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SPECIAL NOTE REGARDING FORWARD-LOOKING STATEMENTS
AND INDUSTRY DATA

This Annual Report on Form 10-K contains forwardiimg statements. In some cases you can idengfyetistatements by forward-
looking words such as “believe,” “may,” “will,” “@égnate,” “continue,” “anticipate,” “intend,” “could “would,” “project,” “plan,” “expect,” or
similar expressions, or the negative or plurahese words or expressions. These forward-lookimgstents include statements concerning th

following:

” o« ” i, ” o ” o« ”ou ” o« ” o« ” o« LI

e our estimates regarding our expenses, revenuésipatéd capital requirements and our needs foitiaddl financing;

* our or our partners’ ability to advance drugdidates into, and successfully complete, clinidals alone or in combination with
other drugs

» the frequency acFGFR1gene amplification in various patient populatic

» the timing of the initiation, progress and resoltpreclinical studies and research and developmegrams

e our expectations regarding the potential safeficafy or clinical utility of our product candidase

« the implementation, timing and likelihood of sucze$ our plans to develop companion diagnosticetmrproduct candidate
e our ability to maintain and establish collaborast

» the implementation of our business model, stratplgins for our business, drug candidates and téotyic

» the scope of protection we establish and maintaiintellectual property rights covering our druandidates and technoloc

» the size of patient populations targeted bydpods we or our partners develop and market adoptfi@ur potential products by
physicians and patient

« the timing or likelihood of regulatory filings arappprovals
» developments relating to our competitors and odustry; anc

* our expectations regarding licensing, acquisitiang strategic operatior

These statements are only current predictions emdubject to known and unknown risks, uncertasnted other factors that may cause
our or our industry’s actual results, levels ofiatt, performance or achievements to be materidifferent from those anticipated by the
forward-looking statements. We discuss many ofehisks in this report in greater detail underhikading “Risk Factorsidnd elsewhere in tt
report. You should not rely upon forward-lookingtsiments as predictions of future events.

Although we believe that the expectations refledteithe forward-looking statements are reasonatéegannot guarantee future results,
levels of activity, performance, or achievementsdpt as required by law, we are under no dutypttate or revise any of the forward-looking
statements, whether as a result of new informafigare events or otherwise, after the date of ibyport.

We obtained the industry, market and competitiveition data in this annual report from our own intd estimates and research as well
as from industry and general publications and mesesurveys and studies conducted by third paMi#sle we believe that each of these
studies and publications is reliable, we have ndépendently verified market and industry data fthird-party sources. While we believe our
internal company research is reliable and the malé&®nitions we use are appropriate, neither seskarch nor these definitions have been
verified by any independent source.
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PART I.
Iltem 1. Business.
Overview

We are a clinical-stage biotechnology company fedusn discovering and developing novel proteinapeutics. Protein therapeutics are
antibodies or drugs developed from extracellulatgins or protein fragments that block diseasegs®es, including cancer and inflammatory
diseases. We have developed a library of more5H&00 human extracellular proteins, which we b&ispresent substantially all of the
body’s medically important targets for protein tq@eutics. We screen this comprehensive library withproprietary high-throughput protein
screening technologies to identify new targetgfotein therapeutics. This platform has allowedoudevelop a pipeline of novel product
candidates for cancer and inflammatory diseasesmgenerate over $223 million under our collabioraarrangements through December 31
2013.

Each of our product candidates has an innovativehard@sm of action and addresses patient populatisnghich better therapies are still
needed. In addition, we are pursuing companionnaisiics for each of our lead programs to allowousaiect patients most likely to benefit
from treatment and therefore accelerate clinicabttgoment and improve patient care. Our most acedpcoduct candidates are as follows:

* FP-1039/GSK305223, or FP-1039, is a protein therapeutic that “traps” and neiges cancer-promoting fibroblast growth
factors, or FGFs, involved in cancer cell prolitesa and new blood vessel formation. FGFs are alyaof related extracellular
proteins that normally regulate cell proliferatiamd survival in humans. They act by binding to aotivating FGF receptors, or
FGFRs, which are cell surface proteins that trahgnoiwth signals to cells. Certain FGFs promotenghoof multiple solid tumors
by binding and activating FGFRs. Unlike other tipéea that indiscriminately block all FGFs, FP-1@8@esigned to only block
cancer-promoting FGFs and therefore may be assdcwith better tolerability than other known druandidates targeting the FGF
pathway. We have completed a Phase 1 clinical i our partner, GlaxoSmithKline, or GSK, is cactihg a multiarm Phase 1
clinical trial in patients with abnormally high lels of FGFR1or over-expression of FGE-We expect data from the dose escal:
phase of this trial by the end of 2014. GSK is oesible for the development and commercializatibRR®-1039 in the United
States, the European Union and Canada. We havgtiam ¢o c-promote F-1039 in the United State

* FPAOO08is an antibody that inhibits colony stimulatingtfael receptor, or CSF1R, and is being developdtktt patients with
inflammatory diseases, including rheumatoid aiihrdr RA. CSF1R is a cell surface protein thattaaa the survival and function
of certain immune response cells called monocytésnaacrophages. Monocytes and macrophages are adgnimeolved in the
aberrant immune response and inflammatory processasin some chronic inflammatory conditions, sagiRA. By inhibiting
CSF1R activation, FPA008 prevents the productiomoltiple inflammatory factors, such as tumor ns@dactor, interleukiré anc
interleukin-1, that are individually targeted bypapved therapeutics such ldamira ® (adalimumab)Actemra® (tocilizumab) and
Kineret® (anakinra), respectivelyAs a result, we believe FPA008 has the potentifbtee better efficacy than each of these
approved drugs. In addition, unlike currently maekeRA drugs, FPA0O08 directly inhibits bone-desingycells called osteoclasts.
We began a Phase 1 clinical trial for FPA0O8 indbet 2013 and expect preliminary data, includirfhimmation and bone
turnover biomarker data, from the healthy volunfeeation of this trial by the end of 201

» FPA144is an antibody that inhibits FGF receptor 2b, oiFR3b, and is being developed to treat patients gasiric cancer and
potentially other solid tumors. In preclinical siesl FPA144 was highly effective in blocking the@gth of gastric tumors that had
abnormally high levels of FGFR2b. We plan to begjiphase 1 clinical trial for FPA144 by the end @12 in patients wittrGFR2
geneamplified or FGFR2b ov-expressing tumor:

The process of discovering targets for proteingheutics has historically proven difficult and slovhere are more than 5,700 proteins in the
body that represent potential protein therapeatigets, but only about 30 are

1
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targeted by currently marketed protein drugs irceamand inflammatory diseases. We spent seven gaacgssfully developing a platform to
improve and accelerate the protein therapeutiogexy process. Our platform is based on two comptsne

* aproprietary library of more than 5,700 huneatracellular proteins that we believe is the noashprehensive collection of fully
functional extracellular proteins available andmsabundant source of medically relevant noveletarépr protein therapeutics; a

» proprietary and new technologies for producing &sting thousands of proteins at a til

We believe our platform improves and acceleratesdibcovery of new protein targets and proteinapeutics because it can:

« identify novel medically relevant protein tatg@nd protein therapeutics that have little opreviously known biological function
or are not in the public domain and cannot eaglgiscovered by other metho:

« determine the best protein target among maeyredtives for a particular disease by screeningcamparing nearly all possible
medically important targets simultaneously; i

« identify new targets more quickly and efficigrthan previously possible because it can produngktest thousands of proteins at a
time, rather than one or just a few at a ti

In the past several years we have used this ptatforidentify dozens of targets validated in rodmodels and to build a growing pipeline of
drug candidates. We have attracted numerous pshiperwith leading biopharmaceutical companiescivihiave generated over $223 million
in funding for our business through December 31,32@nder the FP-1039 license and collaboratior@gent with GSK, we are eligible to
receive up to $435 million in contingent paymefit& also have discovery collaborations with GSK B@B Pharma, S.A., or UCB, and are
eligible to receive potential option exercise faad contingent payments up to $124.3 million pegagtunder the GSK muscle diseases
collaboration, $193.8 million per target under &8K respiratory diseases collaboration, $92.2 amilfper target under the UCB fibrosis and
CNS collaboration and $300 million per target unol@rimmuno-oncology collaboration with Bristol-MgeSquibb Company, or BMS. We
believe our platform will continue to provide fundiopportunities through product and discoveryatmlations.

Our Strategy

Our goal is to use our proprietary platform to ntaim our leadership position in the discovery afdmative protein therapeutic targets and to
develop and commercialize protein therapeuticsetat tcancer and inflammatory diseases. The keyeslenof our strategy to achieve this goal
are:

» Focus on protein therapeutics to treat cancer amdlammatory diseasesProtein therapeutics accounted for over $71 biliron
global sales in 2012 for the treatment of cancdriafltammatory diseases. However, there contindgetsignificant medical needs
for novel and effective therapies. We believe thatlibrary includes substantially all medicallyportant extracellular proteins
involved in cancer and inflammatory diseases, aathbined with the significant experience and exgef our scientists in these
fields, we believe we are well positioned to idBntiew targets and to develop effective, novel @rotherapeutic:

» Continue to advance and expand our internal pipeditwWe are currently developing three product candgjd®-1039, FPA008
and FPA144. We plan to focus our resources onglreldpment of these product candidates and onwbsicy and developing ne
product candidates with our platfor

« Employ smarter drug development techniquWe will pursue indications and specific patient plagions in which activity of our
product candidates can be assessed early in ¢ldgealopment, potentially in Phase 1 clinicallgidVe also plan to use compar
diagnostics to identify patients most likely topead to our product candidates. We believe selggtatients using companion
diagnostics should increase the probability of essdn our clinical trials

2
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» Build a commercial enterprise by retaining rightef products in targeted specialty markeWe plan to eventually build sales and
marketing capabilities in selected specialty markleat we can adequately serve with a focused coammherganization. In our
collaboration with GSK for FP-1039 we have an aptio co-promote the product in the United Stateshé event that we out-
license other products in our pipeline, we plaretain rights to market the products ourselvehié@nlinited States, where
appropriate

» Enter into additional discovery and product collatadions to supplement our internal development chjidies and generatt
funding. Because our platform is broadly applicable, we ptapursue discovery collaborations in diseasesaptizer than cancer
and inflammation. In addition, we will license @rt rights to products within cancer and inflammiatio supplement our
development and commercialization capabilities.seheollaborations provide us with validation of tezhnology, significant
funding to advance our pipeline and access to dpwent, manufacturing and commercial expertisecapabilities

Product Pipeline
The following table summarizes key information abouwr three most advanced product candidates:

STAGE OF DEVELOPMENT AND

PRODUCT CANDIDATE INDICATION COMMERCIAL RIGHTS ANTICIPATED MILESTONES

FP-1039 FGFR1gene-amplified tumors, @ GSK-HGS: U.S., EU and Canada ¢ Phase 1b clinical trial underway.
e.g., squamous non-small cell lung_. . . -
ca%wce?'u . ) gizlve Prime: Co-promote in U.S.; ¢ Phase 1b clinical data from the d«
EGE-2 ,overexpressing tumors, e. retained rest of world rights esgalafttiz%nlghase expected by the
mesotheliom: endo '

FPAOO8 Rheumatoid arthritis; Five Prime : Global » Phase 1 clinical trial underway.
other inflammatory and fibrotic - - .
diseases » Preliminary Phase 1 clinical trial

data from healthy volunteer porti
expected by the end of 2014.

» Progress to dosing in RA patients
expected by the end of 201

FPA144 FGFR2gene-amplified or FGFR2bFive Prime: Global » Phase 1 clinical trial expected to
over-expressing tumors, e.g., gas commence by the end of 2014.
cancel

FP-1039

Overview. FP-1039 is a protein therapeutic we designeckttt tmultiple types of solid tumors by binding 65 that would otherwise bind to
and activate FGFR1. We have licensed rights to @83 1n the United States, the European Union amth@ato Human Genome Sciences,
Inc., or HGS. HGS was acquired by GSK in August2@ihd we refer to HGS as GSK-HGS. GSK commencedla-arm Phase 1b clinical
trial in the United States and Europe in July 2Dil8elected patients with tumors expressing higkl&of FGFR1. We expect data from the
dose escalation phase of this trial by the endd&#2
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FGFs and FGFRs regulate tumor cell proliferatiod e growth of new blood vessels, called angiogisn@he FGF family consists of 22
known proteins called ligands that exert their pblpgical effect on cells by binding to four FGFEGFR1, FGFR2, FGFR3 and FGFR4).
Dysregulation of the FGF pathway has been linkettiéogrowth of human tumors and poor patient prsgno

Certain tumors contain an excessive numbér@FR1genes, known as gene amplification. This gene dicgtiion results in excess
production, or the over-expression, of FGFR1 prots the surface of the tumor cell. This oegpression of FGFR1 leads to increased bin
of FGFs, which stimulate uncontrolled proliferatiohsome types of tumor cells. These tumors inckgiéamous non-small cell lung cancer, ol
squamous NSCLC, small cell lung cancer, or SCLEasircancer, and head and neck cancers. Patientsavh squamous NSCLC or breast
cancer witlFGFR1gene amplification have significantly reduced suaVrelative to comparable patients whose tumoreatcave this
amplification.

In addition to directly stimulating uncontrollednzzer cell proliferation, some FGFs can promote tugrowth through angiogenesis. By
triggering angiogenesis, cancerous cells can hedt metabolic needs and direct their own uncolgtdotell division. The FGFs that cause
angiogenesis are often present in mesotheliomgeadf kidney cancer called renal cell carcinomeRGC, and a type of liver cancer called
hepatocellular carcinoma, or HCC.

