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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, DC 20549

FORM 10-Q

(Mark One)

x  QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934
For the quarterly period ended September 30, 2014

OR

TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934
For the transition period from to

Commission file number 001-34655

AVEO PHARMACEUTICALS, INC.

(Exact Name of Registrant as Specified in Its Charter)
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Delaware 04-3581650
(State or Other Jurisdiction of (LLR.S. Employer
Incorporation or Organization) Identification No.)

650 East Kendall Street, Cambridge, Massachusetts 02142
(Address of Principal Executive Offices) (Zip Code)
(617) 299-5000

(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. (Check one):

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

Number of shares of the registrant s Common Stock, $0.001 par value, outstanding on November 3, 2014: 52,255,331
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Item 1.

nien

Financial Statements.

PART I. FINANCIAL INFORMATION

AVEO PHARMACEUTICALS, INC.
Condensed Consolidated Balance Sheets

(In thousands, except par value amounts)

Assets
Current assets:
Cash and cash equivalents
Marketable securities
Accounts receivable
Tenant improvement allowance receivable
Restricted cash
Prepaid expenses and other current assets

Total current assets
Property and equipment, net
Other assets

Restricted cash

Total assets

Liabilities and stockholders
Current liabilities:
Accounts payable
Accrued expenses
Lease exit obligation
Loans payable, net of discount
Deferred revenue
Other liabilities
Deferred rent

Total current liabilities

Loans payable, net of current portion and discount
Deferred revenue, net of current portion

Deferred rent, net of current portion

Other liabilities

Table of Contents

(Unaudited)

equity

September 30,
2014

$ 59,980
3,413

1,658

196

2,997

3,259

71,503
14,685
45

$ 86,233

$ 1,654
7,102

7,798

7,954

332

14,041
38,881
12,491

51

540

December 31,
2013

$ 50,826
67,680

984

5,833

598

2,998

128,919
14,140
290
2,997

$ 146,346

$ 4,238
13,263

10,383
1,294
1,238

992

31,408

8,822
17,098
19,080
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Stockholders equity:

Preferred stock, $.001 par value: 5,000 shares authorized; no shares issued and
outstanding

Common stock, $.001 par value: 100,000 shares authorized; 52,249 and
51,8009 shares issued and outstanding at September 30, 2014 and

December 31, 2013, respectively 52 52
Additional paid-in capital 500,352 497,177
Accumulated other comprehensive income (loss) 2)
Accumulated deficit (466,134) (427,289)
Total stockholders equity 34,270 69,938
Total liabilities and stockholders equity $ 86,233 $ 146,346

The accompanying notes are an integral part of these unaudited, condensed consolidated financial statements.
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Collaboration revenue

Operating expenses:
Research and development
General and administrative
Restructuring and lease exit

Loss from operations

Other income and expense:
Other income (expense), net
Interest expense

Interest income

Other expense, net

Net loss

Net loss per share

AVEO PHARMACEUTICALS, INC.

Condensed Consolidated Statements of Operations

(In thousands, except per share amounts)

(Unaudited)

basic and diluted

Weighted average number of common shares outstanding

Three Months
Ended
September 30,
2014 2013
$ 873 § 323

8,485 19,414
5,084 4,440
1,403 77
14,972 23,931
(14,099)  (23,608)
98 32
(439) (756)

4 26
(337) (698)
$(14,436)  $(24,306)
$ (028) $ (0.47)
51,771 51,443

Nine Months Ended
September 30,
2014 2013
$ 18,007 $ 970

29,552 56,579
15,485 24,213
10,426 8,013
55,463 88,805
(37.456)  (87,835)
103 (120)
(1,522)  (2,451)
30 102
(1,389)  (2,469)
$(38,845)  $(90,304)
$ (075 $ (1.78)
51,690 50,719

The accompanying notes are an integral part of these unaudited, condensed consolidated financial statements.
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AVEO PHARMACEUTICALS, INC.

