s future results of operations and financial position. The
amounts of acquisition consideration, assets acquired and liabilities assumed that will be used in acquisition accounting will be based on their respective fair
values as determined at the time of closing, and may differ significantly from these estimates.
The unaudited pro forma combined financial information, including the notes thereto, should be read in conjunction with the Melinta historical
audited consolidated financial statements for the year ended December 31, 2016, and the unaudited condensed and consolidated financial statements for the
nine months ended September 30, 2017, included on Form 8-K filed with the SEC on December 5, 2017. They should also be read in conjunction with the
Cempra historical audited consolidated financial statements included in its Annual Report on Form 10-K for the year ended December 31, 2016, as amended
by Amendment No. 1 on Form 10-K/A, both of which have been filed with the SEC, and its historical unaudited consolidated financial statements included in
its Quarterly Report on Form 10-Q for the nine months ended September 30, 2017, which has also been filed with the SEC.

Unaudited Pro Forma Condensed Combined Balance Sheet
As of September 30, 2017

Historical
Melinta

Historical
Cempra

Pro Forma
Adjustments

Assets
Current assets
Cash and cash equivalents

$ 12,193

$ 176,134

Receivables
Inventory
Prepaid expenses and other current assets
Total current assets
Property and equipment, net
Developed product rights, net
Other intangible assets
Goodwill
Other assets
Total assets

7,525
5,997
2,304
28,019
1,538
—
7,500
—
1,103
$ 38,160

2,803
—
833
179,770
27
—
—
—
83
$ 179,880

$ (10,555)
(15)
—
—
—
(10,570)
—
29,200
11,200
—
—
$ 29,830

$ 12,443
16,310
275
—
—
339
29,367

$

$

(In thousands)

Liabilities
Current liabilities
Accounts payable
Accrued expenses
Accrued interest on note payable
Long-term debt, current portion
Contingent purchase price - current portion
Preferred stock warrants
Total current liabilities
Long term liabilities
Notes payable
Convertible promissory notes
Deferred revenue
Deferred purchase price
Contingent purchase price
Other liabilities
Long-term debt, net of current
Total liabilities
Convertible preferred stock
Shareholders’ Equity
Common stock

6,665
2,322
—
6,667
—
—
15,654

—
10,725
(6,667)
—
(339)
3,719

39,206
73,101
10,008

—
—
16,987

—
(73,101)
—

—
—
151,682
217,220

—
3,682
36,323
—

—
(3,682)
(73,064)
(217,220)

1

53

223,137

626,001

Accumulated other comprehensive (loss) income
Accumulated deficit

—
(553,880)

—
(482,497)

Total shareholders’ (deficit) equity
Total liabilities and shareholders’ (deficit) equity

(330,742)
$ 38,160

(53)
11
10
(626,001)
(15)
339
73,101
217,220
126,754
(10)
—
482,497
(206)
(10,725)
57,192
320,114
$ 29,830

Additional paid-in capital

143,557
$ 179,880

Notes

(A)
(B)

Melinta
Unaudited Pro
Forma
Combined

$

177,757

$

10,328
5,997
3,137
197,219
1,565
29,200
18,700
—
1,186
247,870

(C)
(C)

$
(D)
(A)
(E)

19,108
29,357
275
—
—
—
48,740

(F)

39,206
—
26,995

(A)

—
—
—
114,941
—

(G)
(H)
(I)
(J)
(H)
(B)
(E)
(F)
(G)
(I)
(J)

22
640,526

—
(507,619)

(H)
(A)
(D)
(K)
$

132,929
247,870

Unaudited Pro Forma Condensed Combined Statement of Operations
For the nine months ended September 30, 2017
(in thousands, except per share amounts)

Revenue
Product revenue
License
Collaboration
Contract research
Total revenue
Operating expenses
Cost of product revenue
Research and development
General and administrative

Historical
Melinta

Historical
Cempra

$ 19,905
9,728
—
$ 29,633

$

28,338
21,291

Restructuring charge
Total operating expenses
Loss from operations
Other income (expenses)
Interest income
Interest expense
Loss on extinguishment of debt
Change in fair value of warrant liability
Other income
Other income (expense), net
Net loss before income taxes
Benefit for income taxes
Net Loss

—
$ 63,852
$(34,219)

3,553
$ 53,182
$(45,733)