Market OpportunityWe believe there are currently no approved thesagiat specifically block FGFs or FGFRs. FP-103@eisigned to treat
patients with FGFR1 pathway dysregulation, partidylpatients with metastatic tumors that have apte other organs. The following table
shows our estimates of 2012 incidence and prevalehadvanced or metastatic tumors viitBFR1gene amplification:

PREVALENCE INCIDENCE OF
PREVALENCE INCIDENCE OF OF PATIENTS PATIENTS WITH
FREQUENCY OF OF PATIENTS PATIENTS WITH FGFR1
FGFR1 GENE WITH FGFR1 WITH GENE FGFR1 GENE
AMPLIFICATION GENE FGFR1GENE AMPLIFICATION AMPLIFICATION
AMPLIFICATION AMPLIFICATION
BY TUMOR IN EUROPE AND IN EUROPE AND
TUMOR TYPE TYPE IN THE U.S. IN THE U.S. ASIA ASIA
Squamous NSCLC 22% 11,00( 9,00( 51,00( 50,00(
Head and Neck Canc 17% 17,00( 5,00(C 132,00( 56,00(
Breast Cance 7-15% 32,00( 8,00( 148,00( 40,00(
(mean 1%)
SCLC 6% 2,00¢ 2,00 10,00( 10,00(
Total 62,00( 24,00( 341,00( 156,00(

In addition to our and GSK-HGS's research and dgeknt in the area of tumors wiiGFR1gene amplification, we are exploring the
potential development of FP-1039 in mesothelioma.astimate the 2013 incidence of mesotheliomal@03cases per year in the United
States, and 14,000 cases per year worldwide.

Our Program.FP-1039 is a novel protein therapeutic, which idekithe extracellular part of FGFR1. FP-1039 axtmainhibitor of FGFs,
because the FGFRL1 portion of the molecule binds3Bs and prevents them from binding to FGFR1 orotuend blood vessel cells. Because
FGF proteins circulating in the blood are calleghtids, FP-1039 is called a ligand trap. FP-103®iatdudes a portion of an antibody called
the Fc region (see Figure 1). Because the Fc ragian antibody is inherently very stable in thedulstream, we believe adding that fragment
to FP-1039 makes our protein therapeutic more si@bhlvell. The Fc region does not bind to FGFsijrmiéad serves only to improve the
stability of FP-1039.
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Figure 1: FF-1039 Binds to and Inactivates FGFs That PromotmduCell Growth and New Blood Vessel Growth
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Importantly, FP-1039 inhibits certain FGFs but atiters. Because it binds to most FGFs associatddtwnor growth and angiogenesis, it has
the capability of inhibiting growth of many diffarekinds of cancers. However, it does not bindrtd-&F called FGF23 that regulates
phosphate levels in the blood. Therefore, FP-10638&tment does not change phosphate levels in ¢logl bT his is in contrast to small molecule
inhibitors of FGF receptors being developed by NitisaAG and AstraZeneca plc and others, which bkbekactivity of both cancer-associated
FGFs and FGF23, and are reported to cause abngrnigli phosphate levels in the blood, known as hyipesphatemia. High phosphate le
can lead to calcification in tissues, includingddovessels. In our Phase 1 clinical trial, treatiméth FP-1039 in patients with solid tumors w
not associated with the side effects seen in tinéal trials with small molecule FGFR inhibitorghich included hyperphosphatemia and
retinal detachment. We expect FP-1039 to be betterated by patients. We also expect that it coa@ldised in dosages high enough to fully
block cancer-promoting FGFs, and that it has thermi@l to be safely combined with standard of cdremotherapy.

FP-1039 Phase 1 Clinical TrialDur Phase 1 clinical trial of FP-1039 was an odel, non-randomized, ascending-dose study designed
assess the safety, tolerability and pharmacokiseti¢-P-1039 administered weekly to patients witttastatic tumors for whom standard
therapy did not exist or was no longer effectivee Wénducted this Phase 1 clinical trial under aredtigational New Drug, or IND, application
that we submitted to the U.S. Food and Drug Adniai®n, or FDA, on May 29, 2008. FP-1039 was adstémed intravenously by a 30-
minute infusion. Patients received these infusmmse a week for a total of four infusions, followlaga two-week observation period. Patients
without progressive disease were given the optiazohtinue on FP-1039 on a weekly basis.

The 39 patients enrolled in the study had a vaoétymors, including advanced or metastatic breaster, lung cancer, colon/rectal cancer,
prostate cancer, head and neck cancers, or utaireer. Overall, FP-1039 was well tolerated overdbse range studied and no maximum
tolerated dose was observed in this study. Asdtrege believe that FP-1039 will be well toleraiaccombination with standard of care
chemotherapy. In the Phase 1 clinical trial, FP9l®8atment was not associated with hyperphosphatermetinal detachment as have been
observed in patients enrolled in trials with theafirmolecule FGFR inhibitors. We also studied bléexktls of FGF2, one of the most import
cancer-promoting FGFs, and observed a significaotehse of FGF2 in all patients tested.

5
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Because the primary objectives of the study werestess safety and pharmacokinetics oL&89 infusions, we did not require patients to |
tumors withFGFR1gene amplification. In this unselected patient pafion, no major tumor shrinkage was observed. Desmwt being
preselected foFGFR1gene amplification, 17 patients had stabilizatibtumor growth, known as stable disease, for vayyiariods of time.
One of the seventeen patients who had hormondaesjzrostate cancer that progressed during cheragii experienced tumor reduction of
20% following treatment with FP-1039, with stableedse duration of approximately seven months.

FP-1039 Preclinical Dataln preclinical testing, we observed inhibition afrtor growth with single-agent FP-1039, particulanlyumors with
FGFR1gene amplification, including squamous NSCLC and.S(Figure 2).

Figure 2: Treatment with F-1039 inhibits growth of squamous NSCLC and SCints with FGFR1 gene amplification in mouse models
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Furthermore, when combined with standard chemaoglyeidP-1039 treatment improves anti-tumor actiintpreclinical models. Figure 3
shows results in a preclinical model of squamou€NS and SCLC witiFGFR1gene amplification in which the addition of FP-1G89
chemotherapy resulted in greater tumor growth iitibito than either FP-1039 or chemotherapy alone.

Figure 3: Addition of FI-1039 to standard chemotherapy results in greathitiition of growth of squamous NSCLC and SCLC temith
FGFR1 gene amplification in mouse moc
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The FGF pathway has also been implicated in thgrpesion of RCC. In some preclinical models of REGF levels are high and promote
tumor growth and angiogenesis. Treatment of th&3€ Rimors with FP-1039 as a single agent resultéchibition of tumor growth (Figure
4).
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Figure 4: FF-1039 is active in a mouse model of Caki-1 RCC

= Control {1 mg/kg)
B FP-1039 (0.1 mglkg)
& FP-1038 {1 mgikg)
400 =k FP-1039 (10 malkg)

600+

500+

300+
200+

Tumor volume
(Mean mm’+ error)

100+

Days post tumor implantation

In most cases of human RCC there are abnormallyIbigels of a protein called VEGF that promotesi@genesis. There are therapies
designed to inhibit VEGF action, such\astrient® (pazopanib), which are approved for use in patiestis RCC. However, despite initial
control of tumor growth with anti-VEGF therapy, R@@nors eventually progress because other fadgtanisiding FGFs, replace VEGF in
stimulating blood vessel formation. In this setfiagti-FGF therapy with FP-1039 may provide addgicclinical benefit. In preclinical models
of RCC with abnormally high VEGF, the addition ®039 toVotrientresulted in greater inhibition of tumor growth théotrientalone
(Figure 5).

Figure 5: In a mouse model, -1039 in combination with Votrient, an anti-angiogsis therapeutic approved for RCC, results in tgea
inhibition of RCC tumor growth than either theragiewalone
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Current Development PlaGSK-HGS has commenced a Phase 1b clinical triBPeL039 in combination with several chemotherajpies
patients withFGFR1gene-amplified or FGF-2 over-expressing tumors uaddND that GSK-HGS submitted to the FDA on AR@, 2012.
The trial is designed as a three-arm, multicemten-randomized, parallel-group, uncontrolled, ofsdrel Phase 1b clinical trial of up to 120
patients at approximately 20 clinical sites. THig&e 1b clinical trial is designed to evaluatestety, tolerability, dosage and overall respons
rate of FP-1039:

e in combination with paclitaxel and carboplatin ieyiously untreated metastatic squamous NSCLC (Ayjr

7
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» in combination with docetaxel in metastatic squasmid&CLC that has progressed aftst-line chemotherapy (Arm B); ¢

* in combination with pemetrexed and cisplatin in athslioma (Arm C)

Clinical development of FP-1039 in patients wiBFR1geneamplified tumors will be accompanied by a diagnosdst at all stages of clinic
trials designed to identify the selected patiergipation we believe to be the most likely to beniéim this protein therapeutic and to enable
streamlined clinical development. Patients vitBFR1gene-amplified tumors are identified by stainingtéeperformed on tumor samples. In
the current Phase 1b trial of FP-1039, GSK-HGSisgua third party central lab to test tumor sammfilem prospective subjects to identify
those withFGFR1gene-amplified tumors. Neither we nor GSK-HGS hgeteengaged a third party to develop any compadiagnostic that
would be used in any future clinical trials of F@39 or required for the registration and appro¥&®-1039. In Arm C, enrolled patients with
mesothelioma will have their tumors analyzed regteasively for over-expression of FGF-2.

Additionally, we are exploring the feasibility odbreducting a study in other tumors, possibly RCEIGC, to assess the benefit of combining
FP-1039 with a VEGF inhibitor.

GSK-HGS has the rights to develop and commerci&@R€.039 in the United States, the European UnmiahGanada. We retain a co-
promotion option in the United States and full coenaial rights in the rest of world territories.

FPAOO8

Overview. FPA0O08 is an antibody that inhibits CSF1R aneimg developed to treat patients with RA. FPAOBS® has the potential to treat
patients with other inflammatory and fibrotic dises, including lupus nephritis, psoriatic arthyiginkylosing spondylitis, idiopathic pulmonary
fibrosis, inflammatory bowel disease and multipesosis. These are chronic, incurable disordetls sgrious medical complications and
disability for which better therapies with novel chanisms of action are needed. For example, wevegekPAO008 has the potential to be more
efficacious than current therapies in inflammatoonditions like rheumatoid arthritis because ig&ds a group of important inflammatory cell
types called monocytes and macrophages, whicheyrétkvers of the inflammation and joint destruntjorocess and are not targeted by
currently approved drugs. These cells depend orl&S6r their activity and survival. We initiatedPase 1 clinical trial in October 2013 to
evaluate safety, pharmacokinetics and modulatidnfEfmmation and bone turnover biomarkers in hgaltolunteer subjects and, additiona
to evaluate early clinical activity of FPA008 intigaats with RA. We expect preliminary clinical ddtam the healthy volunteer portion of the
trial by the end of 2014, at which time we expecbégin dosing RA patients with FPA00S8.

Monocytes and macrophages are cells of the immysters that, when abnormally activated, cause inftation in diseases such as RA. Tr
cells secrete a variety of proteins, including tumecrosis factor alpha, or TNF, interleukin-6, or IL-6, and interleukin-1 beta,lb-11, that
attract and activate inflammatory cells. Derivasiwé these inflammatory cells directly destroy btiesue in joints.

Until now, it has been difficult to block monocytasd macrophages because the protein targetsahtabkthese cells were only partially
known. Protein therapeutics that are approvedeat iRA, such aslumira, Remicade EnbrelandActemra, only block single factors released
from monocytes and macrophages, and other prdiemapeutics such &rencia® (abatacept) anRituxan® (rituximab) do not directly inhibit
monocytes and macrophages or their factors. Udindjlorary and proprietary platform, we discoveeedovel protein target called interleukin-
34, or IL-34, that is a key regulator of monocytel anacrophage numbers and activity and that isdaiinflamed joints of RA patients. Once
we discovered IL-34, we were able to use our pndibrary and our ligand-receptor matching techgglto identify its receptor, CSF1R. This
receptor is known to be expressed on the surfacgabcytes and macrophages. Before our discovelly-84, CSF1R was thought to have
only one ligand called CSF1. Both CSF1 and IL-3#dkb and activate CSF1R and therefore promotsuhéval and activity of monocytes
and macrophages. FPA008 blocks the binding of B&kR1 and IL-34 to CSF1R and thereby inhibits thevig and survival of these cells.

8



Table of Contents

Market OpportunityRA is a systemic inflammatory disease that cauaesage to the joints and other organs, affectingeqpmately 1% of
people in the United States. RA is a major caus#igatbility and is associated with reduced lifeentpncy, especially if it is not adequately
treated. In 2012, the top three RA biologic produmt global salesjumira, RemicadandEnbrel, represented over $25 billion in revenue.
Currently available therapies for patients suffgfirom RA include non-steroidal anti-inflammatomugds, or NSAIDs, corticosteroids,
methotrexate, leflunomide, sulfasalazine, hydrokyayquine, anti-tumor necrosis factor, or anti-TiFEinjectables and other biologic agents,
and small molecule Janus kinase, or JAK, inhibitors

The following table shows the estimated prevalesfdeA in the United States in 2012:

NUMBER OF PATIENTS IN

TYPE OF PATIENTS IN THE UNITED STATES 2012
Diagnosed with RA 1,900,00!
Patients treated with a pharmacological ay 1,800,001

Many RA patients are or will become unresponsiveuiment treatment options and experience sigmifidisease activity with progressive jc
and bone destruction, leading to pain, deformaied disability.

Our Program.FPAQ0O08 is an anti-CSF1R antibody, which we designdalock the ability of IL-34 and CSF1 to bindand activate CSF1R.
FPAO0O08 reduces the numbers and activity of monacgiel macrophages, and prevents the productioreteabe of inflammatory factors
(Figure 6). The advantage of this approach in caispa to, for exampleslumiraandActemra, is that the production of multiple deleterious
factors is inhibited simultaneously, potentiallgulting in better control of inflammation (Figurg Another advantage of blocking CSF1R is
that a special macrophage that breaks down bolted @n osteoclast, is inhibited. Therefore, ndy@ould FPA008 potentially be superior in
reducing inflammation, but it may also directly pugss bone destruction in the joints of patients wiflammatory diseases.