Condensed Consolidated Statements of Comprehensive Loss

Net loss
Other comprehensive (loss) income:

Unrealized (loss) gain on available-for-sale securities

Foreign currency translation adjustment

Comprehensive loss

(In thousands)

(Unaudited)

Three Months
Ended Nine Months Ended
September 30, September 30,
2014 2013 2014 2013

$(14,436) $(24,306) $(38,845) $(90,304)

2) 43 2 1
26

$(14,438) $(24,263) $(38,843) $(90,277)

The accompanying notes are an integral part of these unaudited, condensed consolidated financial statements.
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AVEO PHARMACEUTICALS, INC.

Condensed Consolidated Statements of Cash Flows

(In thousands)
(Unaudited)
Nine Months Ended
September 30,
2014 2013
Operating activities
Net loss $ (38,845) $ (90,304)
Adjustments to reconcile net loss to net cash used in operating activities:
Impairment of property and equipment 7,600 65
Depreciation and amortization 2,764 2,839
Net loss on disposal of fixed assets (122) 77
Stock-based compensation 2,578 3,162
Non-cash interest expense 139 225
Amortization of premium and discount on investments 218 870
Changes in operating assets and liabilities:
Accounts receivable (674) 11,756
Tenant improvement allowance receivable 5,637
Prepaid expenses and other current assets (270) 2,190
Other noncurrent assets 244 18
Restricted cash 598 42
Accounts payable (2,585) (4,491)
Accrued expenses (4,263) (7,294)
Lease exit obligation 7,798
Deferred revenue (18,007) 970)
Deferred rent (6,033) 6,068
Net cash used in operating activities (43,223) (75,747)
Investing activities
Purchases of property and equipment (12,875) (3,011)
Purchases of marketable securities (38,056) (154,225)
Proceeds from maturities and sales of marketable securities 102,107 157,881
Proceeds from sale of property and equipment 183
Net cash provided by investing activities 51,359 645
Financing activities
Proceeds from issuance of common stock, net of issuance costs 53,638
Proceeds from exercise of stock options and issuance of common and restricted stock 191 384
Proceeds from issuance of long-term debt 10,000
Debt issuance cost (1,388)
Principal payments on loans payable (7,785) (4,660)

Table of Contents
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Net cash provided by financing activities 1,018 49,362
Net decrease in cash and cash equivalents 9,154 (25,740)
Effect of exchange rate changes on cash and cash equivalents 26
Cash and cash equivalents at beginning of period 50,826 76,134
Cash and cash equivalents at end of period $ 59,980 $ 50,420

Supplemental cash flow information
Cash paid for interest $ 1,447 $ 2,283

Non-cash financing activity
Fair value of warrants issued in connection with long-term debt $ 413 $
The accompanying notes are an integral part of these unaudited, condensed consolidated financial statements.

Table of Contents 9



Edgar Filing: AVEO PHARMACEUTICALS INC - Form 10-Q

Table of Conten
AVEO Pharmaceuticals, Inc.
Notes to Condensed Consolidated Financial Statements
(Unaudited)
(1) Organization

AVEO Pharmaceuticals, Inc. (the Company ) is a biopharmaceutical company committed to discovering and
developing targeted therapies designed to provide substantial impact in the lives of people with cancer by addressing
unmet medical needs. The Company s proprietary Human Response Platform provides the Company with unique
insights into cancer biology and is leveraged in the discovery and clinical development of therapeutics.

The Company has a pipeline of monoclonal antibodies, including

(i) AV-380, a potent humanized IgG1 inhibitory monoclonal antibody targeting growth differentiating
factor-15, or GDF15, a divergent member of the TGF- family, for the potential treatment or prevention of
cachexia. In 2012, the Company initiated a program focusing on cachexia, a serious and common
complication of advanced cancer and a number of chronic diseases including chronic kidney disease,
congestive heart failure and chronic obstructive pulmonary disease. Cachexia is characterized by symptoms
of unintentional weight loss, progressive muscle wasting, and a loss of appetite. The program s primary
research focus is in the area of cancer cachexia, where there is a major unmet need,

