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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, DC 20549

FORM 10-Q

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

ACT OF 1934
For the quarterly period ended March 31, 2013.

or

TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934

For the transition period from to

Commission File Number: 000-52089

InVivo Therapeutics Holdings Corp.

(Exact name of registrant as specified in its charter)
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Nevada 36-4528166
(State or other jurisdiction of (LR.S. Employer
incorporation or organization) Identification Number)
One Kendall Square
Suite B14402
Cambridge, MA 02139
(Address of principal executive offices) (Zip code)

(617) 863-5500

(Registrant s telephone number, including area code)

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

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

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

Large accelerated filer ~ Accelerated filer X

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

As of May 3, 2013, 70,175,190 shares of the registrant s Common Stock $0.00001 par value, were issued and outstanding.
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PARTI FINANCIAL INFORMATION
Item 1. Financial Statements.
InVivo Therapeutics Holdings Corp.
(A Development Stage Company)

Consolidated Balance Sheets

As of
March 31, December 31,
2013 2012

Unaudited
ASSETS:
Current assets:
Cash and cash equivalents $ 10,300,993 $ 12,825,090
Restricted cash 601,381 601,351
Prepaid expenses 206,748 143,867
Total current assets 11,109,122 13,570,308
Property, equipment and leasehold improvements, net 2,559,783 2,311,942
Other assets 173,900 179,415
Total assets $ 13,842,805 $ 16,061,665
LIABILITIES AND STOCKHOLDERS DEFICIT:
Current liabilities:
Accounts payable $ 1,082,885 $ 1,152,550
Capital lease payable-current portion 27,420 32,606
Derivative warrant liability 24,557,208 14,584,818
Accrued expenses 709,522 1,021,275
Total current liabilities 26,377,035 16,791,249
Loan payable 1,800,000 1,578,000
Capital lease payable-less current portion 2,799
Total liabilities 28,177,035 18,372,048
Commitments and contingencies
Stockholders deficit:
Common stock, $0.00001 par value, authorized 200,000,000 shares at March 31, 2013 and December 31,
2012; issued and outstanding and 66,193,229 and 65,881,122 shares at March 31, 2013 and
December 31, 2012, respectively 662 659
Additional paid-in capital 42,144,746 40,842,339
Deficit accumulated during the development stage (56,479,638) (43,153,381)
Total stockholders deficit (14,334,230) (2,310,383)
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Total liabilities and stockholders deficit $ 13,842,805 $ 16,061,665

See notes to the consolidated financial statements.
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InVivo Therapeutics Holdings Corp.
(A Development Stage Company)

Consolidated Statements of Operations

(Unaudited)
Three Months Ended
March 31,
2013 2012
Operating expenses:
Research and development $ 1,213,483 $ 940,553
General and administrative 1,637,983 1,520,212
Total operating expenses 2,851,466 2,460,765
Operating loss (2,851,466) (2,460,765)
Other income (expense):
Other income
Interest income 2,580 2,437
Interest expense (28,555) (5,006)
Derivatives gain (loss) (10,448,816) 5,613,206
Other income (expense), net (10,474,791) 5,610,637
Net income (loss) $(13,326,257) $ 3,149,872
Net income (loss) per share, basic $ (0.20) $ 0.05
Net income (loss) per share, diluted $ (0.20) $ 0.05
Weighted average number of common shares outstanding, basic 66,043,378 58,004,471
Weighted average number of common shares outstanding, diluted 66,043,378 69,008,549

See notes to the consolidated financial statements.
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Period from
November 28,
2005

(inception) to
March 31,
2013

$ 16,473,112
16,293,176

32,766,288

(32,766,288)

383,000

57,813
(1,166,612)
(22,987,303)

(23,713,102)

$ (56,479,390)

$ (1.55)

$ (1.55)
36,379,256

36,379,256
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InVivo Therapeutics Holdings Corp.
(A Development Stage Company)
Consolidated Statements of Cash Flows

(Unaudited)

Period from

Cash flows from operating activities:

Net income (loss)

Adjustments to reconcile net income (loss) to net cash used in operating activities:
Depreciation and amortization expense
Non-cash derivatives (gain) loss
Non-cash interest expense

Common stock issued to 401(k) plan
Common stock issued for services
Share-based compensation expense
Changes in operating assets and liabilities:
Restricted cash

Prepaid expenses

Other assets

Accounts payable

Accrued interest payable

Accrued expenses

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 issuance of convertible notes payable
Proceeds from convertible bridge notes