Figure 6: FPAO08 mechanism of acti
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Figure 7: Advantage of FPAOO08 versus other protharapeutict
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Preclinical ResultsWe and others have demonstrated that both IL-34C8fell are present at increased levels in the iefthjoints of patients
with RA. Biopsy samples of inflamed joints from igaits with RA incubated with FPAQGS vivoshowed reduced levels of the inflammatory
proteins TNFa , IL-6 and IL-18 compared with samples incubatetth&icontrol antibody (Figure 8). These studiewvigi® evidence that
FPAO0O08 can simultaneously inhibit the productiommfitiple cytokines that cause inflammation in RA.

Figure 8: Incubation of joint tissue from patiemtith RA with FPA0OS results in decreased Ta , IL-6 and IL-1R%)
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() Each pair of linked dots corresponds to samptes the same patient and treated with either argbtfitat does not bind to CSF1R, or
with FPA0OS.

In other preclinical studies, treatment with FPA@EG®I a similar antibody called cmFPAO08, used fiadiss in mice, resulted in several
expected beneficial effects including:

* reduced blood levels of inflammatory monocytespecific type of monocyte whose numbers areagdelduring chronic
inflammation and that produce high levels of inflaatory factors such as Tha ;

» reduced swelling of the joints (Figure 9); ¢
e reduced inflammation and bone destruction in tl jg-igure 10).

In preclinical studies shown in Figures 9 and IBAB08 was dosed to give roughly equivalent druglkein the blood aEnbrel, an approved

protein therapeutic for use in RA that blocks T&FIn these preclinical studies, FPA008 was betteeducing joint swelling, inflammation
and bone destruction compared=tabrel.
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Figure 9: Treatment with cmFPAQ008, a mouse forfARA0OS, prevents development of arthritis in aagdr-induced arthritis model
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Clinical Development PlanWe initiated a Phase 1 clinical trial in Octobefl2Qo assess the safety, tolerability, pharmacokimiand early
efficacy of FPA008. We are conducting the trialsidé the U.S. We have completed dosing in threertslof healthy volunteers in our Phas
trial and plan to expand to include patients with IR/ the end of 2014. The subsequent Phase 2 alitrial will be a randomized study in
patients with RA. We plan to submit an initial INBr FPA0O08 in connection with the Phase 2 clinicial. In our ongoing Phase 1 clinical trial
of FPA008, we will analyze clinical data and laldorg markers of inflammation and bone turnoverdeidence of biologic effect. In addition,
we will analyze biomarkers that may identify subseftRA patients who would benefit from FPA008 treant more than unselected patients
with RA to determine whether a companion diagnastiould be used in later clinical studies of FPAOQ® believe this approach may enable
us to streamline clinical development in the patfpulations most likely to benefit from FPA008eWave not yet engaged any third parties
to develop a companion diagnostic for FPA008. Wgeek preliminary clinical data from the healthy waleer portion of the Phase 1 clinical
trial by the end of 2014, at which time we expeché
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dosing in patients with RA. We are currently evéhg potential opportunities to develop FPA008 dditional indications by conducting
additional research and pre-clinical developmetiviies to identify a second target indication¢linding potentially idiopathic pulmonary
fibrosis, lupus nephritis and other inflammatorgatders, by the end of 2014.

FPA144

Overview. FPA144 is a monoclonal antibody directed agairfsrm of FGFR2, or FGFR2b. In some patients wahtgc cancer, the FGFR2b
protein is expressed at abnormally high levelshenttmor’s surface, in particular when the FGFR2egs amplified by cancer cells. We plan
to initiate a Phase 1 clinical trial by the end®61.4 in patients with gastric cancer that exprés®anally high levels of FGFR2b, as measured
by companion diagnostic tests. We will evaluatdyegimical activity and safety of FPA144 in thi®&se 1 clinical trial. We expect preliminary
Phase 1 clinical data from this trial by the en@015.

Market OpportunityScientific literature reports that approximatel\9%6-of patients with gastric cancer have tumors wiEFR2gene
amplification. We believe this results in abnormdiligh levels of FGFR2b protein on the tumor califace. In the United States, where the
prevalence was approximately 73,500 patients ir22@% estimate that approximately 2,200 to 6,6(rgacancer patients have th&FR2
gene amplification. Outside of the United Statelsesg the prevalence of gastric cancer was ovetlibmpatients in 2012, we estimate that
approximately 31,000 to 93,000 gastric cancer pttibave th&GFR2gene amplification. For patients in the United &awith metastatic
gastric cancer, the 5-year survival rate is only F¥ose patients witRGFR2gene amplification have significantly reduced suavicompared
to other patients with gastric cancer.

A portion of patients with gastric cancer have tusrthat do not have FGFR2 gene amplification hlitestpress the FGFR2b protein at
abnormally high levels on the tumor’s surface, amdbelieve these patients would also likely berfeditn treatment with FPA144.

Given the relatively small patient population am@psurvival, we believe that the gastric cancedidation will be an orphan indication in the
United States, and that the sub-set of patients gastric cancer bearing tR6&FR2gene amplification constitutes an ultraorphan iatiam. By
developing FPA144 for an ultraorphan indicationhvatsignificant unmet medical need, we may be tmhéglvance FPA144 substantially fastel
than industry average drug development timelines .balieve that our clinical development organizat®well suited to conduct such a
focused, capital-efficient clinical developmentmpfar FGFR2gene-amplified and/or FGFR2b over-expressing gastmcer. We plan to
develop and commercialize FPA144 ourselves in thiged States. We plan to seek a collaborator toncernialize FPA144 outside of the
United States.

Our Program.We believe that FPA144 acts on the tumor cell io tays:

* FPA144 prevents binding of certain FGFs to F@FBnd inhibits their ability to promote the grovatthe tumor cells. The FGFs
that bind to FGFR2b are different than the FGFsltirad to FP-1039. Thus, the spectrum of anti-tuandivity for FPA144 is
different than FP-1039. Our preclinical studiesiéate that FP-1039 is not effective against gastitcer with abnormally high
levels of FGFR2b, whereas FPA144 is effect

* Once FPA144 binds to FGFR2b proteins on thiasarof the tumor cell, it engages cells of the ime system to kill the tumor cell
in a process called antibc-dependent ce-mediated cytotoxicity, or ADCC

In preclinical studies, FPA144 is highly effectiveblocking the growth of gastric cancers that praelabnormally high levels of FGFR2b. T
is demonstrated in Figure 11, where human gasimmts withFGFR2gene amplification were treated with increasingedost FPA144,
resulting in significant inhibition of tumor growtimd tumor shrinkage when compared to a contrdbaahy.
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Figure 11: Increasing doses of FPA144 inhibit grovef human gastric tumors that contain an amplifima of the FGFR2 gene in a mot
model
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Clinical Development PlariThe tumor cells that haweGFR2gene amplification or too much FGFR2b protein agirtburface can be identified
by special staining tests performed on the tumecaBise FGFR2b is the target for FPA144, patientsbts can be screened for abnormally
high levels of this protein &#GFR2gene amplification, helping to identify the patemost likely to respond to FPA144 treatment. Thus,
development of FPA144 in cancer patients will beoagpanied by development of two companion diagondssts to identify those tumors that
either have too much FGFR2b on their surfacE@FR2gene amplification, enabling streamlined clinicaldlopment in the patient
populations most likely to benefit. We plan to geepanion diagnostic tests to identify these p&ianclinical trials at all stages. We will
need to engage a third party to develop any compagtiagnostics that would be used in clinical sriaf FPA144 or required for the registrat
and approval of FPA144, however, we have not ygagad any third party for this purpose.

We plan to submit an IND with the FDA and initi@d>hase 1 clinical trial by the end of 2014 inlthiited States and Asia. We expect
preliminary Phase 1 clinical data from this triglthe end of 2015. This trial will enroll patientdéth gastric cancer with abnormally high levels
of FGFR2b in order to evaluate early clinical aityiand safety of FPA144. If the Phase 1 trial dasimates acceptable safety and evidence of
clinical activity of FPA144, we plan to conduct alltimational Phase 2 clinical trial and considetiating a Phase 1 clinical trial in Japan for
further development in that country. If we seeeaslidence of a therapeutic effect in these pagiemé intend to meet with regulatory
authorities to discuss the possibility of an expaticlinical development and regulatory pathwayRBA144. We intend to seek orphan drug
designation with the FDA before the end of the BHaslinical trial, and if eligible, expedited rew and approval programs, including
breakthrough therapy and fast track designationERA144.

Cancer Immunotherapy Drug Discovery Program

Overview. We are currently focusing our internal researffébres primarily in the area of cancer immunotheraphich we sometimes refer to
as immuno-oncology. Cancers grow and spread betaos® cells have developed ways to evade elinondty the immune system. For
example, cancer cells make proteins which applythekes”to immune cells and prevent the immune cells fralfimg the tumor cells. One «
the most exciting recent discoveries in cancerajmehas been the identification of ways to relehsse “brakesénd allow the immune cells
once again kill tumor cells. This new approachlechtancer immunotherapy, has the potential obnbt reducing tumor growth like
traditional therapies, but potentially eliminatithge cancer entirely in some patients.

New targets for cancer immunotherapy are needaddeess those patients that do respond to or céoleodte agents currently
development. We believe we are well positionediemtify new targets and protein drugs in cancerumotherapy because:

» Protein drugs will be the best therapeutic strateggancer immunotherapAnti-tumor immunity often involves interactions
between extracellular proteins that are not easdgulated with small molecule drugs. We are focumediscovering and
developing novel protein therapeuti
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» There are likely many new targets yet to be diseml:&or example, the protein partners are not knowrséoeral of the proteins
thought to have a role in modulating anti-tumor iomity, such as TIM-3, VISTA, B7-H3 and B7-H4. Thexe likely many
additional proteins that regulate the immune respdn tumors that have not yet been describedavacterized

» Our biologics discovery platform is designed tonitify targets such as those involved in cancer imotihwerapy. Our proprietary
library of more than 5,700 human extracellular eims contains many proteins that are candidate imemodulators. We are using
our discovery platform to discover novel pathwagd to identify protein partners for molecules knawrbe involved in the anti-
tumor immune response, such as -3, VISTA, B7-H3 and B-H4.

» Our dual focus on cancer and inflammatory diseigives us expertise and capabilities needed to sddoecancer immunotherag
We are applying all aspects of our biologics disgg\platform, as discussed below, including ceBdshscreeningn vivoscreening and
receptorligand matching technologies in our cancer immuehy research program. We have identified novgkta that we believe could

useful in cancer immunotherapy and are activelidatihg these and looking for additional targets Jlan to generate therapeutic proteins,
including antibodies or ligand traps, directedhe targets we identify, and advance select carelidato pre-clinical development.

Our Biologics Discovery Platform
Overview

Targets for protein therapeutics are proteins énlbdy that when inappropriately produced or after@n result in human diseases. Protein
therapeutics can be designed to reverse thesesdismasing mechanisms. Traditional ways to discover taegets for protein therapeutics h
relied on a slow “trial-and-error” approach studyim single or a small number of proteins at a tifiere are more than 5,700 proteins in the
body that represent potential protein therapeatigets, but only about 30 are targeted by currantiyketed protein drugs in cancer and
inflammatory diseases.

We have successfully developed a platform to imertine traditionally difficult and slow process a$abvering new protein therapeutics. The
platform is based on two components (Figure 12):

e aproprietary library of more than 5,700 huneatracellular proteins that we believe is the noashprehensive collection of fully
functional extracellular proteins and is an abundanrce of medically relevant novel targets fatein therapeutics; ar

e proprietary and new technologies for producing testing thousands of proteins at a til

We believe our platform improves and accelerategtbcovery of new protein targets and proteinapeutics because it can:

« identify novel medically relevant protein tatg@nd protein therapeutics that have little opreviously known biological function
or are not in the public domain and cannot eaglyliscovered by other methos

» determine the best protein target among maeyredtives for a particular disease by screenincamparing nearly all possible
medically important targets simultaneously; i

» identify new targets more quickly and efficigrthan previously possible because it can produnktest thousands of proteins at a
time, rather than one or just a few at a ti

In the past several years we have used this phatforidentify dozens of targets validated in rodmoidels and a growing pipeline of drug
candidates. We have attracted numerous partnensftipseading biopharmaceutical companies that lgameerated over $223 million in
funding for our business since 2006. We are cugrent
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engaged in discovery collaborations with GSK, UGB 8MS. We are eligible to receive potential optéxercise fees and contingent
payments up to $124.3 million per target underGisX muscle diseases collaboration, $193.8 millientprget under the GSK respiratory
diseases collaboration, $92.2 million per targetarrthe UCB fibrosis and CNS collaboration and $80ilon per target under our immuno-
oncology collaboration with BMS.

We spent approximately seven years developing raedriating the components of our discovery platfofire scientific expertise and time
required to develop our platform impose significhatriers to entry that would make it difficult farcompetitor to reproduce what we have
created. We believe that in our discovery platferencontrol a scarce and valuable set of resoufaiesn the dearth of new target discovery in
the biopharmaceutical industry and the continuedtirfer pharmaceutical companies to restock pipglare replace aging products facing
patent expiry, we believe that the platform wilhtioue to provide opportunities for monetizatiorotingh product and discovery collaborations
as it has done in the past.