(i1) ficlatuzumab, a potent anti-HFG antibody that inhibits the activity of the HGF/c-Met pathway for which the
Company has completed a phase 2 clinical study, and has entered into a partnership with Biodesix, Inc.
( Biodesix ) to advance clinical development, and

(iii)) AV-203, a potent, high affinity inhibitor of ErbB3 function that has demonstrated anti-tumor activity in
multiple preclinical models for which the Company has completed a phase 1 dose escalation study.
The Company and Astellas Pharma, Inc. ( Astellas ) were developing tivozanib, a potent, selective, long half-life
vascular endothelial growth factor tyrosine kinase inhibitor, for the treatment of various types of cancers such as renal
cell carcinoma, colorectal cancer and breast cancer pursuant to a worldwide collaboration and license agreement.
Astellas notified the Company in February 2014 that it had elected to terminate the license agreement. This
termination became effective on August 11, 2014, at which time the tivozanib rights were returned to the Company.

As used throughout these condensed consolidated financial statements, the terms AVEO, andthe Company refer to
the business of AVEO Pharmaceuticals, Inc. and its subsidiaries, AVEO Pharma Limited and AVEO Securities

Corporation, both of which are wholly-owned.

The Company has an accumulated deficit as of September 30, 2014 of approximately $466.1 million, and will require
substantial additional capital for research and product development.

(2) Basis of Presentation
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These condensed consolidated financial statements include the accounts of the Company and its wholly-owned
subsidiaries, AVEO Pharma Limited and AVEO Securities Corporation. The Company has eliminated all significant
intercompany accounts and transactions in consolidation.

The accompanying condensed consolidated financial statements have been prepared in accordance with generally
accepted accounting principles for interim financial information and with the instructions to Form 10-Q and Article 10
of Regulation S-X. Accordingly, they do not include all of the information and footnotes required by generally
accepted accounting principles for complete financial statements. In the opinion of management, all adjustments,
consisting of normal recurring accruals and revisions of estimates, considered necessary for a fair presentation of the
condensed consolidated financial statements have been included. Interim results for the three and nine months ended
September 30, 2014 are not necessarily indicative of the results that may be expected for the fiscal year ending
December 31, 2014 or any other future period.

The information presented in the condensed consolidated financial statements and related footnotes at September 30,
2014, and for the three and nine months ended September 30, 2014 and 2013, is unaudited and the condensed
consolidated balance sheet amounts and related footnotes at December 31, 2013 have been derived from the

Company s audited financial statements. For further information, refer to the consolidated financial statements and
accompanying footnotes included in the Company s annual report on Form 10-K for the fiscal year ended

December 31, 2013, which was filed with the U.S. Securities and Exchange Commission ( SEC ) on March 13, 2014.
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(3) Significant Accounting Policies
Revenue Recognition

The Company s revenues are generated primarily through collaborative research, development and commercialization
agreements. The terms of these agreements generally contain multiple elements, or deliverables, which may include

(i) licenses, or options to obtain licenses, to the Company s technology, (ii) research and development activities to be
performed on behalf of the collaborative partner, and (iii) in certain cases, services in connection with the
manufacturing of pre-clinical and clinical material. Payments to the Company under these arrangements typically
include one or more of the following: non-refundable, up-front license fees; option exercise fees; funding of research
and/or development efforts; milestone payments; and royalties on future product sales.

When evaluating multiple element arrangements, the Company considers whether the deliverables under the
arrangement represent separate units of accounting. This evaluation requires subjective determinations and requires
management to make judgments about the individual deliverables and whether such deliverables are separable from
the other aspects of the contractual relationship. In determining the units of accounting, management evaluates certain
criteria, including whether the deliverables have standalone value, based on the relevant facts and circumstances for
each arrangement. The consideration received is allocated among the separate units of accounting using the relative
selling price method, and the applicable revenue recognition criteria are applied to each of the separate units.