Principal payments on capital lease obligation
Proceeds from loans payable

Repayment of loans payable

Proceeds from issuance of common stock and warrants

Net cash provided by financing activities

Increase (decrease) in cash and cash equivalents

Cash and cash equivalents at beginning of period

Cash and cash equivalents at end of period

Table of Contents

November 28,
2005
Three Months Ended (inception) to
March 31, March 31,
2013 2012 2013
$(13,326,257) $ 3,149,872 $ (56,479,390)
166,490 42,570 771,010
10,448,816 (5,613,206) 22,987,303
984,704
53,449 186,635
(11,700) 234,201
431,966 237,542 3,465,277
(30) (315,025) (601,381)
(62,881) (172,241) (217,427)
1,140 (198,860)
(69,665) (31,516) 1,082,885
(15,256)
(311,753) (448,291) 709,522
(2,668,725) (3,161,995) (27,090,777)
(409,956) (41,415) (3,181,517)
(409,956) (41,415) (3,181,517)
4,181,000
500,000
(7,985) (10,054) (66,120)
222,000 2,120,733
(12,645) (320,733)
340,569 18,467,493 34,158,407
554,584 18,444,794 40,573,287
(2,524,097) 15,241,384 10,300,993
12,825,090 4,363,712
$ 10,300,993 $ 19,605,096 $ 10,300,993



Edgar Filing: INVIVO THERAPEUTICS HOLDINGS CORP. - Form 10-Q

See notes to the consolidated financial statements.
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InVivo Therapeutics Holdings Corp.
(A Development Stage Company)
Consolidated Statements of Cash Flows (Concluded)

(Unaudited)

Three Months Ended
March 31,

2013 2012
Supplemental disclosure of cash flow information and non-cash transactions:
Cash paid for interest $ 27415 $ 3415
Conversion of convertible notes payable and accrued interest into common stock $ $
Conversion of convertible bridge note payable and accrued interest into common stock $ $
Asset acquired through capital lease obligation $ $
Beneficial conversion feature on convertible and bridge notes payable $ $
Fair value of warrants issued with bridge notes payable $ $
Fair value of warrants issued in connection with loan agreement $ $
Issuance of founders shares $ $
Reclassification of derivative warrant liability to additional paid-in capital $476,426  $859,084

See notes to the consolidated financial statements.
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Period from
November 28,

2005
(inception) to
March 31,
2013
$ 183,324
$ 4,672,484
$ 504,597
$ 93,540
$ 134,410
$ 178,726
$ 41,967
$ 248
$ 5,124,703
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InVivo Therapeutics Holdings Corp.
(A Development Stage Company)
Notes to Consolidated Financial Statements

Period Ended March 31, 2013 (Unaudited)

1. NATURE OF OPERATIONS AND BASIS OF PRESENTATION
Business

InVivo Therapeutics Corporation ( InVivo ) was incorporated on November 28, 2005 under the laws of the State of Delaware. On October 26,
2010, InVivo completed a reverse merger transaction (the Merger ) with InVivo Therapeutics Holdings Corp. (formerly Design Source, Inc.)
( ITHC ), a publicly traded company incorporated under the laws of the State of Nevada. InVivo became a wholly owned subsidiary of ITHC,
which continues to operate the business of InVivo. InVivo is developing and commercializing biopolymer scaffolding devices for the treatment
of spinal cord injuries, peripheral nerve injuries and other neurotrauma conditions. In spinal cord injuries, the biopolymer devices are designed
to protect the damaged spinal cord from further secondary injury and promote neuroplasticity, a process where functional recovery can occur
through the rerouting of signaling pathways to the spared healthy tissue.

Since its inception, InVivo has devoted substantially all of its efforts to business planning, research and development, recruiting management
and technical staff, acquiring operating assets and raising capital. Accordingly, the Company is considered to be in the development stage.

Basis of Presentation

The accompanying unaudited consolidated financial statements have been prepared in conformity with generally accepted accounting principles

in the United States ( GAAP ) consistent with those applied in, and should be read in conjunction with, the Company s audited financial statements
and related footnotes for the year ended December 31, 2012 included in the Company s Annual Report on Form 10-K as filed with the United

States Securities and Exchange Commission ( SEC ) on March 12, 2013. The unaudited consolidated financial statements reflect all adjustments,
consisting only of normal recurring adjustments, which are, in the opinion of management, necessary for a fair presentation of the Company s
financial position as of March 31, 2013 and its results of operations and cash flows for the interim periods presented and are not necessarily
indicative of results for subsequent interim periods or for the full year. The interim financial statements do not include all of the information and
footnotes required by GAAP for complete financial statements as allowed by the relevant SEC rules and regulations; however, the Company

believes that its disclosures are adequate to ensure that the information presented is not misleading.

2. CASH AND CASH EQUIVALENTS

As of March 31, 2013, the Company held $10,301,000, in cash and cash equivalents. From time to time, the Company may have cash balances
in financial institutions in excess of insurance limits. The Company has never experienced any losses related to these balances. The Company s
cash equivalents are in money market funds. Cash and cash equivalents consist of the following:

March 31, December 31,

2013 2012
Cash $ 238,235 $ 209,380
Money market fund 10,062,758 12,615,710
Total cash and cash equivalents $ 10,300,993 $ 12,825,090
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3.  RESTRICTED CASH
Restricted cash of $601,000 represents $290,000 of security deposits related to the Company s credit card account and a $311,000 cash account
securing a standby letter of credit in favor of a landlord (see Note 5).

