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PART I—FINANCIAL INFORMATION
Item 1. Financial Statements

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

September 30, December 31,
2023 2022
Assets (Unaudited)
Current assets
Cash and cash equivalents $ 52,437 $ 14,602
Prepaid expenses and other current assets 1,222 1,045
Total current assets 53,659 15,647
Long-term assets
Property and equipment, net 15 26
Operating lease right-of-use assets 474 131
Intangible assets, net 9,235 10,693
Other long-term assets 165 -
Total assets $ 63,548 $ 26,497
Liabilities and stockholders’ equity
Current liabilities
Accounts payable $ 3216  $ 1,777
Accrued compensation 1,498 1,675
Accrued clinical trial site costs 3,237 3,222
Common stock purchase liability 19,938 -
Operating lease liabilities - current 256 155
Other current liabilities 848 484
Total current liabilities 28,993 7,313
Long-term liabilities
2018 PIPE Warrant liability 653 1
Operating lease liabilities - noncurrent 214 -
Contingent liability for Essentialis purchase price 10,468 8,835
Total liabilities 40,328 16,149
Commitments and contingencies (Note 6)
Stockholders’ equity
Preferred stock, $0.001 par value; 10,000,000 shares authorized, no shares issued and outstanding - -
Common stock, $0.001 par value, 100,000,000 shares authorized,
15,467,229 and 8,159,382 shares issued and outstanding at
September 30, 2023 and December 31, 2022, respectively 15 8
Additional paid-in-capital 288,320 247,762
Accumulated deficit (265,114) (237,422)
Accumulated other comprehensive loss 1) -
Total stockholders’ equity 23,220 10,348
Total liabilities and stockholders’ equity $ 63,548 $ 26,497

See accompanying notes to condensed consolidated financial statements
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Condensed Consolidated Statements of Operations and Comprehensive Loss

Operating expenses
Research and development
General and administrative
Change in fair value of contingent consideration
Total operating expenses
Operating loss
Other income (expense), net
Change in fair value of warrants liabilities
Interest income
Total other income (expense), net
Net loss

Other comprehensive loss
Foreign currency translation adjustment

Total comprehensive loss

Net loss per common share, basic and diluted

Soleno Therapeutics, Inc.

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

Weighted-average common shares outstanding used to calculate basic and

diluted net loss per common share

Three Months Ended Nine Months Ended
September 30, September 30,
2023 2022 2023 2022
$ 6,043 $ 3,771 16,500 $ 11,455
3,318 2,332 9,341 7,442
1,021 132 1,633 (110)
10,382 6,235 27,474 18,787
(10,382) (6,235) (27,474) (18,787)
(653) 2 (652) 31
174 101 434 175
(479) 103 (218) 206
$ (10,861) $ (6,132) (27,692) $ (18,581)
1) 1) 1) (2)
$ (10,862) $ (6,133) (27,693) $ (18,583)
$ (0.95) $ (0.65) (2.65) $ (2.31)
11,436,748 9,417,705 10,443,186 8,045,513

See accompanying notes to condensed consolidated financial statements
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Condensed Consolidated Statements of Stockholders’ Equity

Soleno Therapeutics, Inc.

For the Three and Nine Months Ended September 30, 2023 and 2022

Balances at January 1, 2023
Stock-based compensation
Issuance of restricted stock units under equity incentive plan
Tax withholding payments for net share-settled equity awards
Foreign currency translation adjustment
Net loss
Balances at March 31, 2023
Stock-based compensation
Issuance of common stock warrants, net of issuance costs
Sale of common stock, net of costs
Foreign currency translation adjustment
Net loss
Balances at June 30, 2023
Stock-based compensation
Exercise of common stock warrants, net of issuance costs
Exercise of stock options
Foreign currency translation adjustment
Net loss
Balances at September 30, 2023

Balances at January 1, 2022
Stock-based compensation
Issuance of restricted stock units under equity incentive plan
Tax withholding payments for net share-settled equity awards
Sale of common stock and pre-funded warrants in public
offering, net of costs of $1,034

Foreign currency translation adjustment
Net loss

Balances at March 31, 2022
Stock-based compensation
Foreign currency translation adjustment
Net loss