25
(5,765)
(607)
335
95
$ (5,917)
$(40,136)
—
$(40,136)

896
(677)
—
—
—
$
219
$(45,514)
—
$(45,514)

Accretion of preferred dividends
Net loss available to common shareholders
Basic and diluted net loss attributable to common shareholders per share

(17,161)
$(57,297)
$ (45.26)

—
$(45,514)
$ (0.87)

1,266

Notes

—
—
7,449
$ 7,449

37,876
25,976

Basic and diluted weighted-average shares outstanding

Pro Forma
Adjustments

52,471

Melinta
Unaudited
Pro
Forma
Combined

$ 19,905
9,728
7,449
$ 37,082

(6,532)
3,733
$
$

66,214
44,468
3,553
$114,235
$ (77,153)

(2,799)
2,799

4,126
(206)
(335)
$
$

(L)
(M)

(N)
(N)
(O)

$

3,585
6,384
—
6,384
17,161
23,545

(P)

$

(31,887)

(Q)

921
(2,316)
(813)
—
95
$ (2,113)
$ (79,266)
—
$ (79,266)
—
$ (79,266)
$ (3.63)
21,850

Pro Forma Condensed Combined Statement of Operations
For the year ended December 31, 2016
(in thousands, except per share amounts)

Historical
Melinta

Revenue
Product revenue
License
Contract research
Total revenue
Operating expenses
Cost of product revenue
Research and development
General and administrative
Total operating expenses
Loss from operations
Other income (expenses)
Interest income
Interest expense
Change in fair value of tranche assets and liabilities
Change in fair value of warrant liability
Other
Other income (expense), net
Net loss before income taxes
Benefit for income taxes
Net Loss
Accretion of preferred dividends
Net loss available to common shareholders
Basic and diluted net loss attributable to common shareholders per share
Basic and diluted weighted-average shares outstanding

$
$

—
—
—

Historical
Cempra

Notes

$

4,339
13,677
$ 18,016

49,791
19,410
$ 69,201
(69,201)

81,686
53,538
$ 135,224
(117,208)

30
(4,406)
(1,313)
781
177
$ (4,731)
$(73,932)
—
$(73,932)

475
(1,228)
—
—
—
$
(753)
$(117,961)
—
$(117,961)

(21,117)
$(95,049)
$ (94.29)

—
$(117,961)
$
(2.34)

1,008

Pro Forma
Adjustments

50,314

Melinta
Unaudited
Pro Forma
Combined

$

4,339
13,677
$ 18,016

$

7,467
7,467
(7,467)

(M)

2,244

(N)

(781)
$
$

(O)

$

1,463
(6,004)
—
(6,004)
21,117
15,113

(P)

$

(29,943)

(Q)

131,477
80,415
$ 211,892
(193,876)
505
(3,390)
(1,313)
—
177
$ (4,021)
$(197,897)
—
$(197,897)
—
$(197,897)
$
(9.26)
21,379