The Company determines the estimated selling price for deliverables within each agreement using vendor-specific
objective evidence ( VSOE ) of selling price, if available, third-party evidence ( TPE ) of selling price if VSOE is not
available, or best estimate of selling price if neither VSOE nor TPE is available. Determining the best estimate of
selling price for a deliverable requires significant judgment. The Company typically uses best estimate of selling price
to estimate the selling price for licenses to the Company s proprietary technology, since the Company often does not
have VSOE or TPE of selling price for these deliverables. In those circumstances where the Company utilizes best
estimate of selling price to determine the estimated selling price of a license to the Company s proprietary technology,
the Company considers market conditions as well as entity-specific factors, including those factors contemplated in
negotiating the agreements and internally developed models that include assumptions related to the market
opportunity, estimated development costs, probability of success and the time needed to commercialize a product
candidate pursuant to the license. In validating the Company s best estimate of selling price, the Company evaluates
whether changes in the key assumptions used to determine the best estimate of selling price will have a significant
effect on the allocation of arrangement consideration among multiple deliverables.

The Company typically receives non-refundable, up-front payments when licensing its intellectual property in
conjunction with a research and development agreement. When management believes the license to its intellectual
property does not have stand-alone value from the other deliverables to be provided in the arrangement, the Company
generally recognizes revenue attributed to the license on a straight-line basis over the Company s contractual or
estimated performance period, which is typically the term of the Company s research and development obligations. If
management cannot reasonably estimate when the Company s performance obligation ends, then revenue is deferred
until management can reasonably estimate when the performance obligation ends. When management believes the
license to its intellectual property has stand-alone value, the Company generally recognizes revenue attributed to the
license upon delivery. The periods over which revenue should be recognized are subject to estimates by management
and may change over the course of the research and development agreement. Such a change could have a material
impact on the amount of revenue the Company records in future periods.

Payments or reimbursements resulting from the Company s research and development efforts for those arrangements
where such efforts are considered as deliverables are recognized as the services are performed and are presented on a
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gross basis so long as there is persuasive evidence of an arrangement, the fee is fixed or determinable, and collection
of the related receivable is reasonably assured. Amounts received prior to satisfying the above revenue recognition
criteria are recorded as deferred revenue in the accompanying balance sheets.

At the inception of each agreement that includes milestone payments, the Company evaluates whether each milestone
is substantive and at risk to both parties on the basis of the contingent nature of the milestone. This evaluation includes
an assessment of whether (a) the consideration is commensurate with either (1) the entity s performance to achieve the
milestone, or (2) the enhancement of the value of the delivered item(s) as a result of a specific outcome resulting from
the entity s performance to achieve the milestone, (b) the consideration relates solely to past performance, and (c) the
consideration is reasonable relative to all of the deliverables and payment terms within the arrangement. The

Company evaluates factors such as the scientific, regulatory, commercial and other risks that must be overcome to
achieve the respective milestone, the level of effort and investment required to achieve the respective milestone and
whether the milestone consideration is reasonable relative to all deliverables and payment terms in the arrangement in
making this assessment.
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The Company aggregates its milestones into four categories: (i) clinical and development milestones, (ii) regulatory
milestones, (iii) commercial milestones, and (iv) patent-related milestones. Clinical and development milestones are
typically achieved when a product candidate advances into a defined phase of clinical research or completes such
phase. For example, a milestone payment may be due to the Company upon the initiation of a phase 3 clinical trial for
a new indication, which is the last phase of clinical development and could eventually contribute to marketing
approval by the U.S. Food and Drug Administration ( FDA ) or other global regulatory authorities. Regulatory
milestones are typically achieved upon acceptance of the submission for marketing approval of a product candidate or
upon approval to market the product candidate by the FDA or other global regulatory authorities. For example, a
milestone payment may be due to the Company upon the FDA s acceptance of a New Drug Application ( NDA ).
Commercial milestones are typically achieved when an approved pharmaceutical product reaches certain defined
levels of net sales by the licensee, such as when a product first achieves global sales or annual sales of a specified
amount. Patent-related milestones are typically achieved when a patent application is filed or a patent is issued with
respect to certain intellectual property related to the applicable collaboration.