Balances at June 30, 2022
Stock-based compensation
Sale of common stock, net of costs
Exercise of common stock warrants
Foreign currency translation adjustment
Net loss

Balances at September 30, 2022

(unaudited)
(in thousands, except share data)
Accumulate
d
Additional Other Total
Accumulate Comprehen Stockholder
Common Stock Paid-In d sive s’
Income
Shares Amount Capital Deficit (loss) Equity
8,159,382 $ 8 $ 247,762 $ (237,422) $ - $ 10,348
- - 495 - - 495
9,534 - 136 - - 136
(128) - - - - -
- - - - 16 16
- - - (8,356) - (8,356)
8,168,788 8 248,393 (245,778) 16 2,639
- - 1,204 - - 1,204
- - 9,973 - - 9,973
1,772,397 2 7,099 - - 7,101
- - - - (16) (16)
- - - (8,475) - (8,475)
9,941,185 10 266,669 (254,253) - 12,426
- - 2,201 - - 2,201
5,522,113 5 19,440 - - 19,445
3,931 - 10 - - 10
- - - - 1) 1)
- - - (10,861) - (10,861)
15,467,229  $ 15 $ 288320 $ (265114) $ (1) $ 23220
Accumulate
d
Additional Other Total
Accumulate Comprehen Stockholder
Common Stock Paid-In d sive s’
Shares Amount Capital Deficit Loss Equity
5,324,287  $ 5 $ 231,143 $ (213,355) $ - 3 17,793
- - 464 - - 464
18,650 - 180 - - 180
(3,683) - (16) - - (16)
2,666,667 3 13,763 - - 13,766
. s . g @) (2)
- - - (5,724) - (5,724)
8,005,921 8 245,534 (219,079) ) 26,461
- - 571 - - 571
- - - - 1 1
- - - (6,725) - (6,725)
8,005,921 8 246,105 (225,804) 1) 20,308
- - 683 - - 683
104,773 - 342 - - 342
48,688 - - - - -
- - - - 1) 1)
- - - (6,132) - (6,132)
8,159,382 $ 8 $ 247,130 $ (231,936) $ @) $ 15,200

See accompanying notes to condensed consolidated financial statements
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Soleno Therapeutics, Inc.
Condensed Consolidated Statements of Cash Flows
(unaudited)
(in thousands)

Cash flows from operating activities:
Net loss
Adjustments to reconcile net loss to net cash used in operating activities:
Depreciation and amortization
Non-cash lease expense
Stock-based compensation expense
Change in fair value of stock warrants
Change in fair value of contingent consideration
Other non-cash reconciling items
Change in operating assets and liabilities:
Prepaid expenses, other current assets and other assets
Accounts payable
Accrued compensation
Accrued clinical trial site costs
Operating lease liabilities
Other liabilities
Net cash used in operating activities
Cash flows from investing activities
Purchases of property and equipment
Net cash used in investing activities
Cash flows from financing activities:
Proceeds from sale of common stock and common stock warrants, net of issuance costs
Proceeds from sale of common stock and pre-funded warrants, net of costs
Proceeds from exercise of common stock warrants, net of costs
Proceeds received prior to and for the issuance of common stock and pre-funded warrants
Proceeds from stock option exercises
Tax withholding payments for net share-settled equity awards
Net cash provided by financing activities
Net increase (decrease) in cash and cash equivalents
Cash and cash equivalents, beginning of period

Cash and cash equivalents, end of period

Supplemental disclosure of non-cash financing information
Operating lease right-of-use assets obtained in exchange for operating lease obligations

Unpaid financing costs included in accounts payable and accrued liabilities

See accompanying notes to condensed consolidated financial statements.
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Nine Months Ended September 30,

2023 2022
(27,692) $ (18,581)
1,469 1,476
254 215
4,036 1,898
652 (31)
1,633 (110)
@ 2)
(177) 337
1,338 (930)
(177) 554
15 (594)
(242) (218)
266 348
(18,626) (15,638)
s (7)
- (7)
17,074 -
- 14,108
19,445 -
19,932 -
10 -
- (16)
56,461 14,092
37,835 (1,553)
14,602 21,304
52,437 $ 19,751
597 $ -
199 $ -




Soleno Therapeutics, Inc.
September 30, 2023
Notes to Condensed Consolidated Financial Statements
(unaudited)

Note 1. Overview

Soleno Therapeutics, Inc. (the Company or Soleno) is focused on the development and commercialization of novel therapeutics for the treatment
of rare diseases. Its lead candidate is DCCR (Diazoxide Choline) Extended-Release tablets, a once-daily oral tablet for the treatment of Prader-Willi
syndrome (PWS). DCCR has received orphan designation for the treatment of PWS in the United States (U.S.) as well as in the European Union (E.U.).