NOTES TO UNAUDITED PRO FORMA COMBINED
FINANCIAL INFORMATION
1. Description of Transactions and Basis of Presentation
Description of Transaction
On August 8, 2017, Cempra entered into a merger agreement with Melinta. On November 3, 2017, pursuant to the terms and subject to the conditions
set forth in the merger agreement, Melinta was merged into a subsidiary of Cempra and survived as a wholly-owned subsidiary of Cempra (the “Merger”).
Cempra was re-named Melinta Therapeutics, Inc. in connection with the Merger.
Immediately prior to the completion of the Merger, the principal and interest under outstanding convertible promissory notes and all outstanding
shares of preferred stock, including dividends of Melinta were converted into shares of Melinta common stock. As part of the completion of the Merger, each
outstanding share of the common stock of Melinta was converted into the right to receive that number of shares of Cempra common stock as determined
pursuant to the exchange ratios described in the merger agreement (except that stockholders of Melinta who are not “accredited investors” under U.S.
securities laws or who held fractional shares received cash), and all options, warrants or other rights to purchase shares of capital stock of Melinta, were
exchanged for rights to acquire Cempra common stock. No fractional shares of Cempra common stock were issued in connection with the Merger, and holders
of Melinta capital stock were entitled to receive cash in lieu thereof.
Upon completion of the Merger, Melinta security holders beneficially own shares of Cempra’s common stock representing an aggregate of
approximately 52 percent on a fully-diluted basis as calculated under the treasury stock method.
Basis of Presentation
The accompanying pro forma condensed combined financial information was prepared in accordance with Article 11 of Regulation S-X and present the
pro forma consolidated financial position and results of operations of the combined company based upon the historical financial information of Melinta and
Cempra after giving effect to the Merger and the adjustments described in these notes, and are intended to reflect the impact of the combinations on Melinta’s
consolidated financial information.
The Merger will be accounted for under the acquisition method of accounting in accordance with ASC Topic 805, “Business Combinations” (“ASC
805”). For accounting purposes, Melinta is considered to be acquiring Cempra even though legally Cempra will be the issuer of the common stock in the
merger.
The Cempra identifiable assets acquired and liabilities assumed will be recorded at the acquisition-date fair values and added to Melinta’s balance
sheet. The pro forma adjustments are preliminary and based on management’s estimates of the fair value and useful lives of the assets acquired and liabilities
assumed and have been prepared to illustrate the estimated effect of the acquisition. These estimates are based on the most recently available information. To
the extent there are significant changes to the combined company’s business following completion of the Merger, the assumptions and estimates set forth in
the unaudited pro forma combined financial statements could change significantly. The allocations are dependent upon certain valuations and other studies
that have not been completed for the Merger. Accordingly, the pro forma purchase price adjustments are subject to further adjustments as additional
information becomes available and as additional analyses and final valuations are conducted. There can be no assurances that these additional analyses and
final valuations will not result in material changes to the estimates of fair value. In addition, differences between the preliminary and final amounts will likely
occur as a result of changes in the estimated fair values of tangible and intangible assets acquired and liabilities assumed, including any goodwill or bargain
purchase gains recognized, as of the dates that the Merger was completed.
The unaudited pro forma condensed combined balance sheet data gives effect to the Merger as if they occurred on September 30, 2017. The unaudited
pro forma combined statement of operations for the nine months ended September 30, 2017, combine the unaudited historical statements of operations of
Cempra and Melinta for their respective nine-month periods ended September 30, 2017, and gives pro forma effect to the Merger as if they had been
completed on January 1, 2016. The unaudited pro forma combined statement of operations for the year ended December 31, 2016, combine the historical
statements of operations of Cempra and Melinta for their respective year ended December 31, 2016, and gives pro forma effect to the Merger as if they had
been completed on January 1, 2016.
2. Purchase Price
The purchase price for the merger with Cempra is as follows (in thousands, except share data):
Number of Cempra shares outstanding as of November 3, 2017
10-day weighted average Cempra common stock price as of November 3, 2017
Total estimated purchase price

10,502,477
12.07
126,765

For pro forma purposes, the fair value of consideration transferred was determined based on the closing price of Cempra common stock of $12.07 per
share based on the closing price of Cempra common stock on November 3, 2017, the closing date of the Merger. The combined company will expense all
transaction costs as incurred.
The preliminary allocation of the purchase price to acquired tangible and intangible assets and liabilities assumed based on their estimated fair values
as of September 30, 2017, comprises (in thousands):
Cash and cash equivalents
Receivables and other assets
Intangible assets
Accounts payable, accrued expenses and other liabilities
Net assets acquired
Less: estimated purchase price
Bargain purchase gain

176,134
3,746
40,400
(36,323)
183,957
(126,765)
57,192

The allocation of the purchase price is preliminary. The final determination of the purchase price allocation will be based on the fair values of assets,
including identifiable intangible assets acquired, and the fair values of liabilities assumed as of the date that the Merger is completed. Cempra and Melinta
believe that the historical values of Cempra’s current assets and current liabilities approximate their fair value based on the short-term nature of such items.
Cempra’s property and equipment consists of assets whose historical cost, less depreciation, is deemed to approximate its fair value. The estimated fair values
of the assets acquired and liabilities assumed will remain preliminary until the combined company completes a valuation of significant identifiable
intangible assets acquired and determines the fair values of other assets and liabilities. Based on such preliminary valuations, the excess of the purchase price
over the fair value of assets acquired and liabilities assumed, if any, is allocated to goodwill. Alternatively, a bargain purchase gain is recognized if the
aggregate fair value of the identifiable assets acquired and liabilities assumed exceeds the purchase price for the acquisition. Based on preliminary estimates
of the fair value of the assets acquired and liabilities assumed as of September 30, 2017, and the purchase price (based on the closing price of Cempra
common stock as of November 3, 2017), the combined company would recognize a bargain purchase gain as of September 30, 2017. The bargain purchase
gain of $57,192 is primarily the result of the decrease in the market value of the Cempra common stock since the date that the merger agreement was
announced. The bargain purchase gain has not been reflected in the pro forma condensed combined statement of operations as it is directly attributable to the
merger and will not have a continuing impact on the operating results of the combined organization.
3. Pro Forma Adjustments
The unaudited pro forma adjustments included in the pro forma condensed combined balance sheet are as follows:
A.