Revenues from clinical and development, regulatory, and patent-related milestone payments, if the milestones are
deemed substantive and the milestone payments are nonrefundable, are recognized upon successful accomplishment
of the milestones. The Company has concluded that the clinical and development, regulatory and patent-related
milestones pursuant to its current research and development arrangements are substantive. Milestones that are not
considered substantive are accounted for as license payments and recognized on a straight-line basis over the
remaining period of performance. Revenues from commercial milestone payments are accounted for as royalties and
are recorded as revenue upon achievement of the milestone, assuming all other revenue recognition criteria are met.

Research and Development Expenses

Research and development expenses are charged to expense as incurred. Research and development expenses consist
of costs incurred in performing research and development activities, including personnel-related costs such as salaries
and stock-based compensation, facilities, research-related overhead, clinical trial costs, manufacturing costs and costs
of other contracted services, license fees, and other external costs. Nonrefundable advance payments for goods and
services that will be used in future research and development activities are expensed when the activity has been
performed or when the goods have been received.

Cash and Cash Equivalents

The Company considers highly liquid investments with a maturity of three months or less when purchased to be cash
equivalents. Cash equivalents at September 30, 2014 consisted of money market funds, U.S. government agency
securities, and corporate debt securities, including commercial paper, maintained by an investment manager totaling
$40.9 million. Cash equivalents at December 31, 2013 consisted of money market funds and corporate debt securities,
including commercial paper, maintained by an investment manager totaling $45.8 million. The carrying values of our
cash equivalent securities approximate fair value due to their short term maturities.

Marketable Securities

Marketable securities at September 30, 2014 consisted of corporate debt securities maintained by an investment
manager. Marketable securities at December 31, 2013 consisted of municipal bonds, asset-backed securities, and
corporate debt securities, including commercial paper, maintained by an investment manager. Credit risk is reduced as
a result of the Company s policy to limit the amount invested in any one issue. Marketable securities consist primarily
of investments which have expected average maturity dates in excess of three months, but not longer than 24 months.
The Company classifies these investments as available-for-sale. Unrealized gains and losses are included in other
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comprehensive (loss) income until realized. The cost of securities sold is based on the specific identification method.
There were no realized gains or losses recognized on the sale or maturity of securities during the three and nine

months ended September 30, 2014 and 2013.

Available-for-sale securities at September 30, 2014 and December 31, 2013 consist of the following:

September 30, 2014:
Corporate debt securities (Due within 1 year)

Table of Contents

Amortized Unrealized Unrealized Fair
Cost Gains Losses Value
(in thousands)

$3,413 $3,413

$3,413 $3,413
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Amortized Unrealized Unrealized Fair
Cost Gains Losses Value
(in thousands)
December 31, 2013:

Corporate debt securities (Due within 1 year) $52,156 $ 4 $ 4) $52,156
Municipal bonds (Due within 1 year) 7,519 7,519
Asset-backed securities (Due within 1 year) 8,007 ) 8,005

$67,682 $ 4 $ (6) $ 67,680

The aggregate fair value of securities in an unrealized loss position for less than 12 months at September 30, 2014 was
$0.4 million, representing one security. There were no securities that were in an unrealized loss position for greater
than 12 months at September 30, 2014. The unrealized loss was caused by a temporary change in the market for the
security primarily caused by changes in market interest rates. There was no change in the credit risk of the security. To
determine whether an other-than-temporary impairment exists, the Company performs an analysis to assess whether it
intends to sell, or whether it would more likely than not be required to sell, the security before the expected recovery
of the amortized cost basis. Where the Company intends to sell a security, or may be required to do so, the security s
decline in fair value is deemed to be other-than-temporary and the full amount of the unrealized loss is recorded in the
statement of operations as an other-than-temporary impairment charge. When this is not the case, the Company
performs additional analyses on all securities with unrealized losses to evaluate losses associated with the
creditworthiness of the security. Credit losses are identified where the Company does not expect to receive cash flows,
based on using a single best estimate, sufficient to recover the amortized cost basis of a security and these are
recognized in other income (expense), net. The Company does not believe an other-than-temporary impairment exists
with respect to the security in an unrealized loss position at September 30, 2014.