The Company incorporated in the State of Delaware on August 25, 1999, and is located in Redwood City, California. It initially established its
operations as Capnia, a diversified healthcare company that developed and commercialized innovative diagnostics, devices and therapeutics addressing
unmet medical needs. During 2017, the Company merged with Essentialis, Inc (Essentialis) and subsequently received stockholder approval to amend its
Amended and Restated Certificate of Incorporation to change its name from “Capnia, Inc.” to “Soleno Therapeutics, Inc.”. Essentialis was a privately held
clinical-stage company focused on the development of breakthrough medicines for the treatment of rare diseases where there is increased mortality and risk
of cardiovascular and endocrine complications. After the merger, the Company’s primary focus has been the development and commercialization of novel
therapeutics for the treatment of rare diseases and the Company divested all prior business efforts.

Note 2. Liquidity

The Company had a net loss of $27.7 million during the nine months ended September 30, 2023 and has an accumulated deficit of $265.1 million at

September 30, 2023 resulting from having incurred losses since its inception. The Company had $52.4 million of cash and cash equivalents on hand at
September 30, 2023 and used $18.6 million of cash in its operating activities during the nine months ended September 30, 2023.

The Company has financed its operations principally through issuance of equity securities. On October 2, 2023, the Company closed a public and
concurrent private financing with gross proceeds of $129.0 million. $16.0 million was received prior to September 30, 2023, and was included in cash and
cash equivalents and current liabilities as of the quarter end. The remaining gross proceeds of $113.0 million were received in October 2023.

In December 2022, the Company entered into a Securities Purchase Agreement providing for the sale of up to $60.0 million in warrants (Tranche A
and Tranche B) and the common stock issuable upon the exercise thereof. The Company completed the closing of the sale and issued both tranches of
warrants for $10.0 million in May 2023. The announcement of positive top-line data from the randomized withdrawal period of Study C602 triggered the
mandatory exercise of the Tranche A warrants, and as of September 30, 2023, the Company had received $15.0 million. In October 2023, certain investors
exercised their Tranche B warrants and the Company received $17.5 million. The exercise of the remaining Tranche B warrants for up to $17.5 million is
contingent upon the future performance of the Company. The Company also received $8.4 million in gross proceeds from the exercise of certain March
2022 warrants during the three months ended September 30, 2023.

The Company expects to continue incurring losses for the foreseeable future. However, the Company expects that its current cash and cash
equivalents balances together with the cash received in October 2023 will be sufficient to enable the Company to meet its obligations for at least the next
twelve months from the date of this filing.

Note 3. Basis of Presentation and Summary of Significant Accounting Policies

Significant Accounting Policies

There have been no material changes to the significant accounting policies during the three and nine months ended September 30, 2023 as compared
to the significant accounting policies described in Note 3 of the “Notes to Consolidated Financial Statements” in the Company’s Annual Report on Form
10-K for the year ended December 31, 2022.

Basis of Presentation

The accompanying unaudited condensed consolidated financial statements of the Company have been prepared on a going concern basis in
accordance with GAAP for interim financial reporting and as required by Regulation S-X, Rule 10-01. Accordingly, they do not include all of the
information and footnotes required by GAAP for complete financial statements. In the opinion of management, all adjustments (including those which are
normal and recurring) considered necessary for a fair presentation of the



interim financial information have been included. When preparing financial statements in conformity with GAAP, the Company must make estimates and
assumptions that affect the reported amounts of assets, liabilities, revenues, expenses and related disclosures at the date of the financial statements. Actual
results could differ from those estimates. Additionally, operating results for the three and nine months ended September 30, 2023, are not necessarily
indicative of the results that may be expected for any other interim period or for the fiscal year ending December 31, 2023. For further information, refer to
the financial statements and footnotes included in the Company’s annual financial statements for the fiscal year ended December 31, 2022, which are
included in the Company’s annual report on Form 10-K filed with the SEC on March 22, 2023.