Represents the pay-off of Cempra’s long-term debt by Cempra as the debt will not be legally assumed by the combined company as part
of the merger agreement. There was $10,555 of principal and $206 in unamortized debt issuance costs, resulting in a net reduction of
long-term debt of $10,349 as of September 30, 2017.

B.

Represents shares repurchased by Cempra.

C.

Represents the preliminary estimated fair value of the intangible assets of Cempra acquired by Melinta as part of the proposed merger.
These amounts include $29,200 for in-process research and development related to Solithromycin and Fusidic Acid. The fair value of
IPR&D acquired through a business combination is capitalized as an indefinite-lived intangible asset until the completion or
abandonment of the related research and development activities. When the related research and development is completed, the asset will
be assigned a useful life and amortized. An additional $11,200 of intangibles is related to the non-compete agreements related to the
executives that will be amortized over 18 months.

D.

Represents estimated transaction costs payable in cash of $7,037 and $3,688 that have not been incurred as of September 30, 2017, for
Cempra and Melinta, respectively. These pro forma adjustments are not reflected in the unaudited pro forma condensed combined
statements of operations as these amounts are not expected to have a continuing effect on the operating results of the combine company.

E.

Represents the conversion of Melinta preferred stock warrants into Cempra common stock warrants, eliminating the terms that caused the
preferred stock warrants to be accounted for as a liability, and the elimination of the historical changes in the estimated fair value of the
warrants that were recognized on the related statements of operations.

F.

Represents the conversion of Melinta’s convertible bridge notes payable and accrued interest to 3,766,311 shares of Cempra common
stock, after applying the conversion of Melinta to Cempra shares, in connection with the merger.

G.

Represents the conversion of Melinta’s preferred stock to Cempra common stock, after applying the conversion of Melinta common
stock to Cempra common stock, in connection with the merger.

H.

Represents the elimination of Cempra’s historical stockholder’s equity.

I.

Represents the estimated purchase consideration transferred to Cempra stockholders.

J.

Represents an increase in the par value of common stock based on the par value of Cempra common stock to be issued to Melinta
shareholders (dollar amounts in thousands, except per share amounts):
Estimated shares of Cempra common stock issued to Melinta shareholders upon close of the
transaction
Multiplied by par value per share of Cempra common stock
Par value of Cempra common stock issued to Melinta shareholders (in thousands)
Less historical par value of Melinta common stock
Net pro forma adjustment to common stock

K.

11,433,532
0.001
11
(1)
10

Represents the preliminary bargain purchase gain as a result of the transaction, which is subject to change based on information received
before transaction closing.

The unaudited pro forma adjustments included in the pro forma condensed combined statements of operation are as follows:
L.

Represents the elimination of transaction-related expenses incurred by Melinta and Cempra during the period. These amounts have been
eliminated on a pro forma basis, as they are not expected to have a continuing effect on the operating results of the combined company.

M.

Represents the amortization of other intangible assets.

N.

Represents the elimination of interest expense on the conversion of Melinta’s convertible notes into Cempra common stock, as well as
the payoff of the long-term debt for Cempra due to the requirements of the merger agreement.

O.

Represents the conversion of Melinta preferred stock warrants into Cempra common stock warrants, eliminating the terms that caused the
preferred stock warrants to be accounted for as a liability, and the elimination of the historical changes in the estimated fair value of the
warrants that were recognized on the related statements of operations.

P.

Represents the elimination of the accretion of preferred stock dividends as all outstanding Melinta preferred stock was assumed to be
converted to common stock in connection with the merger.

Q.

Represents the issuance of Cempra shares to Melinta stockholders in connection with the merger, adjusted for Melinta’s historical
weighted-average outstanding shares.