Figure 12: Our Protein Therapeutic Discovery Platfo
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Protein Library

We have built a library that we believe representsstantially all of the body’s medically importdatgets for protein therapeutics and an
abundant source of potential future protein dra@yg. library is derived from more than 100 distihaman tissues and comprises more than
5,700 human proteins. This library includes thegirs that form the basis of marketed blockbustetgin drugs, such dsantus® (insulin
glargine),Herceptin® (trastuzumab) anHumira, which we believe validates the utility of the gid@m. In addition, the library contains
thousands of other proteins, including novel protariants that are not disclosed in the public diom

Generally, protein collections are generated fr@megcopies called cDNAs. cDNAs are copies of gémetsactively direct the production of
protein and can be used to reproduce in the latgr#tte same protein that is made in the body. Hewef one end of the cDNA, called the 5
prime end, is not present, the protein cannot béemahe 5 prime end is the most difficult partted £xpressed gene to copy with traditional
technology generally available to scientists. Wedugroprietary technology specifically developedatve this problem by capturing more
cDNAs with 5 prime ends intact. Accordingly, weibgk our collection of cDNAs is more complete thlose collections developed by other
companies that were not able to produce the 5 peimgeof many genes. We believe we have therefara hble to make a comprehensive
collection of full-length, fully functional protegthat is now the basis of our discovery platform.
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Novel Technologies to Produce and Screen the Lilyrar High Throughput

We have developed a suite of technologies for primduand screening the proteins in our library tiddresses the limitations of traditional
drug screening methods when applied to proteinss&tiechnologies are composed of a combinationrodwn proprietary technology along
with other publicly available technologies, incladitechnologies we have in-licensed on a erdusive basis from third parties. Generally,
protect these proprietary biologics discovery platf technologies as trade secrets or know-how amibtiseek to obtain patents to cover the
biologics discovery platform technologies we depelo

High-Throughput Protein ProductionThe difficulty of producing large numbers of npvoteins in a functional form presents a limitation

the discovery of new protein drugs. Our high-thigugt protein production system includes proprietaghnologies developed over several
years that allow us to produce more than 2,00Cprstper week at therapeutically relevant amoumtisvéith a high level of consistency. v
produce the proteins for our cell-based screenystem using human cells to best ensure proteinmade in the same correct, functional form
in which they are made in the human body. Our teldgies enable us to reliably produce our entiein library in less than three weeks. In
contrast, typical methods producing one or a festgins at a time would take years to produce atibof this size and would have to be
repeated for each target discovery screen.

Cell-Based Screens to Identify Protein Therapeléigets. We design complex cellased screens that better model the fundamentabizal
processes underlying the disease of interest, dapt ahem to be compatible with our protein librdrnycontrast, because traditional small
molecule drug screening can involve testing miliai compounds, pharmaceutical companies for palattasons have often had to resort to
using isolated enzymes or simple cultures of asdld that can fail to mimic important aspects ofvteells function in the body. We have
undertaken what we believe to be some of the mawaptex cell-based screens in high throughput withegin libraries, including screens with
rare stem cells and combinations of diseased pyitmaman cell types. We execute these screens omated, state-of-the-art screening
systems designed and built in-house and analyzad ssftware developed by us. To date, we haveeseg: each of the proteins in our protein
library in screens using approximately 50 differeelt types. Using our cell-based screens, we d@mvered the target that forms the basis ¢
our FPA008 program and numerous other novel tafgetevere asthma, pulmonary fibrosis, muscleadisecancer and other diseases.

Rapid In Vivo Protein Production SysteOur rapidin vivo protein production system, or RIPPSenables us to produce and test the proteins
in our library directlyin vivoin virtually any rodent model of disease and inhhilgroughput. RIPPS technology identifies new tesrgieat

cannot be easily identified in other ways. FurtfRiRPS not only identifies novel targets for protgierapeutics—for example, targets for
therapeutic antibodies—it can also identify progdimat are new therapeutics themselves becauseezten in the library is tested for its
ability to affect a disease in a rodent model. FBRRoids the costly and time-consuming processinedjfor conventionaih vivotesting of
efficacy and safety that includes expression, sep)eurification, characterization and formulatwireach protein one at a time. Using RIPPS,
we have identified and validated dozens of newet@rgnd protein drug candidates in rodent modetsiéer, inflammatory disorders, muscle
disease and other conditions.

Receptc-Ligand MatchingSome proteins are referred to as ligands and #hartactions by binding to a receptor on a cetfate. In order to
optimally treat some diseases, one must know thetiy of both the receptor and the ligand. Our poehensive collection of protein ligands
and extracellular domains of cell surface receppoosides us with the ability to identify liganddareceptor pairs. Historically, this informati
has led to new therapeutic targets by identifylmgliest target in a disease pathway and has irciélas probability of success of drug
development by enhancing understanding of the rmesmeof action of a therapeutic candidate. Using tdcchnology, we have identified the
target for FPAOO8 and several new ligands, inclgdwmo new hormones.
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Growing Database of Protein FunctiorfEach of the proteins in our library has beeretbgt numerous screens on different cell typess Thi
provides us with an extensive database of how peatkin performs in different screens and whethir specific to a given disease process or
has a broader set of activities. The cumulativa ffaim all the screens allows us to identify thestrappropriate target.

Collaborations

Since 2006, we have entered into seven discovdigbarations with Boehringer Ingelheim GmbH, or Baager, Centocor Research and
Development Inc., or Centocor, GSK, Pfizer Inc.Péizer, UCB and BMS, under which we have develoged conducted or plan to develop
and conduct cell-based ammdvivo screens using our protein discovery platform, lip@nd expertise to identify, validate and chanaotetarge
proteins involved in several disease areas. Thissevkry collaborations have provided us with agjpnately $106.9 million in non-equity
funding through December 31, 2013. We also soldeshaf our convertible preferred stock to Johnsaio®nson Development Corporation,
affiliate of Centocor, Pfizer and GSK in connectigith entering into these discovery collaboratiforstotal equity funding of $63 million frol
these collaboration partners. Our discovery colfations with GSK, UCB and BMS are ongoing and, fdSecember 31, 2013, we are eligible
to receive up to an additional $12.3 million ofeasch funding and technology access fees throufj @0rsuant to our GSK and UCB
discovery collaborations. The research obligatiomder each of our discovery collaborations with lBo®er, Centocor and Pfizer have ended
We have no ongoing performance obligations andal@rpect to receive any significant additionalsideration under these discovery
collaborations. We plan to continue to seek outalisry collaboration partners and engage in disonssvith pharmaceutical and biotech
companies regarding potential new discovery coliatians.

In addition to our discovery collaborations, in 20&e entered into a regional product collaboratigth HGS for FP-1039 that has provided us
with approximately $53 million in upfront and resgaand development fees through December 31, 20&3are also eligible to receive
additional research, development, regulatory afesdaased contingent payments, as well as royaltiaget product sales under our discovery
and product collaborations. Certain terms of ollaboration with GSK-HGS and our active discovegjlaborations with GSK, UCB and

BMS are summarized below.

FP-1039 License and Collaboration with GSK-HGS

In March 2011, we entered into a license and colation agreement with GSK-HGS, or the FP-103%keg pursuant to which we granted to
HGS an exclusive license to develop and commezei&P1039 and other FGFR1 fusion proteins in the Un8&ates, the European Union ¢
Canada. GSK-HGS controls the development of FP-1@B&h GSK-HGS refers to as GSK3052230, in thesdtories. We retain rights to
develop and commercialize FP-1039 in territorietsiole the United States, the European Union anddaan

GSK-HGS paid us an upfront license fee of $50 onillin connection with its entry into the FP-103%®hse. GSK-HGS is obligated to pay us
contingent payments, which could total up to $43lion based upon the achievement of pre-specifiedelopment, regulatory and
commercial criteria. These contingent paymentxamposed of up to $70 million for the ppecified development criteria, up to $195 mill
for the pre-specified regulatory criteria, and a$170 million for the pre-specified commerciakeria. Related to the pre-specified
development criteria, we could receive, within tiext 24 months, a $5 million contingent paymentru@SK-HGS'’s completion of its Phase
1b clinical trial and a $15 million contingent pagmt if GSK-HGS initiates a Phase 2 clinical triakertain manufacturing criteria are not met,
these aggregate potential contingent payments ¢otdtup to $310 million, instead of $435 millioe are also eligible to receive tiered
royalty payments on a country-by-country basis ftbmlow-double digits to the high-teens basedetrsales of FP-1039 for the longer of the
life of certain patents covering FP-1039 in suchntoy or 12 years after the first commercial sdl€®-1039 in such country. We cannot
determine the date on which GSK-HGS's royalty paynobligations to us would expire because no corsraksales of FP-1039 have
occurred and the last-to-expire relevant patent
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covering FP-1039 in a given country may changéénfuiture. Currently, the last-to-expire issuedeptt covering FP-1039 will expire in 2031
in the United States and in 2026 in certain Europmauntries. Additional patents that may issuéaWnited States, Europe and Canada from
pending patent applications would expire betwee262ind 2034. These patent expiration dates doeflett any patent term extensions that
may be available, which are not determinable attihie.

We have a minority co-promote option for FP-103%hi@ United States. To exercise our right to cayote FP-1039, we must notify GSK-
HGS prior to the later of (i) five days after thknfy of the first Biologic License Application, @LA, with the FDA, for FP-1039 or (ii) six

months after GSK-HGS notifies us of the anticipdtiag of the first BLA for FP-1039. If we exerasour right to co-promote FP-1039, we
would receive a low single-digit increase in thgaity rate that GSK-HGS would otherwise pay ustietpto net sales in the United States.

GSK-HGS is responsible for conducting FP-1039 eglaesearch, development and commercializatiomiges in the United States, the
European Union and Canada, at GSK-HGS'’s cost apenme. We do not have any obligation to fund arthede activities.

GSK-HGS is obligated to pay us for the costs ofF&lt1039-related research and development aciviteeundertake on behalf of GSK-HGS.
At the time we entered into the FP-1039 licenseagieed to perform services for the conduct othiea-concluding FP-1039 Phase 1 clinical
trial. We also elected to conduct a Phase 2 clinizd of FP-1039 in endometrial cancer for whigk were reimbursed by GSK-HGS.
Additionally, GSK-HGS is obligated to pay us foetbosts of other FP-1039-related research and @f@welnt activities we elect to undertake
on behalf of GSK-HGS. GSK-HGS has paid us $3.3ionilfor our conduct of these activities through Baber 31, 2013. The Phase 2 clinical
trial of FP-1039 in endometrial cancer was terngdah January 2012. We are no longer conductingaatiyities with respect to this trial and
are not currently undertaking any other FP-1038teel research or development activities on belig3K-HGS.

We and HGS agreed to disclose to each other FP{4@@%nical and clinical data in the form of firgtlidy reports from future trials or studies
conducted by either of us. We and HGS also agtesideither party may use, at no cost, any suchamged preclinical or clinical data in
regulatory filings we or GSK-HGS make with respecEP-1039 in our respective territories. For exanafter GSK-HGS completes its Phase
1b clinical trial of FP-1039, we would be able &euthe clinical data from that filing in regulatdijngs we may file in Japan regarding FP-
1039, which is outside of GSK-HGS's territory.

The FP-1039 license will terminate upon the expbrabf the royalty terms of any products that refndm the collaboration. In addition, GSK-
HGS may terminate this agreement at any time wdtraace written notice, and either party may tertairthis agreement for the other party’s
material breach if such party fails to cure thealsheor upon certain insolvency events. Either pandy also terminate the agreement upon
certain patent challenges made against one andthiie event that GSK-HGS terminates the agreeifoermonvenience or if we terminate for
certain material breaches or due to a patent aigglewe shall have to pay GSK-HGS royalties onrsetysales in the United States, the
European Union or Canada for 12 years after tise dwmmercial sale.

GSK US Muscle Diseases Collaboration

In July 2010, we entered into a research collamrand license agreement, referred to as the mualistases collaboration, with
GlaxoSmithKline LLC, or GSK US, to identify poteatidrug targets and drug candidates to treat sidetaiscle diseases. In May 2011, we
amended the muscle diseases collaboration to expan@search plan in scope and duration to inciudadditional cell-based screen andran
vivo screen using our RIPPS technology. We are condytiree customized cell-based screens androvigo screen of our protein library
under the muscle diseases collaboration. The ywaeresearch term for the original two cell-base®ens ended in July 2013 and the three-
year research term for the «-based anih vivoscreens added in May 2011 will end in May 2014.
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At the inception of the muscle diseases collabonatGSK US made an upfront payment to us of $71Bomiand purchased from us shares of
our preferred stock for $7.5 million. Through Ded®n31, 2013, we have received $9.9 million of aesie funding under the muscle diseases
collaboration, which ends in May 2014.

In the course of conducting cell-based andivo screens of our protein library in the muscle diseallaboration we have discovered and
expect to continue to discover proteins that mapdtential drug targets or drug candidates fortimgaskeletal muscle diseases. Under the
muscle diseases collaboration, GSK US has the tigéwvaluate proteins identified in the screensarducted for limited periods of time and
after such evaluation the right to obtain an exekisvorldwide license to develop and commerciapreducts that incorporate or target the
selected protein. In December 2012, GSK US selexfatein for further evaluation and triggereddz3million target evaluation fee. In
September 2013, we and GSK US agreed to extergltiigation period for this protein therapeutic &rigy approximately eight months and
GSK US paid us a $0.2 million extension fee. Inaber 2013, GSK US exercised its right to reservdiigher evaluation several additional
protein therapeutic targets for muscle diseasdsabaliscovered in this agreement with GSK US aaid ps another $0.3 million target
evaluation fee.

If GSK US elects to take an exclusive license poaein it has evaluated, GSK US would have sadeaasibility for the further development
and commercialization of products that incorporatéarget the protein at GSK US’s cost and expeWhaeare eligible to receive up to $124.3
million in potential option exercise fees and cogént payments with respect to each protein tahgetGSK US elects to obtain rights,
comprising aggregate target evaluation and seleéties of up to $1.8 million, preclinical and demhent-related contingent payments of up
to $28.5 million, regulatory-related contingent pents of up to $40.0 million and commercial-relatedtingent payments of up to $54.0
million. For each product that incorporates or ¢ascpa licensed protein target, GSK US is also aldig to pay us tiered low- to mid-single digit
royalties on net sales of such product for the éorgf the life of certain patents licensed to GSK ¢bvering such product or 12 years after the
first commercial sale of such product. We cannd¢icheine the date on which GSK US’s potential royatilyment obligations to us would
expire because GSK US has not yet elected to talex@usive license to evaluate any protein tarmyed, therefore we cannot identify related
patents to any such relevant licensed protein targe

The muscle diseases collaboration agreement wiilliteate upon the expiration of the royalty term@n§ products that incorporate or target a
protein exclusively licensed under the collaboratio addition, GSK US may terminate the agreera¢any time with advance written notice,
and either party may terminate the agreement witttem notice for the other party’s material bre#csuch party fails to cure the breach or
upon certain insolvency events.