Reverse Stock Split

On August 26, 2022, the Company filed a Certificate of Amendment to its Amended and Restated Certificate of Incorporation in order to effectuate
a reverse stock split of the Company’s issued and outstanding common stock on a one-for-fifteen basis. All common share and per share data are
retrospectively restated to give effect of the split for all periods presented herein. After giving effect to the reverse stock split, the total number of shares of
all classes of capital stock that the Corporation is authorized to issue is 110,000,000 shares, consisting of 100,000,000 shares of common stock, having a
par value of $0.001 and 10,000,000 shares of preferred stock, having a par value of $0.001.

Use of Estimates

The preparation of condensed consolidated financial statements in conformity with GAAP requires management to make estimates and assumptions
that affect the reported amounts of assets and liabilities, disclosure of contingent assets and liabilities, and reported amounts of expenses in the financial
statements and accompanying notes. Actual results could differ from those estimates. Key estimates included in the financial statements include the
valuation of deferred income tax assets, the valuation of financial instruments, stock-based compensation, accrued costs for services rendered in connection
with third-party contractor clinical trial activities, and the valuation of contingent liabilities for the purchase price of assets obtained through acquisition.

Recently Adopted Accounting Pronouncements

From time to time, new accounting pronouncements are issued by the Financial Accounting Standards Board (FASB) or other standard setting
bodies that are adopted by the Company as of the specified effective date.

In June 2016, the FASB issued ASU No. 2016-13, Financial Instruments - Credit Losses (Topic 326): Measurement of Credit Losses of Financial
Instruments, which, together with subsequent amendments, amends the requirement on the measurement and recognition of expected credit losses for
financial assets held. ASU 2016-13 is effective for the Company for the annual periods beginning after December 15, 2022, including interim periods
within those fiscal years, with early adoption permitted. The Company adopted this ASU effective January 1, 2023. There was no impact on the Company's
financial statements upon the adoption of this ASU.

Other accounting standards that have been issued or proposed by FASB or other standards-setting bodies that do not require adoption until a future
date are not currently expected to have a material impact on the Company’s financial statements upon adoption.

Note 4. Fair Value of Financial Instruments

The carrying value of the Company’s cash, cash equivalents and accounts payable, approximate fair value due to the short-term nature of these
items.

Fair value is defined as the exchange price that would be received for an asset or an exit price paid to transfer a liability in the principal or most
advantageous market for the asset or liability in an orderly transaction between market participants on the measurement date. Valuation techniques used to
measure fair value must maximize the use of observable inputs and minimize the use of unobservable inputs.

The fair value hierarchy defines a three-level valuation hierarchy for disclosure of fair value measurements as follows:
. Level I — Unadjusted quoted prices in active markets for identical assets or liabilities;

*  Level I — Inputs other than quoted prices included within Level I that are observable, unadjusted quoted prices in markets that are not active,
or other inputs that are observable or can be corroborated by observable market data for substantially the full term of the related assets or
liabilities; and

. Level III — Unobservable inputs that are supported by little or no market activity for the related assets or liabilities.

The categorization of a financial instrument within the valuation hierarchy is based upon the lowest level of input that is significant to the fair value
measurement.



The following table sets forth the Company’s financial instruments that were measured at fair value on a recurring basis by level within the fair
value hierarchy (in thousands):

Fair Value Measurements at September 30, 2023

Total Level 1 Level 2 Level 3
Liabilities
2018 PIPE warrant liability $ 653 $ —  $ — 653
Essentialis purchase price contingency liability 10,468 — — 10,468
Total common stock warrant and contingent
consideration liability $ 11,121 § — 8 — 8 11,121
Fair Value Measur at December 31, 2022
Total Level 1 Level 2 Level 3
Liabilities
2018 PIPE warrant liability $ 1 3 —  $ — 3 1
Essentialis purchase price contingency liability 8,835 — — 8,835
Total common stock warrant and contingent
consideration liability $ 8,836 $ — $ — § 8,836

The Company’s estimated fair value of the 2018 PIPE Warrants was calculated using a Black-Scholes pricing model. The Black-Scholes pricing
model requires the input of highly subjective assumptions including the expected stock price volatility, the expected term, the expected dividend yield and
the risk-free interest rate.