4. FAIR VALUE OF ASSETS AND LIABILITIES
The Company groups its assets and liabilities generally measured at fair value in three levels, based on the markets in which the assets and
liabilities are traded and the reliability of the assumptions used to determine fair value.
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Level 1 Valuation is based on quoted prices in active markets for identical assets or liabilities. Level 1 assets and liabilities generally include
debt and equity securities that are traded in an active exchange market. Valuations are obtained from readily available pricing sources for market
transactions involving identical assets or liabilities.

Level 2 Valuation is based on observable inputs other than Level 1 prices, such as quoted prices for similar assets or liabilities; 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 assets or liabilities.

Level 3 Valuation is based on unobservable inputs that are supported by little or no market activity and that are significant to the fair value of
the assets or liabilities. Level 3 assets and liabilities include financial instruments whose value is determined using pricing models, discounted
cash flow methodologies, or similar techniques, as well as instruments for which the determination of fair value requires significant management
judgment or estimation.

The Company uses valuation methods and assumptions that consider among other factors the fair value of the underlying stock, risk-free interest
rate, volatility, expected life and dividend rates in estimating fair value for the warrants considered to be derivative instruments.

Assets and liabilities measured at fair value on a recurring basis are summarized below:

March 31, 2013

Level 1 Level 2 Level 3 Fair Value
Liabilities:
Derivative warrant liability $ $ 24,557,208 $ $ 24,557,208

December 31, 2012

Level 1 Level 2 Level 3 Fair Value
Liabilities:
Derivative warrant liability $ $ 14,584,818 $ $ 14,584,818

Table of Contents 12
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5.  COMMITMENTS
Operating Lease Commitment

On November 29, 2011 and as amended on September 17, 2012, the Company entered into a commercial lease for 26,150 square feet of office,
laboratory and manufacturing space in Cambridge, Massachusetts ( Cambridge Lease ). The term of this lease is six years and three months, with
one five-year extension option. The terms of the lease requires a standby letter of credit, as amended, in the amount of $311,000 (see Note 3).

The Cambridge Lease contains rent holidays and rent escalation clauses. The Company recognizes rent expense on a straight-line basis over the
lease term and record the difference between the amount charged to expense and the rent paid as a deferred rent liability. As of March 31, 2013,
the amount of deferred rent liability is $317,656 and is included in Accrued expenses.

It is the Company s policy to assess whether improvements made to the space rented under operating leases should be accounted for as lessor or
lessee assets. If the landlord/lessor makes the improvements and presents the Company with the finished space on a turnkey basis, the Company
views the assets as being lessor assets. When the Company does the remodeling work and receives an allowance that may or may not cover all

the costs, the Company makes a judgment as to the classification between lessor and lessee assets. The Company considers an asset to be a

lessor asset if all of the following criteria are met:

the lease specifically requires the lessee to make the improvement,

the improvement is fairly generic,

the improvement increases the fair value of the property to the lessor, and

the useful life of the improvement is longer than our lease term.
If any of the above criteria are not met, the Company considers the assets to be lessee assets, which are recorded as leasehold improvements in
the balance sheet and payments received from the lessor to fund any portion of the cost of lessee assets are accounted for as lease incentives.
Assets considered to be lessor assets are not reflected in the Company s Consolidated Balance Sheets. To the extent that the Company paid for
such lessor assets and was not reimbursed through construction allowances, such net payments are recorded as leasehold improvements, which
are amortized to rent expense over the lease term. As of March 31, 2013, such leasehold improvements totaled $306,839.

Pursuant to the terms of the non-cancelable lease agreements in effect at March 31, 2013, the future minimum rent commitments are as follows:

Year Ended December 31,

2013 $ 882,867
2014 1,202,585
2015 1,242,559
2016 1,268,708
2017 1,294,859
2018 1,049,420
Total $ 6,940,998

Total rent expense for the three months ended March 31, 2013 and 2012, including month-to-month leases, was $298,446 and $101,236,
respectively.

Other Commitments

Table of Contents 13
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In January 2012, the Company entered into a research contract with the Geisenger Health System under which the Company is obligated to pay
Geisenger $150,000 for a pre-clinical study that will evaluate the Company s hydrogel for the treatment of peripheral nerve injuries. During the
first quarter of 2012, the Company made an up-front payment of $60,000 for this study and expensed this cost to Research and Development.
For the three months ended March 31, 2013, the Company did not accrue or pay any amounts under this contract.
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6.  Capital Lease Payable
In February 2011, the Company entered into a capital lease agreement under which the Company leased certain laboratory equipment. Capital
lease obligation consisted of the following:

March 31, December 31,
2013 2012
Capital lease payable $ 27,420 $ 35405
Less: current portion (27,420) (32,606)
$ $ 2,799

The total value of the laboratory equipment acquired under this capital lease agreement was $124,151 including a down payment of
approximately $31,000. The capital lease is payable in monthly installments of $2,812 payable over thirty six months with the final payment due
in January 2014. For the three months ended March 31, 2013 and 2012, interest expense recorded on the capital lease was $451 and $1,192,
respectively. For the three months ended March 31, 2013 and 2012, depreciation expense on the assets under capital lease was $6,207 and
$6,207, respectively. The net book value at March 31, 2013 was $70,352.