GSK UK Respiratory Diseases Collaboration

In April 2012, we entered into a research collaboraand license agreement, referred to as theregspy diseases collaboration, with Glaxo
Group Limited, or GSK UK, to identify new therapeupproaches to treat refractory asthma and cbiastructive pulmonary disease, or
COPD, function with a particular focus on identifginovel protein therapeutics and antibody targ#esplan to conduct up to six customized
cell-based screens of our protein library under#spiratory diseases collaboration. The four-yesearch term will end in April 2016.

At the inception of the respiratory diseases calfabon, GSK UK made an upfront payment to us ob$illion and purchased shares of our
preferred stock for $10.0 million. Through DecemBg&r 2013, we have also received $4.9 million ekerch funding and we are eligible to
receive up to an additional $5.9 million of reséafitending under the respiratory diseases collalmrahrough the remainder of the research
term, which ends in April 2016.

In the course of conducting screens of our prdibmary in the respiratory diseases collaboratiwa,expect to discover proteins that may be
potential drug targets or drug candidates for imgatefractory asthma or COPD. Under the respiyatliseases collaboration, GSK UK has the
right to evaluate proteins identified in the scream conduct for limited periods of time and affech evaluation the right to obtain an
exclusive worldwide license to develop and comnadie products that incorporate or target the pmote
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Prior to the time GSK UK exercises its right toaihtan exclusive worldwide license to a proteimgédywe will discuss and agree on Track 1
Targets, over which GSK UK will have sole respoitigjbfor the further development and commercialiaa of products that incorporate or
target such protein targets, and Track 2 Targetsyhich we will develop biologics that incorporatetarget such protein targets through to
clinical proof of mechanism in either a Phase ficél trial or Phase 2 clinical trial. We will tak&to consideration each party’s available
resources and capabilities at the time in decidihigch protein targets will be Track 1 Targets oadk 2 Targets, but subject to each party’s
general right to alternate in such selection arti @iSK UK to have the right to first select.

For Track 1 Targets, GSK UK would have sole resiility for the further development and commerdialion of products that incorporate or
target the protein, including with respect to piréchl studies, clinical development, manufacturamgl commercialization, at GSK UK'’s cost
and expense. For Track 2 Targets, we would hawerssponsibility for the further development oflb@ic products that incorporate or target
the protein, including with respect to preclinistidies, clinical development and manufacturingyuatcost and expense through agreed-upor
proof-of-mechanism endpoints in a Phase 1 or Phatiaical trial.

We are eligible to receive up to $124.3 milliorpiotential target evaluation and selection feescmiingent payments with respect to each
Track 1 Target. These potential fees and paymeatsanposed of target evaluation and selectiondéap to $1.8 million, preclinical and
development-related contingent payments of up &5gillion, regulatory-related contingent paymeuitsip to $40.0 million and commercial-
related contingent payments of up to $54.0 milliéor each product that incorporates or targetsaakit Target, GSK UK is also obligated to
pay us tiered low- to mid-single digit royalties wet sales of such product for the longer of tfeedf certain patents licensed to GSK UK
covering such product or 10 years after the fioshmercial sale of such product. We cannot deterithiaelate on which GSK UK'’s potential
royalty payment obligations to us would expire hessaGSK UK has not yet elected to take an exclUgiease to any evaluated protein target,
and therefore we cannot identify related patenengosuch relevant licensed protein target.

We are eligible to receive up to $193.8 milliorpiotential target evaluation and selection feescmtiingent payments with respect to each
Track 2 Target. These potential fees and paymeatsanposed of per target evaluation and seleéties of up to $1.8 million, a clinical pro
of mechanism option exercise fee of up to $23.0ionil preclinical and development-related contingeayments of up to $36.5 million,
regulatory-related contingent payments of up to.®53illion and commercial-related contingent paytsef up to $79.5 million. For each
product that incorporates or targets a Track 2 a@SK UK is also obligated to pay us tiered hagimgle to low-double digit royalties on net
sales of such product for the longer of the lifeeftain patents licensed to GSK UK covering suddpct or 10 years after the first commer
sale of such product.

The respiratory diseases collaboration agreemdhtanininate upon the expiration of the royaltyntsrof any products that incorporate or
target a protein exclusively licensed under théabolration. In addition, GSK UK may terminate tligeement at any time with advance wri
notice, and either party may terminate the agreémih written notice for the other par/material breach if such party fails to cure theabt
or immediately in the case of failure to complywitertain anti-bribery and anti-corruption polic@supon certain insolvency events.

UCB Fibrosis and CNS Collaboration

In March 2013, we entered into a research collatmrand license agreement with UCB, referred tthadibrosis and CNS collaboration, to
identify innovative biologics targets and therajesiin the areas of fibrosis-related immunologgegises and central nervous system, or CNS
disorders. We plan to conduct five customized bakled anéh vivoscreens of our protein library under the fibrosid &NS collaboration. We
currently expect to complete our initial researctivities under the fibrosis and CNS collaboratipnMarch 2016. Upon the completion of
those research activities, UCB has up to a two-gealuation period during which we may be obligategerform additional services at the
request of UCB.
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At the inception of the fibrosis and CNS collab@af UCB made payments to us of $8.2 million. We eligible to receive up to an additional
$6.4 million of technology access fees and resefamtling under the fibrosis and CNS collaboratimmf March 2014 through March 2016. In
addition, we may be eligible to receive up to $hiBion if UCB elects to have us conduct a thirdrbsis screen.

In the course of conducting screens of our prdibmary in the fibrosis and CNS collaboration wepegt to discover proteins that may be
potential drug targets or drug candidates for Bigcelated immunologic diseases and CNS disorderseté fibrosis and CNS collaborati
UCB has the right to evaluate proteins identifiedhie screens we conduct for limited periods oktand after such evaluation the right to
obtain an exclusive worldwide license to develog aammercialize products that incorporate or tatigetprotein.

If UCB elects to obtain an exclusive license taatgin it has evaluated, UCB would have sole resjtility for the further development and
commercialization of products that incorporateasgét the protein at UCB’s cost and expense. Welaible to receive up to $92.2 million in
potential evaluation and selection fees and coatihgayments with respect to each protein targaticB elects to obtain an exclusive
license, comprising aggregate target evaluationsatettion fees of up to $0.4 million, preclinieald developmentelated contingent payme

of up to $11.8 million, regulatory-related contimggpayments of up to $20.0 million and commereci@ated contingent payments of up to $t
million. For each product that incorporates or ¢éasca licensed protein target, UCB is also obligiabepay us tiered low- to mid-single digit
royalties on net sales of such product for the éorgf the life of certain patents covering suchdoai or 10 years after the first commercial sale
of such product. We cannot determine the date aohwbCB'’s potential royalty payment obligationsu® would expire because UCB has not
yet elected to take an exclusive license to anjuated protein target, and therefore we cannottifyerelated patents to any such relev
licensed protein target.

The fibrosis and CNS collaboration agreement wilirtinate upon the expiration of the royalty terrharyy products that incorporate or target ¢
protein exclusively licensed under the collaboratio addition, UCB may terminate the agreemeratngttime with advance written notice, &
either party may terminate the agreement with amithotice for the other party’s material breacbui¢h party fails to cure the breach or upon
certain insolvency events.

BMS Immunc-Oncology Collaboration

In March 2014, we entered into a research collatmrand license agreement with BMS, which we rédeais the immuno-oncology
collaboration, pursuant to which we and BMS willlaborate in carrying out a research program tdi§tover novel interacting proteins in t
undisclosed immune checkpoint pathways, which vier te as the checkpoint pathways, using our tadlggeiovery platform; (i) further the
understanding of target biology with respect tge¢#s in these checkpoint pathways; and (iii) disc@nd pre-clinically develop compounds
suitable for development for human therapeutic aggsnst targets in these checkpoint pathways.

The initial three-year research term of the immonaelogy collaboration will end in March 2017. BNM&s the option to extend the research
term for two additional one-year terms.

In connection with entering into the immuno-oncglagllaboration, BMS will make an upfront paymeh$@0 million to us and provide $9.5
million in research funding over the course of itigal three-year research term. We will be ellgito receive up to $240 million per
collaboration target in specified developmentajutatory and commercialization contingent paymeotsprising aggregate developmental
contingent payments of up to $53 million, aggregatgilatory contingent payments of up to $74 milland aggregate commercialization
contingent payments of up to $113 million. We wailo be eligible to receive up to $60 million ilesabased contingent payments per
collaboration product.

For each commercialized product under the immureslogy collaboration that is directed toward a &diig the checkpoint pathways, BMS is
also obligated to pay us tiered mid-single digitow double-digit percentage royalties, subjeateduction in certain circumstances, on net
sales of such product for the longer of (i) 12 gear
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after the first commercial sale of such produd},tie life of certain patents licensed coveringtsproduct or (iii) the date on which any
applicable regulatory, pediatric, orphan drug dadclusivity with respect to such product expik&e cannot determine the date on which
BMS's potential royalty payment obligations to usuld expire because BMS has not yet commerciabiagdproducts under the immuno-
oncology collaboration and therefore we cannottifiethe date of the first commercial sale or aelated patents covering such product.

Unless earlier terminated by either party, the imoroncology collaboration will expire on a prodigtproduct and country-by-country basis
upon the expiration of all of BMS’s payment obligats under the immuno-oncology collaboration agreemBMS may terminate the
immuno-oncology collaboration agreement in itsreyi or on a collaboration target-by-collaboratiarget basis at any time with advance
written notice. Either party may terminate the immatoncology collaboration agreement in its entit@tyn a collaboration target-by-
collaboration target basis with written notice floe other party’s material breach if such partsfto cure the breach. Either party also may
terminate the immuno-oncology collaboration agregmeits entirety upon certain insolvency eventgolving the other party.

In connection with the immuno-oncology collaboratagreement, BMS purchased 994,352 shares of oumon stock at a price per share of
$21.16, for an aggregate purchase price of $21llmmi

License Agreements
License Agreement with Galax

In December 2011, we entered into a license agneewith Galaxy Biotech LLC, or Galaxy, pursuanttbich Galaxy granted to us an
exclusive worldwide license to develop and comnadime FGFR2b antibodies, including FPA144. Underlibense agreement, we are
obligated to use commercially reasonable effordeteelop and commercialize at least one licensedymt in at least one tumor indication. We
paid Galaxy an upfront license fee of $3.0 millinrconnection with our entry into the license agneat, which we paid in two equal
installments in January 2012 and July 2012.

We are obligated to pay Galaxy milestone paymehtgpdo $92.5 million comprising aggregate predaiiand intellectual property-related
milestone payments of up to $3.0 million, developtrrelated milestone payments of up to $18.0 mrilfior development in two indications,
aggregate regulatory-related milestone paymengp @b $41.5 million for two indications and aggregeommercial-related milestone
payments of up to $30.0 million. We are also oltégeao pay tiered royalties on net sales of FPAftdrh the high-single digits to the low-
double digits.

Our license agreement with Galaxy will remain ifeef until the expiration of our royalty obligatismnder the license agreement in all
countries. For each licensed product, we are digltbto pay Galaxy royalties on net sales of suddyet on a country-by-country basis for the
longer of the life of the licensed patents covesngh product in such country or 10 years aftefiteecommercial sale of such product in suct
country. We cannot determine the date on whichrayalty payment obligations to Galaxy would exgiexause no commercial sales of
FPA144 have occurred and the last-to-expire relepatent covering FPA144 in a given country mayngfeain the future. Currently, Galaxy
has an issued patent, which we have licensed, iogvEPA144 in the United States that expires inR@alaxy patents that may issue in other
countries, including in Europe and Japan, from pengatent applications would expire in 2029. Theatent expiration dates do not reflect
any patent term extensions that may be availabligghware not determinable at this time.

We may terminate the license agreement for conmeri@ its entirety or on a country-by-country lsagbon prior written notice to Galaxy.
Either party may terminate the license agreemeits iantirety or with respect to certain count@é®r the first commercial sale of a licensed
product in certain circumstances in the event afireured material breach by the other party. Eilzety may terminate the license agreemen
in the event of the
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other party’s filing or institution of bankruptcsgorganization, liquidation or receivership prodagdr upon an assignment of a substantial
portion of its assets for the benefit of credit@slaxy may terminate the license agreement if meng of our affiliates challenge the validity
or enforceability of any patent licensed to us afa®y under the license agreement or if we aidseishany affiliate or third party in such a
challenge other than as required by law.

License Agreement with The Regents of the Universif California

In September 2006, we entered into a license agneewith The Regents of the University of Calif@nor the UC Regents, pursuant to which
the UC Regents granted to us an exclusive licendencertain patents to develop and commercialiadyzts, including FP-1039, and practice
certain methods covered by the patents. Undeiidbade agreement, we are obligated to use comrignaasonable efforts to develop and
commercialize at least one licensed product.

We are obligated to pay the UC Regents milestogenpats of up to $0.8 million for the developmend amarketing approval of FP-1039 in
cancer. We are also obligated to pay the UC Regeluw single-digit royalty on net sales of FP-1086the life of the relevant licensed
patents. If we sublicense our rights under ouneeagreement with UC Regents, we would be obligai@ay the UC Regents a percentage ¢
the total gross proceeds we receive in consideratioghe grant of the sublicense, which total antaupuld be first reduced by the aggregate
amount of certain research and development re@atpdnses we have incurred. The portion of the &atpisted sublicense proceeds we would
pay the UC Regents would be a nsidgle digit percentage of the proceeds if suchiceise occurred prior to the first Phase 2 clihidal of a
licensed product, or a low-single digit percentafithe proceeds if such sublicense occurred dieeirtitiation of the first Phase 2 clinical trial
of a licensed product.