Based on the terms of the Company’s completed merger with Essentialis on March 7, 2017, the Company is obligated to make cash earnout
payments of up to a maximum of $21.2 million to the former Essentialis stockholders. The fair value of the Essentialis purchase price contingent liability is
estimated using scenario-based methods based upon the Company’s analysis of the likelihood of obtaining specified approvals from the U.S. Food and
Drug Administration (FDA) as well as achieving two commercial sales milestones of $100 million and $200 million in cumulative revenue. The Level 3
estimates are based, in part, on subjective assumptions. In determining the likelihood of this occurring, the analysis relied on published research relating to
clinical development success rates. Based on management’s assessment, an 88% and a 72% probability of achieving all three milestones was determined to
be reasonable as of September 30, 2023 and December 31, 2022, respectively. During the periods presented, the Company has not changed the manner in
which it values its Essentialis purchase price contingent liability.

The Company recognizes transfers between levels of the fair value hierarchy as of the end of the reporting period. There were no transfers between
levels within the hierarchy during the periods presented.

The following table sets forth a summary of the changes in the fair value of the Company’s Level 3 liabilities for the nine months ended September
30, 2023 and 2022 (dollars in thousands):

2018 PIPE Warrants Purchase Price
Number of Contingent
‘Warrants Liability Liability
Balance at January 1, 2023 34,241 $ 1 $ 8,835
Change in value of 2018 PIPE Warrants — 652 —
Change in value of contingent liability — — 1,633
Balance at September 30, 2023 34,241 $ 653 $ 10,468
2018 PIPE Warrants Purchase Price
Number of Contingent
‘Warrants Liability Liability
Balance at January 1, 2022 34,241 $ 31 $ 9,547
Change in value of 2018 PIPE Warrants — 31) —
Change in value of contingent liability — — (110)
Balance at September 30, 2022 34,241 $ — $ 9,437

Note 5. Warrants

The Company has issued multiple warrant series, of which the 2018 PIPE Warrants were determined to be liabilities pursuant to the guidance
established by ASC 815 Derivatives and Hedging.



Warrants Issued as Part of the Units in the 2018 PIPE Offering

The 2018 PIPE Warrants were issued on December 19, 2018 in the 2018 PIPE Offering, pursuant to a Warrant Agreement with each of the investors
in the 2018 PIPE Offering, and entitle the holders to purchase 34,241 shares of the Company’s common stock at an exercise price equal to $30.00 per share,
subject to adjustment as discussed below, at any time commencing upon issuance of the 2018 PIPE Warrants and terminating on December 21, 2023.

The exercise price and number of shares of common stock issuable upon exercise of the 2018 PIPE Warrants may be adjusted in certain
circumstances, including the event of a stock split, stock dividend, extraordinary dividend, or recapitalization, reorganization, merger or consolidation.
However, the exercise price of the 2018 PIPE Warrants will not be reduced below $30.00.

In the event of a change of control of the Company, the holders of unexercised warrants may present their unexercised warrants to the Company, or
its successor, to be purchased by the Company, or its successor, in an amount equal to the per share value determined by the Black Scholes methodology.

Since the Company may be obligated to settle the 2018 PIPE Warrants in cash, the Company classified the 2018 PIPE Warrants as long-term
liabilities at their fair value and will re-measure the warrants at each balance sheet date until they are exercised or expire. Any change in the fair value is
recognized as Other income (expense) in the Company’s condensed consolidated statements of operations and comprehensive loss.

As of September 30, 2023 and December 31, 2022, the fair value of the 2018 PIPE Warrants was estimated at approximately $653,000 and $1,000,
respectively.