7. LOANS PAYABLE

In October 2012, the Company entered into a loan agreement with the Massachusetts Development Finance Agency ( MassDev ) from the
Commonwealth of Massachusetts s Emerging Technology fund. The loan agreement provides the Company with a $2,000,000 line of credit, with
$200,000 to be used for working capital purposes and the remainder of which is to be used for the purchase of capital equipment. The annual
interest rate is fixed at 6.5% with interest payments only commencing on November 1, 2012 for the first thirty months and then equal interest
and principal payments over the next fifty-four months with the final maturity on October 5, 2019. Based on the $1,800,000 balance outstanding
as of March 31, 2013, equal monthly principal payments of $33,333 will be due commencing on May 1, 2015. Therefore, for the years ending
December 31, 2015, 2016, 2017 and thereafter, principal payments of approximately $267,000, $400,000, $400,000 and $733,000, respectively,
will be due. In September 2012, the Company was assessed commitment fees totaling $15,000, which was charged to interest expense. In
October 2012 as part of the commitment fee, the Company issued MassDev a warrant for the purchase of 36,145 shares of Common Stock. The
warrant has a seven year term and is exercisable at $1.66 per share. The fair value of the warrant was determined to be $31,916 and was
recorded as a deferred financing cost and is being amortized to interest expense over a seven year period commencing in October 2012.
Amortization of the deferred financing cost for the three months ended March 31, 2013 was $1,140 and was included in interest expense. The
equipment line of credit is secured by substantially all the assets of the Company excluding intellectual property. Interest expense related to this
loan was $26,043 for the three months ended March 31, 2013.

In June 2011, the Company entered into a loan agreement with a bank. The loan agreement had provided the Company with a $1,000,000 line of
credit for the purchase of capital equipment. The annual interest rate was the greater of 6.75% or 3.50% above the Prime Rate. Borrowings were
repayable in equal monthly installments over a thirty six month period. The Company was assessed commitment fees totaling $10,000 and
issued the bank a warrant for the purchase of 16,071 shares of Common Stock. The warrant has a seven year term and is exercisable at $1.40 per
share. The fair value of the warrant was determined to be approximately $10,000 and was recorded as a deferred financing cost that was being
amortized to interest expense over the life of the loan. Under the terms of the MassDev loan disclosed above, in October 2012 the Company
repaid the outstanding balance of $134,372 due to the bank and wrote off the remaining deferred financing costs. Amortization of deferred
interest on this loan for the three months ended March 31, 2012 was $2,073 and was included in interest expense. Interest expense related to the
loan payable to the bank was $2,239 for the three months ended March 31, 2012.

10
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Loans payable consist of the following:

March 31, December 31,
2013 2012
Equipment Loan $ 1,800,000 $ 1,578,000

Less: current portion

$ 1,800,000 $ 1,578,000

8. COMMON STOCK
The Company has authorized 200,000,000 shares of Common Stock, $0.00001 par value per share, of which 66,193,229, shares were issued and
outstanding as of March 31, 2013 and 65,881,122 shares were issued and outstanding as of December 31, 2012.

During the three months ended March 31, 2013, the Company issued 13,771 shares of Common Stock upon the exercise of stock options and
received cash proceeds of approximately $1,000.

During the three months ended March 31, 2013, the Company issued 275,972 shares of Common Stock upon the exercise of warrants, including
warrants to purchase 76,743 shares of Common Stock exercised through cashless exercise provisions resulting in the issuance of 29,998 shares
and warrants to purchase 245,974 shares of Common Stock exercised for cash, providing cash proceeds of approximately $340,000.

During the three months ended March 31, 2013, the Company issued 22,364 shares of Common Stock with a fair value of $53,449 to the
Company s 401(k) plan as a matching contribution.

9. DERIVATIVE INSTRUMENTS

Certain warrants outstanding have provisions that include anti-dilution protection and, under certain conditions, grant the right to the holder to
require the Company to repurchase the warrant. Accordingly, these warrants are accounted for as derivative liabilities. The Company uses the
Black-Scholes option pricing model and assumptions that consider among other factors the fair value of the underlying stock, risk-free interest
rate, volatility, expected life and dividend rates in estimating fair value for the warrants considered to be derivative instruments. The fair value of
these derivative instruments at March 31, 2013 and December 31, 2012 was $24,557,208 and $14,584,818, respectively and is included as a
derivative warrant liability, a current liability. Changes in fair value of the derivative financial instruments are recognized currently in the
Statement of Operations as a derivatives gain or loss. The warrant derivative gains (losses) are non-cash income (expenses) and for the three
months ended March 31, 2013 and 2012 a (loss) gain of $(10,448,816) and $5,613,206, respectively, were included in other income (expense) in
the Consolidated Statements of Operations. The assumptions used principally in determining the fair value of warrants were as follows:

March 31, 2013

Risk-free interest rate 0.30%-0.39%
Expected dividend yield 0%
Expected term 2.42-2.68 years
Expected volatility 97.1%

11
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The primary underlying risk exposure pertaining to the warrants is the change in fair value of the underlying Common Stock for each reporting
period. The table below presents the changes in derivative warrant liability for the three months ended March 31:

Three Months Ended March 31,

2013 2012
Balance at December 31, $ 14,584,818 $ 35,473,230
Increase in the fair value of the warrants 10,448,816 (5,613,206)
Reduction in derivative liability due to exercise of warrants (476,426) (859,084)
Balance at March 31, $ 24,557,208 $ 29,000,940

10. STOCK OPTIONS

In 2007, the Company adopted the 2007 Employee, Director and Consultant Stock Plan (the 2007 Plan ). Pursuant to the 2007 Plan, the
Company s Board of Directors (or committees and/or executive officers delegated by the Board of Directors) may grant incentive and
nonqualified stock options to the Company s employees, officers, directors, consultants and advisors. As of March 31, 2013, there were options
to purchase an aggregate of 3,616,985 shares of Common Stock outstanding under the 2007 Plan and no shares available for future grants under
the 2007 Plan.

On October 26, 2010, the Company s Board of Directors adopted and the Company s shareholders subsequently approved the 2010 Equity
Incentive Plan, (the 2010 Plan ). The Company s shareholders approved amendments to the 2010 Plan on August 3, 2011 and May 30, 2012 to
increase the number of shares available for issuance under the 2010 Plan. The 2010 Plan provides for grants of incentive stock options to
employees and nonqualified stock options and restricted Common Stock to employees, consultants and non-employee directors of the Company.
As of March 31, 2013, the number of shares authorized for issuance under the 2010 Plan, as amended was 6,500,000 shares. As March 31, 2013,
there were options to purchase an aggregate of 5,878,641 shares of Common Stock outstanding under the 2010 Plan and 621,359 shares

available for future grants under the 2010 Plan. Options issued under the 2007 Plan and the 2010 Plan (collectively the Plans ) are exercisable for
up to 10 years from the date of issuance.

Share-based compensation

For stock options issued and outstanding for the three months ended March 31, 2013 and 2012, the Company recorded non-cash, stock-based
compensation expense of $431,966 and $237,542 , respectively, net of forfeitures.

The fair value of each option award is estimated on the date of grant using the Black-Scholes option pricing model that uses the assumptions
noted in the following table. The Company uses historical data, as well as subsequent events occurring prior to the issuance of the financial
statements, to estimate option exercises and employee terminations within the valuation model. The expected term of options granted under the
Plans, all of which qualify as plain vanilla, is based on the average of the contractual term (10 years) and the vesting period (generally

48 months). For non-employee options, the expected term is the contractual term. The risk-free rate is based on the yield of a U.S. Treasury
security with a term consistent with the option.

12
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The assumptions used principally in determining the fair value of options granted were as follows:

Risk-free interest rate

Expected dividend yield
Expected term (employee grants)
Expected volatility

1.07%-1.85%

0%
6.25
96%

A summary of option activity as of March 31, 2013 and changes for the period then ended are presented below:

Options Shares
Outstanding at December 31, 2012 8,648,268
Granted 910,000
Forfeited (48,871)
Exercised (13,771)
Outstanding at March 31, 2013 9,495,626
Vested at March 31, 2013 4,287,215

Weighted
Average
Exercise

Price

$ 131
$ 235
$ 1.83
$ 0.07
$ 1.40
$ 082

Weighted
Average
Remaining
Contractual
Term in
Years

7.87

6.27

Aggregate
Intrinsic
Value

$9,732,750

$ 6,799,466

The weighted average grant-date fair value of options granted during the three months ended March 31, 2013 was $1.87 per share. The total fair

value of options that vested in three months ended March 31, 2013 was $530,386. As of March 31, 2013, there was approximately $5,267,060 of
total unrecognized compensation expense, related to non-vested share-based option compensation arrangements. The unrecognized
compensation expense is estimated to be recognized over a period of 3.08 years at March 31, 2013.

13
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11. WARRANTS
The following presents information about warrants to purchase Common Stock issued and outstanding at March 31, 2013:

Number of
Year Issued Classification Warrants Exercise Price Date of Expiration
2010 Derivative 13,099,559 $ 1.40 10/26/2015-12/3/2015
2010 Derivative 1,905,875 $ 1.00 9/26/2015-12/3/2015
2011 Equity 16,071 $ 1.40 6/17/2018
2011 Equity 343,137 $ 3.06 12/21/2016
2012 Equity 36,145 $ 1.66 10/15/2019
Total 15,400,787
Weighted average exercise price $ 1.36
Weighted average life in years 2.62

12. INSURANCE CLAIM

During the three months ended March 31, 2013, the Company received insurance proceeds of approximately $1,100,000 from the settlement of a
business interruption claim that covered the disruption of the Company s operations at its facility in Cambridge, MA caused by water damage
that occurred in November 2012. The insurance settlement reimbursed the Company for costs incurred as a result of the disruption and was
recorded as a reduction of Research and Development Expense in the Consolidated Statement of Operations for the three months ending

March 31, 2013.