Our license agreement with the UC Regents will ianraeffect until the expiration or abandonmenttad last to expire of the licensed pate
We may terminate the license agreement for conmeri its entirety upon prior written notice t@tdC Regents. The UC Regents may
terminate the license agreement in its entirethé@event of our uncured material breach of thenke agreement. The license agreement will
automatically terminate upon the filing of a petitifor bankruptcy relief that is not dismissed with set period of time.

Non-exclusive License with BioWa-Lonza

In February 2012, we entered into a license agraemi¢h BioWa, Inc. and Lonza Sales AG, or BioWankza, pursuant to which BioWa-
Lonza granted us a non-exclusive license to usePogelligent® CHOK1SV technology, including the CHOK1SV cell lirend a non-
exclusive license to related know-how and patértiss license is necessary to produce our FPAl4ibGahy.

We are obligated to pay BioWa-Lonza aggregate mofespayments of up to $25.7 million for developineegulatory and commercialization
milestones achieved in our FPA144 antibody progifa.are also obligated to pay BioWa-Lonza tierggliies on net sales of FPA144 up to
mid-single digit percentages of the proceeds o sades.

Our license agreement with BioWa-Lonza will remiaireffect until the expiration of our royalty obéijons. For each licensed product, we are
obligated to pay BioWa-Lonza royalties on net salesuch product on a country-by-country basidtfierlonger of the life of the licensed
patents covering such product in such country oyeldds after the first commercial sale of such pobéh a major market country, which
includes the United States. However, because weMeethe last-to-expire patents currently licenteds under the license agreement would
expire in less than 10 years, we believe the datetdch our royalty payment obligations to BioWarza would expire in any country would
be 10 years after the first commercial sale of qurdduct in a major market country.
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We may terminate the license agreement for conmerisubject to our continuing obligation to payaitigs. BioWa-Lonza may terminate the
license agreement in the event of our uncured naatmeach, if we oppose or dispute the validityafents licensed to us under the license
agreement or if we are declared insolvent, makasaignment for the benefit of creditors, are thHgexi of bankruptcy proceedings or have a
receiver or trustee appointed for substantiallyofbur property.

Non-exclusive License with Board of Trustees of theldmd Stanford Junior University

In February 2006, we entered into a license agraemith the Board of Trustees of the Leland Stashfiwnior University, or Stanford, pursu
to which Stanford granted to us a non-exclusivense to use certain biological materials and asxatdsive license to related patents. We us
the licensed materials in the production of pratémour protein library.

We are obligated to pay a non-material annualdesdintain this license agreement. We have no toikespayment or royalty obligations
under our license agreement with Stanford.

The license agreement has no fixed term. We mayinate the license agreement for convenience. &tunfiay terminate the license
agreement in the event of our uncured materialdirea

Non-exclusive License with National Research Council@anada

In December 2013, we entered into a license agneewith the National Research Council of Canad@\RE, pursuant to which NRC grant
to us a non-exclusive license to use certain biokdgnaterials and a non-exclusive license to eelgtatents. We use the licensed materials in
the production of proteins in our protein library.

We have no milestone payment or royalty obligationder our license agreement with NRC.

The initial term of the license agreement expine®©ecember 31, 2018, after which we may annualigwefor additional one-year terms for a

fee. The NRC may terminate the license agreemeawe ilecome bankrupt or insolvent, have a receippoiated to continue our operations or

resolve to wind up. We may terminate at any timéhwiritten notice. Either party may terminate tloehse agreement in the event of the othe
party’s uncured material breach.

Intellectual Property

Our intellectual property is critical to our busiiseand we strive to protect it, including by obiagnand maintaining patent protection in the
United States and internationally for our prodiandidates, novel biological discoveries, includirggv targets and applications, and other
inventions that are important to our business.dewproduct candidates, generally we initially pugratent protection covering both
compositions of matter and methods of use.

Throughout the development of our product candilate seek to identify additional means of obtajnpatent protection that would
potentially enhance commercial success, includingugh additional methods of use and biomarkercamopanion diagnostic related claims.
We also rely on trade secrets relating to our dispoplatform and product candidates and seekdtept and maintain the confidentiality of
proprietary information to protect aspects of ousihess that are not amenable to, or that we doarstider appropriate for, patent protection.

Our success will also depend significantly on duility to obtain rights to intellectual propertyldeby third parties that may be necessary or
useful to our business, including for the discoyeigvelopment and commercialization of our prodactdidates. We generally obtain rights to
third-party intellectual property through exclusiwenon-exclusive licenses. For example, we hatered into a non-exclusive license with
BioWa-Lonza to use their PotelligehCHOK1SV technology, which is necessary to produser®A144
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antibody, and non-exclusive licenses with eacthefNRC and Stanford to use materials and techreddfat we use in the production of our
protein library. If we are not able to obtain right intellectual property held by third partieatthre necessary or useful to our business, our
business could be harmed, possibly materially.

The patent positions of biotechnology companies tilirs are generally uncertain and involve comfagal, scientific and factual questions. In
addition, the coverage claimed in a patent apptinatan be significantly reduced before the paiteigsued, and its scope can be reinterpretec
after issuance. Consequently, we may not obtamaintain adequate patent protection for any ofpraduct candidates. We cannot predict
whether the patent applications we are currenthgying will issue as patents in any particulargdittion or whether the claims of any issued
patents will provide sufficient proprietary protect from competitors. Any patents that we hold rbaychallenged, circumvented or invalide
by third parties. For a more comprehensive disoussf the risks related to our intellectual propepiease see “Risk FactordRisks Related t
Our Intellectual Property.”

The patent portfolios for our three most advanacedjfams are summarized below:

FP-1039

Our patent portfolio for FP-1039 includes patemtd patent applications wholly owned by us, as aglpatents we exclusively licensed from
UC Regents.

The FP-1039 patent portfolio that we wholly ownlimies issued patents and pending patent applisatiovering compositions of matter,
methods of use, including certain combination thimsiand dosing regimens, and biomarkers relatifg?£L039. This patent portfolio includ
patents issued in the United States, Europe, J&frarg Kong, Australia and New Zealand. The issuesl patents covering composition of
matter and methods for using FP-1039 expire in 20862031, respectively. The issued patent in Japaering composition of matter for FP-
1039 expires in 2026. The issued patents in Eutdpag Kong, Australia and New Zealand covering cosifion of matter and methods of
using FP-1039 expire in 2026. The FP-1039 paterifglio that we wholly own also includes pending3Jand foreign patent applications
covering composition of matter and methods of Bst¢ents that may issue from these pending U.Sfamaijn patent applications would exg
between 2026 and 2034.

The FP-1039 patent portfolio also includes issuefl @nd foreign patents we exclusively license ftbenUC Regents that cover composition
of matter and methods of producing E@39. These exclusively licensed patents inclusiged U.S. patents covering composition of mattdr
methods of producing FPO39 that expire between 2019 and 2020 and andgzatent in Korea covering composition of mattest arethods c
producing FP-1039 that expires in 2014.

FPAOO8

Our FPA008 patent portfolio is wholly owned by uslancludes an issued U.S. patent as well as pgnidis. and foreign patent applications
covering compositions of matter, methods of uselaacharkers relating to FPA008. The issued U.S.musition of matter patent expires in
2031. Patents that may issue from these pendingdddforeign applications would expire between288d 2033.

FPA144

Our patent portfolio for FPA144 includes patentd aatent applications we exclusively licensed fi@alaxy, as well as a pending U.S. patent
application wholly owned by us. The patent portiolie exclusively licensed from Galaxy includes ssued U.S. patent as well as pending
U.S. and foreign patent applications covering cositmms of matter and methods of use of FPA144.i¥heed U.S. composition of matter
patent expires in 2029. Patents that may issue fr@se pending U.S. and foreign applications weutlgire in 2029. Patents that may issue
from the pending U.S. patent application wholly edrby us would expire in 2034.

The term of individual patents depends upon thellegm of the patents in the countries in whiaodytare obtained. In most countries in which
we file, the patent term is 20 years from the eatldate of filing a non-provisional patent applima.
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In the United States, the patent term of a patatitdovers an FDA-approved drug may also be eldin patent term extension, which permits
patent term restoration as compensation for thenpaerm lost during the FDA regulatory review sg. The Hatch-Waxman Act permits a
patent term extension of up to five years beyomdetkpiration of the patent. The length of the patienm extension is related to the length of
time the drug is under regulatory review. Patemhtextension cannot extend the remaining termputant beyond a total of 14 years from the
date of product approval and only one patent aablecto an approved drug may be extended. Simitarigions are available in Europe and
other foreign jurisdictions to extend the term qfedient that covers an approved drug. In the futbiemd when our products receive FDA
approval, we expect to apply for patent term ext@sson patents covering those products. We plaedéd patent term extensions to any of ou
issued patents in any jurisdiction where thesexaalable, however there is no guarantee thatppécable authorities, including the FDA in
the United States, will agree with our assessmewhether such extensions should be granted, agiéifted, the length of such extensions.

We also rely on trade secret protection for ouffidemtial and proprietary information. Although wake steps to protect our proprietary
information and trade secrets, including throught@xtual means with our employees and consultthitd, parties may independently deve
substantially equivalent proprietary informatiorddachniques or otherwise gain access to our sadeets or disclose our technology. Thus
may not be able to meaningfully protect our tragierats. It is our policy to require our employems)sultants, outside scientific collaborators,
sponsored researchers and other advisors to examifidentiality agreements upon the commencenteainployment or consulting
relationships with us. These agreements provideathaonfidential information concerning our busas or financial affairs developed or made
known to the individual during the course of thdiiidual’s relationship with us is to be kept catgitial and not disclosed to third parties
except in specific circumstances. Our agreemertts employees also provide that all inventions corezkby the employee in the course of
employment with us or from the employee’s use afaanfidential information are our exclusive prager

Manufacturing

We have process development and small-scale maatifagcapabilities. We generally perform cell liaed process development for our
product candidates and manufacture quantities oflaug candidates necessary to conduct preclistcalies of our investigational drug
candidates. We do not have and we do not curretdly to acquire or develop the facilities or cajpitdes to manufacture bulk drug substanc
filled drug product for use in human clinical tsaWe rely on third-party manufacturers to prodogkx drug substance required for our clinical
trials and expect to continue to rely on third {garto manufacture clinical trial drug supplies ttoe foreseeable future. We also contract with
additional third parties for the filling, labelingackaging, storage and distribution of investiyadl drug products. We have personnel with
significant technical, manufacturing, analyticalatity and project management experience to overygethird-party manufacturers and to
manage manufacturing and quality data and infolondtr regulatory compliance purposes.

We must manufacture drug product for clinical triak in compliance with current Good Manufactugctices, or cGMP. The cGMP
regulations include requirements relating to orgation of personnel, buildings and facilities, gument, control of components and drug
product containers and closures, production andgz®controls, packaging and labeling controlgjihgland distribution, laboratory controls,
records and reports, and returned or salvaged ptedlihe manufacturing facilities for our produetsst meet cGMP requirements and FDA
satisfaction before any product is approved and¢avemanufacture commercial products. Our thirdyparanufacturers are also subject to
periodic inspections of facilities by the FDA antth@r authorities, including procedures and openatissed in the testing and manufacture of
our products to assess our compliance with appécagulations. Failure to comply with statutorydaegulatory requirements subjects a
manufacturer to possible legal or regulatory actincluding warning letters, the seizure or recélproducts, injunctions, consent decrees
placing significant restrictions on or suspendingnufacturing operations and civil and criminal geées. These actions could have a material
impact on the availability of our products. Contraanufacturers often encounter difficulties invnty production yields, quality control and
quality assurance, as well as shortages of qualfersonnel.
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FP-1039 Manufacturing

GSK is responsible for the manufacture, at its eost expense, of FP-1039 drug substance and ditiegl product used in activities GSK
undertakes under the FP-1039 license. PursuahetbR-1039 license, we have the right to requir @Smanufacture and supply to us FP-
1039 bulk drug substance and filled FP-1039 druglpct for our or our sublicensees’ use for develepinand commercial activities for
territories outside of the United States, the EsespUnion or Canada, which are the territorieshilvGSK has development and commercia
rights for FP-1039. Under the FP-1039 license, greed to pay GSK 110% of GSK’s manufacturing céstsupply to be used in connection
with Phase 1 or Phase 2 clinical trials and 120% 8K’s manufacturing costs for supply to be useBhase 3 or post-approval clinical studies
or commercial activities. If we exclusively licenger rights to develop and commercialize FP-103®@iritories outside of the United States,
the European Union or Canada or we undergo a chafrgentrol transaction, then GSK’s obligation tamafacture and supply FP-1039 for us
will terminate 24 months after we or our licensiest tommercializes FRO39 outside of the United States, the EuropeaotJoi Canada or,
later, 24 months after the exclusive license ongeeof control.

FPAO08 Manufacturing

We contracted with third parties for the manufaetof FPA008 bulk drug substance and drug prodwtiogimer third parties for the labeling ¢
distribution of FPA008 drug product for our Phasdidical trial of FPA008. We believe we have sciéint quantities of FPA008 drug
substance and drug product manufactured to supplpeeds for our Phase 1 clinical trial.

FPA144 Manufacturing

We have not yet contracted with a third party fa manufacture of FPA144 bulk drug substance athifilling, labeling and distribution of
FPA144 drug product for clinical trials. We haveiitified and negotiated with several third-partynefacturers with facilities and capabilities
necessary to manufacture FPA144 bulk drug subst&vedelieve we will be able to contract with orighese third parties for the manufact
of FPA144 bulk drug substance in order to condwhase 1 clinical trial of FPA144.