The Company has calculated the fair value of the 2018 PIPE Warrants using a Black-Scholes pricing model. The following summarizes certain key
assumptions used in estimating the fair value:

September 30, December 31,
2023 2022
Volatility 392 % 117%
Contractual term (years) 0.2 1.0
Expected dividend yield —% —%
Risk-free rate 5.58 % 4.74%

The Black-Scholes pricing model requires the use of highly subjective assumptions to estimate the fair value of stock-based awards. These
assumptions include the following estimates:

. Volatility: The Company calculated the estimated volatility rate based on its historical volatility over the expected life of the warrants.
. Contractual term: The expected life of the warrants, which is based on the contractual term of the warrants.

»  Expected dividend yield: The Company has never declared or paid any cash dividends and does not currently plan to pay cash dividends in the
foreseeable future. Consequently, the Company used an expected dividend yield of zero.

*  Risk-free rate: The risk-free interest rate is based on the U.S. Treasury rate for similar periods as the expected life of the warrants.

Note 6. Commitments and Contingencies
Facility Leases

The Company’s operating lease for its headquarters facility office space in Redwood City, California began in June 2021 and expired in May 2023.
In April 2023, the Company entered into a twenty-four month lease extension commencing on June 1, 2023. The term of the lease extension expires in May
2025.

The Company recorded an increase to its right-of-use asset by $0.6 million and an increase to its lease liability by $0.6 million as a result of the
lease extension. The weighted average discount rate related to the Company's lease liabilities as of September 30, 2023 was 8.25% over a remaining term
of 20 months. The weighted average discount rate related to the Company's lease liabilities as of December 31, 2022 was 9% over a remaining term of 5
months. The discount rate was determined based on estimates of the Company’s incremental borrowing rate, as the discount rate implicit in the lease cannot
be readily determined.

The following is a schedule by year of future maturities of the Company's operating lease liabilities as of September 30, 2023 (in thousands):
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2023 (remainder of the year) $ 76

2024 287

2025 143
Total lease payments 506

Less interest (36)
Total $ 470

The components of lease expense during the three and nine months ended September 30, 2023 and 2022 were as follows (in thousands):

Three Months Ended Nine Months Ended
September 30, September 30,
2023 2022 2023 2022
Operating lease cost:
Operating lease cost $ 7% $ 81 $ 235 $ 242
Short-term lease cost 12 9 33 22
Total operating lease cost $ 88 $ 90 $ 268 % 264

Contingencies

In the normal course of business, the Company enters into contracts and agreements that contain a variety of representations and warranties and
provide for general indemnifications. The Company’s exposure under these agreements is unknown because it involves claims that may be made against
the Company in the future but have not yet been made. The Company accrues a liability for such matters when it is probable that future expenditures will
be made, and such expenditures can be reasonably estimated.

Note 7. Stockholders’ Equity
Convertible Preferred Stock

The Company is authorized to issue 10,000,000 shares of Preferred Stock.
Securities Purchase Agreement

On December 16, 2022, the Company entered into a Securities Purchase Agreement for a private placement (Private Placement) with certain entities
and members of management (collectively, Purchasers). Pursuant to the Securities Purchase Agreement, the Company agreed to sell to the Purchasers
warrants to purchase up to an aggregate of 22,598,870 shares of the Company’s common stock, at a purchase price of $0.4425 per warrant. The closing of
the Private Placement occurred on May 8, 2023 (the Issue Date), following the satisfaction of certain closing conditions, including the completion of
enrollment in the randomized withdrawal period of Study C602, an ongoing open-label extension study of DCCR for the treatment of PWS. The Company
received gross proceeds of $10.0 million for the sale and issuance of warrants to purchase common stock.

The warrants are separated into two tranches with 8,598,870 Tranche A Warrants and 14,000,000 Tranche B Warrants. The Tranche A warrants are
exercisable for $1.75 per share, with an aggregate exercise price of up to approximately $15.0 million, and the Tranche B warrants are exercisable for $2.50
per share, with an aggregate exercise price of up to $35.0 million. The Tranche A warrants were immediately exercisable and were required to be exercised
within 30 days of announcement of positive top-line data from the randomized withdrawal period of Study C602. The Tranche B warrants are also
immediately exercisable and expire upon the earlier of 3.5 years from the date of issuance or 30 days following receipt of the U.S. Food and Drug
Administration approval of DCCR for the treatment of PWS. On September 26, 2023, the Company announced positive top-line data and the Tranche A
warrants were exercised for gross proceeds of $15.0 million with 3,310,568 shares and 2,420,394 pre-funded exchange warrants being issued prior to the
quarter end, and 526,741 shares and 2,341,167 pre-funded exchange warrants being issued after the quarter end.