13. SUBSEQUENT EVENT

On April 8, 2013, the Company commenced a Tender Offer to exchange outstanding warrants issued in 2010 to purchase approximately

15.0 million common shares ( 2010 Warrants ) in exchange for new warrants. The 2010 Warrants have exercise prices of $1.40 and $1.00 per
share and expire in 2015. The Company is offering new warrants with modified terms that extend the warrant expiration date for an additional
two years in exchange for elimination of a provision in the 2010 Warrants that provides anti-dilution protection if shares are sold at prices below
the warrant exercise prices. The purpose of the warrant exchange offer is to remove the weighted average anti-dilution provisions from the 2010
Warrants so the Company s financial statements more closely reflect its operating results and financial condition and to facilitate a listing of the
Company s Common Stock on a national securities exchange. Under generally accepted accounting principles, the currently existing anti-dilution
provisions require the 2010 Warrants to be valued and classified as a derivative warrant liability on the consolidated balance sheet, resulting in
negative stockholders equity.

On May 3, 2013 the Company terminated and revoked the Tender Offer described above with respect to approximately 7.5 million of the

investor warrants issued on October 26, 2010, November 10, 2010 and December 3, 2010 (the Investor Warrants ) outstanding as of May 3, 2013
. Pursuant to the Tender Offer, the Company has the right to terminate the offer with respect to the Investor Warrants only if the closing price of
the Company s common stock equals or exceeds $2.80 per share for twenty consecutive trading days which occurred on May 2, 2013. The

Tender Offer with respect to the other 3.4 million remaining eligible warrants will terminate on May 17, 2013.
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Since the price of the Company common stock closed at over $2.80 per share for twenty consecutive trading days, the Company also has the

right to issue a call notice for the early exercise of the Investor Warrants. On May 3, 2013, the Company issued the call notice and all Investor
Warrants that are not exercised by June 3, 2013 will be redeemed at a price equal to the par value of the Company s common stock. As a result of
exercises and redemptions of warrants the derivative warrant liability associated with them will be eliminated. Subsequent to March 31, 2013,

the Company has received proceeds of approximately $5.7 million from the exercise of Investor Warrants and if all the remaining Investor
Warrants are exercised the Company would receive an additional $10.4 million.
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Item 2. MANAGEMENT S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS
The following management s discussion and analysis should be read in conjunction with the unaudited consolidated financial statements
included in this report and with the Company s historical consolidated financial statements and the related notes thereto included in our
Annual Report on Form 10-K for the year ended December 31, 2012 (the 2012 Annual Report ). The management s discussion and analysis
contains forward-looking statements within the meaning of the safe harbor provisions under Section 27A of the Securities Act of 1933, as
amended, and Section 21E of the Securities Exchange Act of 1034, as amended. These statements include statements made regarding our
commercialization strategy, future operations, capital requirements and other statements on our strategy, financial position, plans, and market
trends. In some cases, you can idenfity forward-looking statements by terms such as believe,  plan, intend, anticipate, target,

estimate,  expect and the like. These forward-looking statements are subject to risks and uncertainties that could cause actual results or
events to differ materially from those expressed or implied by the forward-looking statements in this quarterly report, including factors such as
the Company s ability to execute its strategy, regulatory approval of the Company s products, market acceptance of the Company s products,
and other factors detailed under Risk Factors in Item 1A of the Company s 2012 Annual Report. The Company s actual results and the
timing of events could differ materially from those anticipated in these forward-looking statements as a result of several factors. The Company
does not undertake any obligation to update forward-looking statements to reflect events or circumstances occurring after the date of this
quarterly report.

The discussion and analysis of the Company s financial condition and results of operations are based on the Company s financial statements,
which the Company has prepared in accordance with U.S. generally accepted accounting principles. The preparation of these financial
statements requires the Company 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, as well as the reported revenues and expenses during the reporting
periods. On an ongoing basis, the Company evaluates such estimates and judgments, including those described in greater detail below. The
Company bases its estimates on historical experience and on various other factors that the Company 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.

Overview

The Company is developing and commercializing biopolymer scaffolding devices for the treatment of spinal cord injuries, peripheral nerve
injuries and other neurotrauma conditions. For spinal cord injuries, the biopolymer devices are designed to protect the damaged spinal cord from
further secondary injury and promote neuroplasticity, a process where functional recovery can occur through the rerouting of signaling pathways
to the spared healthy tissue.