Marketable securities in an unrealized loss position at September 30, 2014 and December 31, 2013 consist of the
following:

Aggregate
Fair Value
(in thousands)
September 30, 2014:
Corporate debt securities $ 411
$ 411
December 31, 2013:
Corporate debt securities $ 30,106
Government agency securities 7,519
Asset-backed securities 8,005
$ 45,630

Concentrations of Credit Risk
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Financial instruments that potentially subject the Company to credit risk primarily consist of cash, cash equivalents
and available-for-sale marketable securities. The Company maintains deposits in federally insured financial
institutions in excess of federally insured limits.

Management believes that the Company is not exposed to significant credit risk due to the financial position of the
depository institutions in which those deposits are held.

The Company s credit risk related to marketable securities is reduced as a result of the Company s policy to limit the
amount invested in any one issue.

Fair Value Measurements
The Company records cash equivalents and marketable securities at fair value. The accounting standards for fair value
measurements establish a hierarchy that distinguishes between fair value measurements based on market data

(observable inputs) and those based on the Company s own assumptions (unobservable inputs). The hierarchy consists
of three levels:

Level 1 Quoted market prices in active markets for identical assets or liabilities. Assets that are valued

utilizing only Level 1 inputs include money market funds.

10

Table of Contents 17



Edgar Filing: AVEO PHARMACEUTICALS INC - Form 10-Q

Table of Conten

Level 2 Inputs other than Level 1 inputs that are either directly or indirectly observable, such as quoted
market prices, interest rates and yield curves. Assets that are valued utilizing Level 2 inputs include U.S.
government agency securities, asset-backed securities, and corporate bonds, including commercial paper.
These investments have been initially valued at the transaction price and are subsequently valued, at the end
of each reporting period, utilizing third party pricing services or other observable market data. The pricing
services utilize industry standard valuation models, including both income and market based approaches and
observable market inputs to determine value. These observable market inputs include reportable trades,
benchmark yields, credit spreads, broker/dealer quotes, bids, offers, current spot rates, and other industry and
economic events. The Company validates the prices provided by third party pricing services by reviewing
their pricing methods and matrices, obtaining market values from other pricing sources, analyzing pricing
data in certain instances and confirming that the relevant markets are active. After completing its validation
procedures, the Company did not adjust or override any fair value measurements provided by pricing
services as of September 30, 2014 or December 31, 2013.

Level 3 Unobservable inputs developed using estimates and assumptions developed by the Company, which
reflect those that a market participant would use. The Company currently has no assets or liabilities
measured at fair value on a recurring basis that utilize Level 3 inputs.
The following tables summarize the cash equivalents and marketable securities measured at fair value on a recurring
basis in the accompanying consolidated balance sheets as of September 30, 2014 and December 31, 2013.

Fair Value Measurements of Cash Equivalents and
Marketable Securities as of September 30, 2014

Level 1 Level 2 Level 3 Total
(in thousands)
Cash equivalents $ 33899 §$§ 7,012 3 $ 40911
Marketable securities 3,413 3,413
$ 33,899 $ 10,425 $ $ 44,324

Fair Value Measurements of Cash Equivalents and
Marketable Securities as of December 31, 2013

Level 1 Level 2 Level 3 Total
(in thousands)
Cash equivalents $ 29,865 $ 15958 § $ 45823
Marketable securities 67,680 67,680
$ 29,865 $ 83,638 $ $ 113,503

The fair value of the Company s loans payable at September 30, 2014, computed pursuant to a discounted cash flow
technique using the effective interest rate under the loan, is $21.0 million and is considered a Level 2 fair value
measurement. The effective interest rate, which reflects the current market rate, considers the fair value of the warrant
issued in connection with the loan, loan issuance costs and the deferred financing charge.
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Tenant Improvement Allowance Receivable