Underwritten Public Offering

On March 31, 2022, the Company sold 2,666,667 shares of its common stock at a public offering price of $3.75, and for certain investors, in lieu of
common stock, pre-funded warrants (the 2022 pre-funded warrants) to purchase 1,333,333 shares of its common stock at a public offering price $3.60 per
pre-funded warrant, which represents the per share public offering price for the common stock less the $0.15 per share exercise price for each 2022 pre-
funded warrant. The 2022 pre-funded warrants are immediately exercisable and may be exercised at any time until all 2022 pre-funded warrants are
exercised in full. Each share of common stock or

11



2022 pre-funded warrant was sold together with one, immediately exercisable, common warrant (the 2022 common warrants) with a five-year term to
purchase one share of common stock at an exercise price of $4.50 per share. The net proceeds of the offering were $13.8 million, after deducting the
underwriting discount and other offering expenses. The Company is not required under any circumstance to settle any of the 2022 pre-funded warrants or
the 2022 common warrants for cash, and therefore classified both types of warrants as permanent equity.

During the three months ended September 30, 2023, 1,869,327 warrants were exercised for gross proceeds of $8.4 million and 353,155 pre-funded
warrants were exercised using the cashless exercise option with no additional proceeds received by the Company.

At the Market Offering

In July 2021, the Company entered into a Controlled Equity Offering Sales Agreement under which the Company may sell shares of its common
stock having an aggregate offering price of up to $25.0 million from time to time in any method permitted by law deemed to be an “at the market” Rule 415
under the Securities Act of 1933, as amended. As of September 30, 2023, the Company has sold an aggregate of 1,877,170 shares of common stock
through the at the market program, totaling $7.4 million in net proceeds. The Controlled Equity Offering Sales Agreement was terminated in connection
with the October 2, 2023 financing.

Other Common Stock Warrants

As of September 30, 2023, the Company had 6,804 common stock warrants outstanding from the 2010/2012 convertible notes, with an exercise
price of $365.25 and a term of 10 years expiring in November 2024. The Company also had 1,100 common stock warrants issued to the underwriter in the
Company’s IPO, with an exercise price of $535.50 and a term of 10 years, expiring in November 2024.

As of September 30, 2023 and December 31, 2022, the following table summarizes the Company's outstanding common stock warrants:

As of September 30, 2023 As of December 31, 2022
Weighted Average Weighted Average
Number of Common Exercise Price per Number of Common Exercise Price per
Warrant Shares Share ‘Warrant Shares Share Expiration Date

Common stock warrants 7904 $ 388.94 7,904 $ 388.94 November 2024
2018 PIPE warrants 34,241 $ 30.00 34241 % 30.00 December 2023
March 2022 Common warrants 2,130,656 $ 4.50 4,000,000 $ 4.50 March 2027
March 2022 Pre-funded warrants 927,806 $ 0.15 1,280,965 $ 0.15 March 2027
May 2023 Tranche A warrants 2,867,908 $ 1.75 — 5 —  November 2026 @
May 2023 Tranche A Pre-funded
warrants 2,420,394 $ 0.01 — 3 —  November 2026 )
May 2023 Tranche B warrants 14,000,000 $ 2.50 — —  November 2026 ¥
Total 22,388,909 5,323,110

(@ Subject to earlier expiration as described above.

Equity Incentive Plans
2014 Plan

The Company maintains the 2014 Equity Incentive Plan (the 2014 Plan). Under the 2014 Plan the Company may grant stock options, stock
appreciation rights, restricted stock, restricted stock units, performance units or performance shares to employees, directors, advisors, and consultants.
Options granted under the 2014 Plan may be incentive stock options (ISOs) or nonqualified stock options (NSOs). ISOs may be granted only to Company
employees, including officers and directors.