Commercialization

We have not yet established sales, marketing atymtadistribution operations because our lead chatels are still in preclinical or early
clinical development. We generally expect to resime commercial rights in the United States farpaduct candidates in specialty markets
Pursuant to our FP-1039 collaboration, we have-promotion right in the United States which, if ecised by us, will allow us to field a
minority percentage of the total United Statessé&dece promotional effort (from GSK and us comblijéf we exercise our option to co-
promote FP-1039 in the United States prior to ssbion of a BLA, we expect to commence commercittimeactivities by building a focused
sales and marketing organization in the UnitedeSttd sell FP-1039 with GSK. We believe that sutlerganization will be able to address the
community of oncologists who are the key specilisttreating the patient populations for which F339 is being developed.

Competition

The biotechnology and pharmaceutical industriesheagacterized by continuing technological advare@mnd significant competition. While
we believe that our product candidates, technolkggwledge, experience and scientific resourcesigeous with competitive advantages, we
face competition from major pharmaceutical anddsibhology companies, academic institutions, govental agencies and public and private
research institutions, among others. Any produntlctates that we successfully develop and commigeiwill compete with existing

therapies and new therapies that may become aleifathe future. Key product features that woufeet our ability to effectively compete
with other therapeutics include the efficacy, sa#aid
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convenience of our products and the ease of useffetiveness of any companion diagnostics. Thellef generic competition and the
availability of reimbursement from government arldeo third-party payors will also significantly afft the pricing and competitiveness of our
products. Our competitors also may obtain FDA beotregulatory approval for their products moradapthan we may obtain approval for
ours, which could result in our competitors estdbitig a strong market position before we are abnter the market.

Many of the companies against which we may compate significantly greater financial resources arpertise in research and developmen
manufacturing, preclinical testing, conducting idal trials, obtaining regulatory approvals and keding approved products than we do.
Smaller or early-stage companies may also probe tsignificant competitors, particularly througHlaborative arrangements with large and
established companies. These competitors also demglh us in recruiting and retaining qualifiedesttific and management personnel and
establishing clinical trial sites and patient régigon for clinical trials, as well as in acquigitechnologies complementary to, or necessary for
our programs.

Government Regulation and Product Approval

In the United States, the FDA regulates proteimapeutics like FP-1039 and our other current prodandidates as biological drug products,
or biologics, under the Federal Food, Drug, andn@ii Act, the Public Health Service Act and redategulations. Biologics are also subject
to other federal, state and local statutes andatggos. Failure to comply with the applicable WitStates regulatory requirements at any time
during the product development process, approwalgss or after approval may subject an applicaatitoinistrative or judicial actions. These
actions could include the suspension or terminatioeiinical trials by the FDA or an InstitutionRleview Board, or IRB, the FDA's refusal to
approve pending applications or supplements, watlvdl of an approval, warning letters, product rsc@roduct seizures, total or partial
suspension of production or distribution, importegigion, injunctions, fines, civil penalties orraihal prosecution. Any administrative or
judicial action could have a material adverse effecus.

The FDA and comparable regulatory agencies in stadelocal jurisdictions and in foreign countriggibse substantial requirements upon the
clinical development, manufacture and marketinbiofogics. These agencies and other federal, ateddocal entities regulate research and
development activities and the testing, manufaciymelity control, safety, effectiveness, puritpigncy, labeling, storage, distribution, record
keeping and reporting, approval, import and exgatertising and promotion and post-market sumedé of our products.

The FDA's policies may change and additional goweznt regulations may be enacted that could premedelay regulatory approval of any
future product candidates or approval of produehanufacturing changes, new disease indicationgpet changes. We cannot predict the
likelihood, nature or extent of adverse governmarigulation that might arise from future legislatior administrative action, either in the
United States or abroad.

Biologics Marketing Approva

The process required by the FDA before biologicy bmmarketed in the United States generally ine®lhe following:
» nonclinical laboratory and animal tes
» submission of an IND application, which must becaffective before clinical trials may beg

» adequate and well-controlled human clinical#rito establish the safety, purity and potenchefproposed biologic for its intended
use or uses

e pre-approval inspection of manufacturing facilities atidical trial sites; ant

» FDA approval of a BLA, which must occur before albgic can be marketed or so

The testing and approval process requires subataimtie and financial resources, and we cannoeb@in that any new approvals for our
product candidates will be granted on a timely fiaéat all.
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Our planned clinical trials for our product candatamay not begin or be completed on schedulé all.aClinical trials can be delayed for a
variety of reasons, including delays in:

» obtaining regulatory approval to commence a st

» reaching agreement with third-party clinicddltisites and their subsequent performance in cctimtyaccurate and reliable studies
on a timely basis

« obtaining institutional review board approval t;ndact a study at a prospective s
e recruiting patients to participate in a study;

» supply of the investigational product and relateaterials, such as companion diagnos

Before testing any compound in human subjectspgamy must develop extensive preclinical data. IPiieal testing generally includes
laboratory evaluation of product chemistry and folation, as well as toxicological and pharmacolag#tudies in several animal species to
assess the quality and safety of the product. Anstoaies must be performed in compliance withRB&'s Good Laboratory Practice, or
GLP, regulations and the United States DepartmieAgaculture’s Animal Welfare Act and related rdgtions.

Prior to commencing the first clinical trial in hams, an initial IND application must be submittedite FDA. A company must submit
preclinical testing results to the FDA as parttef tND, and the FDA must evaluate whether theeniadequate basis for testing the drug in
humans. The IND application automatically beconfé=scéve 30 days after receipt by the FDA unless DA within the 30-day time period
raises concerns or questions about the condubedilinical trial and places the trial on clinitalld. In such case, the IND application sponsotl
must resolve any outstanding concerns with the BBfore the clinical trial may begin. A separatersigsion to the existing IND application
must be made for each successive clinical tribet@onducted during product development. Furthemdependent IRB for each site propos

to conduct the clinical trial must review and apgdhe plan for any clinical trial before it comnees at that site. Informed consent must also
be obtained from each study subject. Regulatofyaaities, an IRB, a data safety monitoring boarthersponsor, may suspend or terminate a
clinical trial at any time on various grounds, indihg a finding that the participants are beingesqul to an unacceptable health risk.

A study sponsor is required to submit to the Natldnstitutes of Health, or NIH, for public posting NIH's clinical trial website, details abc
certain active clinical trials and clinical triadsults. For purposes of BLA approval, human clinidals are typically conducted in phases that
may overlap:

* Phase 1—the biologic is initially given to hibgl human subjects or patients and tested forysadesage tolerance, reactivity,
absorption, metabolism, distribution and excretibmese studies may also gain early evidence outefémess. During Phase 1
clinical trials, sufficient information about theviestigational product’s effects may be obtainepdaomit the design of well-
controlled and scientifically valid Phase 2 clifitials.

» Phase 2—studies are conducted in a limited murmmbpatients in the target population to idenfifyssible adverse effects and safet
risks, to determine the efficacy of the productdpecific targeted diseases and to determine ddebggance and optimal dosage.
Multiple Phase 2 clinical trials may be conductgdhe sponsor to obtain information prior to begignlarger and more expensive
Phase 3 clinical trials

» Phase 3—when Phase 2 evaluations demonstedta ttosage range of the product appears effeatisidhas an acceptable safety
profile, and provide sufficient information for tldesign of Phase 3 clinical trials, Phase 3 clirtigals are undertaken to provide
statistically significant evidence of clinical efficy and to further test for safety in an expanuiéent population at multiple clinic
trial sites. They are performed after preliminavidence suggesting effectiveness of the drug has bbtained, and are intended to
further evaluate dosage, effectiveness and sategstablish the overall benefit-risk relationsbfghe investigational drug, and to
provide an adequate basis for product approvaheyrDA.

All of these trials must be conducted in accordamite Good Clinical Practice, or GCP, requiremdntsrder for the data to be considered
reliable for regulatory purposes.
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Government regulation may delay or prevent margetdinproduct candidates for a considerable perfdane and impose costly procedures
upon our activities. We cannot be certain thatRbé or any other regulatory agency will grant apgis for any future product candidates «
timely basis, if at all. Success in early stageicdl trials does not ensure success in later stigjeal trials. Data obtained from clinical
activities is not always conclusive and may be spsble to varying interpretations, which couldalellimit or prevent regulatory approval.

The Biologic License Application Approval Process

In order to obtain approval to market a biologithie United States, a BLA must be submitted toRD@& that provides data establishing to the
FDA's satisfaction the safety and effectivenesthefinvestigational product for the proposed intiica Each BLA submission requires a
substantial user fee payment unless a waiver anptien applies. The application includes all relevdata available from pertinent nonclinical
studies and clinical trials, including negativeaonbiguous results as well as positive findingsetbgr with detailed information relating to the
product’s chemistry, manufacturing, controls anopmsed labeling, among other things. Data can doone company-sponsored clinical trials
intended to test the safety and effectivenessusksof a product, or from a number of alternativerses, including studies initiated by
investigators.

The FDA will initially review the BLA for completezss before it accepts it for filing. Under the FBArocedures, the agency has 60 days
its receipt of a BLA to determine whether the aggiion will be accepted for filing based on theragyes threshold determination that the
application is sufficiently complete to permit stébttive review. After the BLA submission is accapter filing, the FDA reviews the BLA to
determine, among other things, whether the proppsediict is safe, pure and potent, which includgsminining whether it is effective for its
intended use, and whether the product is being faatwred in accordance with cGMP, to assure ansepve the product’s identity, strength,
quality, potency and purity. The FDA may refer apgiions for novel products or products that présificult questions of safety or efficacy
to an advisory committee, typically a panel thatudes clinicians and other experts, for revievgleation and a recommendation as to whe
the application should be approved and, if so, umd®t conditions. The FDA is not bound by the raotendations of an advisory committee,
but it considers such recommendations carefullynwheaking decisions.

During the approval process, the FDA also will detiee whether a Risk Evaluation and Mitigation &gy, or REMS, is necessary to assure
the safe use of the biologic. A REMS may includaaws elements depending on what the FDA considecsssary for the safe use of the d
These elements range from a medication guide @erggiackage insert to limitations on who may priégcor dispense the biologic. If the FI
concludes that a REMS is needed, the BLA sponsat submit a proposed REMS; the FDA will not apprtwe BLA without a REMS, if
required by the agency.

Based on pivotal Phase 3 clinical trial resultsrsitfed in a BLA, upon the request of an applicéime, FDA may grant a priority review
designation to a product, which sets the target ftatFDA action on the application at six monttani the FDA's filing of the BLA, rather
than the standard 10 months. Priority review i€giwhere preliminary estimates indicate that a pegdf approved, has the potential to
provide a significant improvement compared to mat#eroducts or offers a therapy where no satisfgalternative therapy exists. Priority
review designation does not change the scientifidioal standard for approval or the quality of evide necessary to support approval.

After the FDA completes its initial review of a BL.& will either communicate to the sponsor thatill approve the product, or issue a
complete response letter to communicate that itneil approve the BLA in its current form and téomm the sponsor of changes that the
sponsor must make or additional clinical, nonclhior manufacturing data that must be receivedrbefee FDA can approve the application,
with no implication regarding the ultimate approNi&pof the application. If a complete responstideis issued, the sponsor may either
resubmit the BLA, addressing all of the deficiesdentified in the letter, or withdraw the apptioa.

Before approving a BLA, the FDA will inspect theeiiities at which the product is manufactured. H2A will not approve the product unless
it determines that the manufacturing processedanilities are in compliance
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with cGMP requirements and are adequate to assms#stent production of the product within requispecifications. Additionally, before
approving a BLA, the FDA may inspect one or moirichl sites to assure compliance with GCP. IffBA determines the application,
manufacturing process or manufacturing facilities ot acceptable, it typically will outline thefaéencies and often will request additional
testing or information. This may significantly dglarther review of the application. If the FDA €ia that a clinical site did not conduct the
clinical trial in accordance with GCP, the FDA ndgtermine the data generated by the clinical siteilsl be excluded from the primary
efficacy analyses provided in the BLA. Additionalhotwithstanding the submission of any requestigitianal information, the FDA
ultimately may decide that the application doessatisfy the regulatory criteria for approval.

The testing and approval process for a biologicireg substantial time, effort and financial resegrand this process may take several ye:
complete. Data obtained from clinical activities aot always conclusive and may be susceptiblanging interpretations, which could delay,
limit or prevent regulatory approval. The FDA mayt grant approval on a timely basis, or at all. Wy encounter difficulties or unanticipa
costs in our efforts to secure necessary goverrahapprovals, which could delay or preclude us froarketing our products.

The FDA may require, or companies may pursue, ik clinical trials after a product is apprové@these sazalled Phase 4 clinical trials m
be made a condition to be satisfied for continudngg approval. The results of Phase 4 clinicalsrian confirm the effectiveness of a product
candidate and can provide important safety infoimmain addition, the FDA has express statutonhatity to require sponsors to conduct post
market studies to specifically address safety saentified by the agency.

Even if a product candidate receives regulatory@d, the approval may be limited to specific dise states, patient populations and dosage
or might contain significant limitations on usetlre form of warnings, precautions or contraindimasi or in the form of onerous risk
management plans, restrictions on distributiorpast-marketing study requirements. Further, eveesr agégulatory approval is obtained, later
discovery of previously unknown problems with aguwot may result in restrictions on the productwerecomplete withdrawal of the product
from the market. In addition, we cannot predict iddverse governmental regulations may arise figoré United States or foreign
governmental action.

FDA Post-Approval Requirements

Any products manufactured or distributed by usrooar behalf pursuant to FDA approvals are suligcbntinuing regulation by the FDA,
including requirements for record-keeping, repgrtirf adverse experiences with the biologic, andrstiing biological product deviation
reports to notify the FDA of unanticipated changredistributed products. Manufacturers are requiceckgister their facilities with the FDA
and certain state agencies, and are subject todi@nannounced inspections by the FDA and cestaite agencies for compliance with cG
standards, which impose certain quality processasufacturing controls and documentation requirémepon us and our third-party
manufacturers in order to ensure that the produsafe, has the identity and strength, and meetguhlity, purity and potency characteristics
that it purports to have. Certain states also irapeguirements on manufacturers and distributoestablish the pedigree of product in the
chain of distribution, including some states tleafuire manufacturers and others to adopt new téayneapable of tracking and tracing
product as it moves through the distribution ch¥lite. cannot be certain that we or our present aréusuppliers will be able to comply with
cGMP and other FDA regulatory requirements. If prgsent or future suppliers are not able to comyilly these requirements, the FDA may
halt our clinical trials, refuse to approve any BbAother application, force us to recall a drugrirdistribution, shut down manufacturing
operations or withdraw approval of the BLA for thédlogic. Noncompliance with cGMP or other requients can result in issuance of
warning letters, civil and criminal penalties, sg&s, and injunctive action.