Since its inception, the Company has devoted substantially all of its efforts to business planning, research and development, recruiting
management and technical staff, acquiring operating assets and raising capital. Accordingly, the Company is considered to be in the
development stage.

Recent Developments

In April 2013, the United States Food and Drug Administration ( FDA) approved the Company s Investigational Device Exemption to begin a
human clinical trial with its biopolymer scaffolding to treat five patients with acute SCI. Also in April 2013, the FDA approved the Company s
request for Humanitarian Use Device ( HUD )status for this product. HUD designation covers devices that treat rare diseases and conditions. The
Company expects to file with the FDA for marketing approval under a Humanitarian Device Exemption, pending the results of the human

clinical study.

Critical Accounting Policies and Estimates

Our consolidated financial statements have been prepared in accordance with accounting principles generally accepted in the United States of
America. The preparation of these financial statements 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.

On an ongoing basis, we evaluate our estimates and judgments for all assets and liabilities, including those related to stock-based compensation
expense and the fair value determined for stock purchase warrants classified as derivative liabilities. We base our estimates and judgments on
historical experience, current economic and industry conditions and on various other factors that are believed to be reasonable under the
circumstances. This forms the basis for making judgments about the carrying values of assets and liabilities that are not readily apparent from
other sources. Actual results may differ from these estimates under different assumptions or conditions. There have been no changes in our
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We believe that full consideration has been given to all relevant circumstances that we may be subject to, and the consolidated financial
statements accurately reflect our best estimate of the results of operations, financial position and cash flows for the periods presented.

Results of Operations
Comparison of the three months ended March 31, 2013 and 2012
Research and Development Expenses

Research and development expenses consist primarily of payments to contract research and development companies and payroll. Research and
development expenses increased by approximately $272,000 to approximately $1,213,000 for the three months ended March 31, 2013 from
approximately $941,000 for the three months ended March 31, 2012. The increase in expenses is primarily attributable to increased research and
development activity and the resulting increases as follows: compensation cost of $363,000 due to both additional staffing and pay raises; an
increase in preclinical costs of $382,000; an increase in stock compensation expense of $215,000; and an increase in rent and facility costs of
$211,000. These cost increases were offset by $1,100,000 of proceeds from a settlement of a business interruption claim that was recorded as a
reduction of Research and Development expenses for the three months ended March 31, 2013.

General and Administrative Expenses

General and administrative expenses consist primarily of payroll, rent and professional services. General and administrative expenses increased
by approximately $145,000 to approximately $1,665,000 for the three months ended March 31, 2013 from approximately $1,520,000 for the
three months ended March 31, 2012. The increase in expenses is primarily attributable to an increase in compensation costs of $261,000 due to
additional staffing and pay raises and an increase of rent and facility costs of $106,000, offset by a decrease in travel and meeting conference
costs of $140,000 and a decrease in investor relations costs of $124,000.

Interest Expense

Interest expense increased by $24,000 to approximately $29,000 for the three months ended March 31, 2013 from $5,000 for the three months
ended March 31, 2012. The increase in interest expense is mainly due to an increase in borrowing under the loan payable.

Derivatives Gain (Loss)

Derivatives loss increased by approximately $16,062,000 to a loss of approximately $10,449,000 for the three months ended March 31, 2013
from a gain of approximately $5,613,000 for the three months ended March 31, 2012. The increase in this non-cash loss during the three months
ended March 31, 2013 reflects the increase in the fair value of derivative warrant liability due primarily to the increase in the fair value of the
underlying Common Stock.

Liquidity and Capital Resources

Since its inception, the Company has devoted substantially all of its efforts to business planning, research and development, recruiting
management and technical staff, acquiring operating assets and raising capital. Accordingly, the Company is considered to be in the
development stage.

Since inception, the Company has experienced negative cash flows from operations. The Company has financed its operations primarily through
the sale of equity-related securities. At March 31, 2013, the deficit accumulated during the development stage was approximately $56,480,000.

At March 31, 2013, we had total current assets of approximately $11,109,000 and current liabilities of approximately $26,377,000 resulting in a
working capital deficit of approximately $15,268,000. At March 31, 2013, the Company had total assets of approximately $13,843,000 and total
liabilities of approximately $28,177,000, resulting in a stockholders deficit of approximately $14,334,000.

Net cash used by operating activities for the three months ended March 31, 2013 was approximately $2,669,000. The operating loss used
approximately $2,877,000, decreases in accounts payable and accrued expenses used approximately $381,000, non-cash stock share based
compensation provided approximately $432,000 and depreciation and amortization provided approximately $166,000. Significant commitments
that will require the use of cash in operating activities in future periods include obligations under operating leases. Gross committed lease
obligations amount to approximately $6,941,000. Total commitments due for the remainder of fiscal 2013 under operating leases are
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Net cash used by investing activities for the three months ended March 31, 2013 totaled approximately $410,000 for purchases of capital
equipment.