The Board has the authority to determine to whom stock options will be granted, the number of options, the term, and the exercise price. Options are
to be granted at an exercise price not less than fair value. For individuals holding more than 10% of the voting rights of all classes of stock, the exercise
price of an option will not be less than 110% of fair value. The vesting period for service-based stock options is normally monthly over a period of 4 years
from the vesting date. Performance-based grants have vesting contingent upon the achievement of certain performance criteria related to the Company’s
commercialization of its therapeutics. The contractual term of an option is no longer than five years for ISOs for which the grantee owns greater than 10%
of the voting power of all classes of stock and no longer than ten years for all other options. The terms and conditions governing restricted stock units is at
the sole discretion of the Board.
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On March 23, 2023, the Company filed a Registration Statement on Form S-8 which registered 238,329 shares available for grant and issuance
under the 2014 Plan, all of which became available for grant and issuance under the 2014 Plan on January 1, 2023. On May 25, 2023, the stockholders
approved the Amended and Restated 2014 Plan which included an increase of 1.8 million shares available for grant and issuance. As of September 30,
2023, a total of 17,780 shares are available for future grant under the 2014 Plan.

Inducement Plan

The Company maintains the 2020 Inducement Equity Incentive Plan (the Inducement Plan). The Inducement Plan provides for the grant of equity-
based awards, including non-statutory stock options, restricted stock units, restricted stock, stock appreciation rights, performance shares and performance
units, and its terms are substantially similar to the 2014 Plan.

In accordance with Rule 5635(c)(4) and Rule 5635(c)(3) of the Nasdaq Listing Rules, awards under the Inducement Plan may only be made to
individuals not previously employees or non-employee directors of the Company (or following such individuals’ bona fide period of non-employment with
the Company), as an inducement material to the individuals’ entry into employment with the Company, or, to the extent permitted by Rule 5635(c)(3) of the
Nasdagq Listing Rules, in connection with a merger or acquisition. On March 23, 2023, the Company filed a Registration Statement on Form S-8 which
registered 500,000 shares available for issuance under the Inducement Plan, all of which became available for grant and issuance under the Inducement
Plan on February 17, 2023.

As of September 30, 2023, a total of 590,668 shares are available for future grant under the Inducement Plan.

Stock-based compensation expense

The Company recognizes stock-based compensation expense related to options and restricted stock units granted to employees, directors and
consultants. The compensation expense is allocated on a departmental basis, based on the classification of the award holder. No income tax benefits have
been recognized in the condensed consolidated statements of operations and comprehensive loss for stock-based compensation arrangements during any of
the periods presented.

Stock-based compensation expense was recognized in the condensed consolidated statements of operations and comprehensive loss as follows (in
thousands):

Three Months Ended September 30, Nine Months Ended September 30,
2023 2022 2023 2022
Research and development $ 935 $ 200 $ 1,587 $ 511
General and administrative 1,266 483 2,449 1,387
Total $ 2,201 $ 683 $ 4,036 $ 1,898

Stock Options

The Company granted options to purchase 77,000 and 157,673 shares of the Company’s common stock during the three months ended September
30, 2023 and 2022, respectively, and granted options to purchase 1,663,454 and 283,919 of the Company's common stock during the nine months ended
September 30, 2023 and 2022, respectively. There were no performance-based options granted during the three and nine months ended September 30, 2023
and 2022, respectively. The fair value of each award granted was estimated on the date of grant using the Black-Scholes option pricing model with the
following assumptions:

Three Months Ended September 30, Nine Months Ended September 30,
2023 2022 2023 2022
Expected life (years) 5.3-6.0 5.2-5.7 5.3-6.0 5.2-6.0
Risk-free interest rate 4.0%-4.4% 2.8%-3.1% 3.5%-4.4% 1.7%-3.0%
Volatility 98%-100% 92%-95% 98%-100% 88%-93%
Dividend rate — % — % — % — %

The Black-Scholes option-pricing model requires the use of highly subjective assumptions to estimate the fair value of stock-based awards. These
assumptions include the following estimates:

»  Expected life: The expected life of stock options represents the period of time that the options are expected to be outstanding. Due to the lack
of historical exercise history, the expected life of the Company’s service-based stock options has been determined utilizing the “simplified
method”, based on the average of the contractual term of the options and the weighted-average vesting period. The expected life for the
performance-based options was