Under the terms of its lease agreement, the Company is entitled to be reimbursed by the Company s landlord for
certain expenditures associated with improvements made to its leased facility at 650 E. Kendall Street in Cambridge,
Massachusetts. Pursuant to the lease agreement, the total amount of the improvement allowance allocated to the
premises was $14.9 million. Through September 2014, the Company had incurred $14.7 million of such expenditures
which were partially reimbursed to the Company by its landlord on September 29, 2014, and partially offset against
amounts due by the Company for the lease termination fee discussed in Note 9. The Company has incurred an
additional $0.2 million in improvements which the Company expects to be reimbursed by the landlord on or before
December 15, 2014.

11
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Property and Equipment

Property and equipment are stated at cost and are depreciated using the straight-line method over the estimated useful
lives of the respective assets. Maintenance and repair costs are charged to expense as incurred.

Long-lived Assets

The Company reviews long-lived assets, including property and equipment, for impairment whenever changes in
business circumstances indicate that the carrying amount of the asset may not be fully recoverable. The Company
recognized $7.6 million of impairment losses for the nine months ended September 30, 2014 related to leasehold
improvements. The Company did not recognize any additional impairment losses related to leasehold improvements
for the three months ended September 30, 2014. During the year ended December 31, 2013, the Company recognized
$0.1 million of impairment losses.

Basic and Diluted Loss per Common Share

Basic (loss) earnings per share is computed by dividing net (loss) income available to common stockholders by the
weighted-average number of common shares outstanding during the period. Diluted (loss) earnings per share is
computed by dividing net (loss) income available to common stockholders by the weighted-average number of
common shares and dilutive common share equivalents then outstanding which exclude unvested restricted stock.
Potential common share equivalents consist of restricted stock awards and the incremental common shares issuable
upon the exercise of stock options and warrants. Since the Company had a net loss for all periods presented, the effect
of all potentially dilutive securities is anti-dilutive. Accordingly, basic and diluted net loss per common share is the
same. Under the treasury stock method, unexercised in-the-money stock options are assumed to be exercised at the
beginning of the period or at issuance, if later. The assumed proceeds are then used to purchase common shares at the
average market price during the period. Stock-based payment awards that entitle their holders to receive
non-forfeitable dividends before vesting are considered participating securities and are included in the calculation of
basic and diluted earnings per share. Common share equivalents have not been included in the net loss per share
computation for the three and nine months ended September 30, 2014 and September 30, 2013 because their effect is
anti-dilutive.

The following table sets forth for the periods presented the potential common shares (prior to consideration of the
treasury stock method) excluded from the calculation of net loss per common share because their inclusion would
have been anti-dilutive:

Outstanding at
September 30,
2014 2013
Options outstanding 5,825 5,819
Warrants outstanding 609 3
6,433 5,822

Stock-Based Compensation
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Under the Company s stock-based compensation programs, the Company periodically grants stock options and
restricted stock to employees, directors and nonemployee consultants. The Company also issues shares under an
employee stock purchase plan. The fair value of all awards is recognized in the Company s statements of operations
over the requisite service period for each award. Awards that vest as the recipient provides service are expensed on a
straight-line basis over the requisite service period. Other awards, such as performance-based awards that vest upon
the achievement of specified goals, are expensed using the accelerated attribution
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method if achievement of the specified goals is considered probable. The Company has also granted awards that vest
upon the achievement of market conditions. Per ASC 718 Share-Based Payments, market conditions must be
considered in determining the estimated grant-date fair value of share-based payments and the market conditions must
be considered in determining the requisite service period over which compensation cost is recognized. The Company
estimates the fair value of the awards with market conditions using a Monte Carlo simulation, which utilizes several
assumptions including the risk-free interest rate, the volatility of the Company s stock and the exercise behavior of
award recipients. The grant-date fair value of the awards is then recognized over the requisite service period, which
represents the derived service period for the awards as determined by the Monte Carlo simulation.

The fair value of equi