Net cash provided by financing activities was approximately $555,000 for the three months ended March 31, 2013, due to $341,000 from the
exercise of stock options and warrants and $214,000 from loans and capital leases, net of repayments.

At March 31, 2013, the Company had cash of approximately $10,301,000, which the Company expects to be sufficient to meet its operating and
capital requirements into the first quarter of 2014. However, the Company will need to raise substantial additional capital in the future to
complete clinical trials, obtain marketing approvals and commercialize its products, potentially through debt or equity financings. The sale of
debt or equity securities may cause dilution to existing stockholders. Furthermore, there can be no assurance that we will be able to raise such
funds if and when they are required. Failure to obtain future funding when needed or on acceptable terms would materially adversely affect our
results of operations.

Off-Balance Sheet Arrangements

We have no off-balance sheet arrangements, including unrecorded derivative instruments that have or are reasonably likely to have a current or
future material effect on our financial condition, changes in financial condition, revenues or expenses, results of operations, liquidity, capital
expenditures or capital resources. We have certain warrants and options outstanding but we do not expect to receive sufficient proceeds from the
exercise of these instruments unless and until the trading price of our Common Stock is significantly greater than the applicable exercise prices
of the options and warrants and mainly following any necessary registering of underlying securities.

Item 3. Quantitative and Qualitative Disclosures About Market Risk
Not applicable.

Item 4. Controls and Procedures.
Disclosure Controls and Procedures

Our management, with the participation of our Chief Executive Officer and Chief Financial Officer, evaluated the effectiveness of our disclosure
controls and procedures (as defined in Rule 13a-15(e) of the Exchange Act) as of the end of the period covered by this report. Based on that
evaluation, our Chief Executive Officer and Chief Financial Officer concluded that our disclosure controls and procedures as of the end of the
period covered by this report were effective in ensuring that information required to be disclosed by us in reports that we file or submit under the
Exchange Act is recorded, processed, summarized and reported within the time periods specified in the SEC s rules and forms and that the
information required to be disclosed by us in such reports is accumulated and communicated to our management, including our Chief Executive
Officer and Chief Financial Officer, as appropriate to allow timely decisions regarding required disclosure.

Internal Control over Financial Reporting
There was no change in our internal control over financial reporting (as defined in Rule 13a-15(f) of the Exchange Act) that occurred during the
period to which this report relates that has materially affected, or is reasonably likely to materially affect, our internal control over financial

reporting.

PARTII OTHER INFORMATION

Item 1. Legal Proceedings.

From time to time, we could be subject to claims arising in the ordinary course of business or be a defendant in lawsuits. While the outcome of
such claims or other proceedings cannot be predicted with certainty, our management expects that any such liabilities, to the extent not provided
for by insurance or otherwise, will not have a material adverse effect on our financial condition, results of operations or cash flows.
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Item 1A.  Risk Factors.
There have been no material changes from the risk factors previously disclosed in Part I, Item 1A. Risk Factors, of our Annual Report on Form
10-K for the fiscal year ended December 31, 2012.

Item 2. Unregistered Sales of Equity Securities and Use of Proceeds.
None.

18

Table of Contents 26



Edgar Filing: INVIVO THERAPEUTICS HOLDINGS CORP. - Form 10-Q

Table of Conten

Item 3. Defaults Upon Senior Securities.
None.

Item 4. Mine Safety Disclosures.

Not applicable.

Item 5. Other Information.

None.

Item 6. Exhibits.
The Exhibits listed in the Exhibit Index immediately preceding such Exhibits are filed with or incorporated by reference in this report.
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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, thereunto duly authorized.

INVIVO THERAPEUTICS HOLDINGS CORP.
Date: May 9, 2013 By: /s/ Frank M. Reynolds
Name: Frank M. Reynolds

Title:  Chief Executive Officer and Chief Financial Officer
(Principal Executive, Financial and Accounting Officer)
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Exhibit

Number

31.1/31.2

32.1/32.2

101.INS*

101.SCH*
101.CAL*
101.DEF*
101.LAB*
101.PRE*

nien

EXHIBIT INDEX

Description

Certification by the Principal Executive Officer and Principal Financial Officer pursuant to Section 302 of the Sarbanes-Oxley
Act of 2002.

Certification of Principal Executive Officer and Principal Financial Officer pursuant to Section 906 of the Sarbanes-Oxley Act
of 2002.

XBRL Instance Document

XBRL Taxonomy Extension Schema Document

XBRL Taxonomy Calculation Linkbase Document

XBRL Taxonomy Extension Definition Linkbase Document
XBRL Taxonomy Label Linkbase Document

XBRL Taxonomy Presentation Linkbase Document

* Pursuant to Rule 406T of Regulation S-T, the interactive files on Exhibit 101 hereto are deemed not filed or part of a registration statement or
prospectus for purposes of Sections 11 or 12 of the Securities Act of 1933, as amended, are deemed not filed for purposes of Section 18 of the
Securities Exchange Act of 1934, as amended, and otherwise are not subject to liability under those sections.
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