The FDA and other federal and state agencies glosgllate the labeling, marketing and promotiodrmfgs. While doctors are free to
prescribe any product approved by the FDA for asg, @ company can only make
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claims relating to safety and efficacy of a prodieit are consistent with FDA approval, and the gany is allowed to market a drug only for
the particular use and treatment approved by th&. Fibaddition, any claims we make for our produotadvertising or promotion must be
appropriately balanced with important safety infation and otherwise be adequately substantiatéldir&#o comply with these requirements
can result in adverse publicity, warning lettesrective advertising, injunctions, potential ciaitd criminal penalties, criminal prosecution,
and agreements with governmental agencies thatialfteestrict the manner in which a company proesoor distributes drug products.
Government regulators, including the Departmenustice and the Office of the Inspector GenerahefDepartment of Health and Human
Services, as well as state authorities, recentlg liracreased their scrutiny of the promotion andkaiing of drugs.

Orphan Drug Designation and Exclusivity

The Orphan Drug Act provides incentives for theadlegment of products intended to treat rare diseaseonditions, which generally are
diseases or conditions that affect fewer than ZWDiAdividuals in the United States. If a sponsamdnstrates that a biologic is intended to
treat rare diseases or conditions, the FDA wilhg@phan designation for that product. Orphangtesion must be requested before
submitting a BLA. The benefits of orphan drug dasiipn include research and development tax cradidsexemption from FDA user fees.
Orphan designation, however, does not convey angradge in, or shorten the duration of, the regwjateview and approval process.
Generally, if a product that receives orphan destign is approved for the orphan indication, itaiges orphan drug exclusivity, which for
seven years prohibits the FDA from approving anogineduct with the same active ingredient for tame use. Additionally, if a biologic
designated as an orphan product receives markapipgpval for an indication broader than what iSgiested, it may not be entitled to orphan
drug exclusivity.

Orphan exclusivity will not bar approval of anotipgeoduct under certain circumstances, includireystibsequent product with the same active
ingredient for the same indication is shown to lir@aally superior to the approved product on tlasib of greater efficacy or safety, or
providing a major contribution to patient carejfahe company with orphan drug exclusivity is mattle to meet market demand. Further, the
FDA may approve more than one product for the sampkan indication or disease as long as the predumttain different active ingredients.
As a result, even if one of our product candidategives orphan exclusivity, the FDA can still apgr other drugs that have a different active
ingredient for use in treating the same indicatiodisease, which could create a more competitiaeket for us.

After the FDA grants orphan designation, the idgrdf the applicant, as well as the name of theagpeutic agent and its designated orphan
are disclosed publicly by the FDA.

Biologics Price Competition and Innovation Act 0DR9

The Biologics Price Competition and Innovation A€2009, or BPCIA, amended the Public Health Serict to create a new licensure
framework for follow-on biologic products, whichud ultimately subject our biological product cataties to competition. Under the BPCIA,
a manufacturer may submit an abbreviated applicdtiolicensure of a biologic that is “biosimilar"ta referenced branded biologic. This
abbreviated approval pathway is intended to pearbibsimilar to come to market more quickly anglegpensively than if a “full” BLA were
submitted, by relaying to some extent on the FD#&vious review and approval of the reference lgicléo which the proposed product is
similar. Previously, there had been no licensutbway for such biosimilar products.

Under the BPCIA, a biosimilar sponsor’s abilityseek or obtain approval through the abbreviatelvpay is limited by periods of exclusivity
granted to the sponsor of the reference producbibgimilar application may be submitted until foigrars after the date of approval of the
reference product, and no such application, onbengted, may receive final approval until twelveay® after that same date (with a potential
six-month extension of exclusivity if certain petti@astudies are conducted and the results arategpto the FDA). Once approved, biosimilar
products likely would compete with (and in someginstances may be deemed under the law to bec¢hargeable with”) the previously
approved reference product.
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FDA Regulation of Companion Diagnostics

As part of our clinical development plans, we atplering the use of companion diagnostics to idgngatients most likely to respond to our
product candidates. Companion diagnostics areifitasas medical devices under the Federal FoodgPaind Cosmetic Act in the United
States. In the United States, the FDA regulatesnibaical device design and development, preclirdoal clinical testing, premarket clearance
or approval, registration and listing, manufactgrilabeling, storage, reporting, recordkeeping gatilsing and promotion, export and import,
sales and distribution, and post-market surveibamicmedical devices. Unless an exemption appti@spanion diagnostics require marketing
clearance or approval from the FDA prior to comnardistribution. The two primary types of FDA matkng authorization applicable to a
medical device are premarket notification, alséeceb10(k) clearance, and premarket approval, oAPMcording to a 2011 draft guidance
issued by FDA officials, companion diagnostics pedily will be considered to be high risk and, #fere, will require PMA approval before
they are marketed. Some companion diagnostics, Vexweould potentially be cleared through 510(l€achnce.

To obtain 510(k) clearance, a manufacturer musin#ud pre-market notification demonstrating tha groposed device is “substantially
equivalent” to a “predicate device,” which is ayorisly 510(k) cleared Class | or Class Il deveg@re-amendment Class Il device for which
the FDA has not yet called for PMA applicationsaatevice that was in commercial distribution befidi@y 28, 1976. To demonstrate
substantial equivalence, the applicant must shattte device has the same intended use and thetsahmological characteristics as the
predicate, or if the device has different technlalgcharacteristics than the predicate, the deddms not raise new questions of safety and
effectiveness, and is at least as safe and eféeatithe predicate. The FDA’s 510(k) clearancevpagtusually takes from four to twelve
months, but it can last longer. After a device nee® 510(k) clearance, any modification that caitshificantly affect its safety or effectivene
or that would constitute a major change in itsnded use, requires a new 510(k) clearance or ceqgldre a PMA approval.

A product not eligible for 510(k) clearance mudide the PMA pathway, which requires proof thatréhés a reasonable assurance of a
device’s safety and efficacy to the FDA'’s satisifatt

The PMA process is costly, lengthy and uncertaMARpplications must be supported by valid sciéntfvidence, which typically requires
extensive data, including technical, preclinicéihical and manufacturing data, to demonstratdé&RDA's satisfaction the safety and
effectiveness of the device. For companion diagonossts, a PMA application typically includes deggarding analytical and clinical
validation studies. As part of its review of the RMhe FDA will conduct a pre-approval inspectidrtlte manufacturing facility or facilities to
ensure compliance with the Quality System Regutatio QSR, which requires manufacturers to foll@gign, testing, control, documentation
and other quality assurance procedures. FDA rewofean initial PMA application is required by stadub take between six to ten months,
although the process typically takes longer, anyg raquire several years to complete. If the FDAl@ations of both the PMA application and
the manufacturing facilities are favorable, the FD# either issue an approval letter or an applbedetter, which usually contains a number
of conditions that must be met in order to sechecfinal approval of the PMA. If the FDA's evaluati of the PMA or manufacturing facilities
is not favorable, the FDA will deny approval of tARMA or issue a not approvable letter. A not apphbe letter will outline the deficiencies in
the application, and where practical, will identiffat is necessary to make the PMA. The FDA may dé&termine that additional clinical trii
are necessary, in which case the PMA may be defimyestveral months or years while the trials anedticted and then the data submitted in
an amendment to the PMA. Once granted, PMA mayitielvawn by the FDA if compliance with post apprbrequirements, conditions of
approval or other regulatory standards is not na&ied or problems are identified following initialrketing.

The 2011 draft guidance issued by the FDA, if fized, would address issues critical to developiomgganion diagnostics, such as biomarker
qualification, establishing clinical validity, these of retrospective data, the appropriate patieptilation and when the FDA will require that
the device and the drug be approved
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simultaneously. According to the draft guidancesgfe and effective use of a therapeutic produsedds on a diagnostic, then the FDA
generally will require approval or clearance of ti@gnostic at the same time that the FDA apprtivesherapeutic product. The FDA has yet
to issue further guidance, and it is unclear wheithgill do so, or what the scope would be.

The FDA previously has required in vitro compané@iagnostics intended to select the patients whbrespond to the cancer treatment to
obtain PMA simultaneously with approval of the dregsed on the draft guidance, and the FDA’s paatrnent of companion diagnostics, we
believe that the FDA will require PMA of one or rmazompanion diagnostics to identify patient popatat suitable for our product candidat
The review of these companion diagnostics in castjon with the review of our product candidatesalves coordination of review by the
FDA's Center for Drug Evaluation and Research anthe FDA'’s Center for Devices and Radiological le®ffice of In Vitro Diagnostics
Device Evaluation and Safety.

Coverage and Reimbursement

In both domestic and foreign markets, sales offaogucts for which we may receive regulatory apptovill depend in part upon the
availability of coverage and reimbursement fromdparty payors. Such third-party payors includeegament health programs, such as
Medicare and Medicaid, private health insurersmatiaged care providers, and other organizationger@ge decisions may depend upon
clinical and economic standards that disfavor navggroducts when more established or lower castaffeutic alternatives are already
available or subsequently become available. Assymmiwverage is granted, the reimbursement ratesf@a@bvered products might not be
adequate. Even if favorable coverage status anguatie reimbursement rates are attained, less faleotaverage policies and reimbursement
rates may be implemented in the future. The mabi@iaof any products for which we may receive uégory approval for commercial sale
may suffer if the government and other third-pgryors fail to provide coverage and adequate reisgmoent to allow us to sell such products
on a competitive and profitable basis. For examybeler these circumstances, physicians may linvit imuch or under what circumstances
they will prescribe or administer, and patients rdagline to purchase, such products. This, in tton)d affect our ability to successfully
commercialize our products and impact our profliahiresults of operations, financial conditiomdafuture success.

The market for any product candidates for whichmay receive regulatory approval will depend sigmifitly on the degree to which these
products are listed on third-party payors’ drugrataries, or lists of medications for which thirdrty payors provide coverage and
reimbursement. The industry competition to be idetdion such formularies often leads to downwarcingipressures on pharmaceutical
companies. Also, third-party payors may refusentdude a particular branded drug on their formelsudr otherwise restrict patient access to &
branded drug when a less costly generic equivaleather alternative is available. In addition, &ese each third-party payor individually
approves coverage and reimbursement levels, obtpatverage and adequate reimbursement is a timg+otng and costly process. We may
be required to provide scientific and clinical sapggdor the use of any product to each third-pa@dyor separately with no assurance that
approval would be obtained, and we may need towttrekpensive pharmacoeconomic studies in ordéenoonstrate the cost-effectiveness o
our products. We cannot be certain that our prodactiidates will be considered cost-effective. Ti@cess could delay the market acceptanc
of any product candidates for which we may recepproval and could have a negative effect on durréurevenues and operating results.

Anti-Kickback and False Claims Laws

In the United States, the research, manufactudistyibution, sale and promotion of drug productd anedical devices are potentially subjes
regulation by various federal, state and local auties in addition to the FDA, including the Cerstéor Medicare & Medicaid Services, other
divisions of the U.S. Department of Health and HarBarvices (e.g., the Office of Inspector Geneth,U.S. Department of Justice, state
Attorneys General, and other state and local gawent agencies. For example, sales and marketimtigea and scientific/educational grant
programs or other financial relationships with tieahkre providers must comply with fraud and abages, the federal Anti-Kickback Statute,
the federal False Claims Act, and similar stateslafricing
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and rebate programs must comply with the MedicaigdgiRebate Program requirements of the Omnibus &uggconciliation Act of 1990 al
the Veterans Health Care Act of 1992. If producesraade available to authorized users of the Fe8eraply Schedule of the General Service
Administration, additional laws and requirementplgpAll of these activities are also potentiallybgect to federal and state consumer
protection and unfair competition laws.

As noted above, in the United States, we are sutjemmplex laws and regulations pertaining tadtheare “fraud and abuse,” including, but
not limited to, the federal Anti-Kickback Statutee federal False Claims Act, and other state addril laws and regulations. The federal
Anti-Kickback Statute makes it illegal for any persartjuding a prescription drug manufacturer (or a&ypacting on its behalf) or a health ¢
provider, to knowingly and willfully solicit, recee, offer, or pay any remuneration that is in netiar or intended to induce the referral of
business, including the purchase, order, or pretsoni of a particular drug, for which payment mayrhade under a federal healthcare prog
such as Medicare or Medicaid. In addition, manyesthave adopted laws similar to the federal ArtkKack Statute. Some of these state
prohibitions apply to the referral of patients Feralthcare services reimbursed by any insurefjusbfederal healthcare programs such as
Medicare and Medicaid. Due to the breadth of thederal and state anti-kickback laws, the limitediibility of guidance in the form of
regulations or court decisions, and the potentiabflditional legal or regulatory change in thisagiit is possible that our future sales and
marketing practices and/or our future relationshijitb physicians might be challenged under antkkaxck laws, which could harm our
business.

The federal False Claims Act prohibits anyone fiarawingly presenting, or causing to be presentedederal programs (including Medicare
and Medicaid) claims for payment for items or seegi including drugs, that are false or fraudulelaims for items or services not provided as
claimed, and claims for medically unnecessary itenservices, among other things. Although we wawdtisubmit claims directly to payors,
manufacturers can be held liable under these latliey are deemed to “cause” the submission oéfatsfraudulent claims by, for example,
providing inaccurate billing or coding informatiém customers or promoting a product off-label. didition, our future activities relating to the
reporting of wholesaler or estimated retail prif@sour products, the reporting of prices usedaiculate Medicaid rebate information and o
information affecting federal, state, and thirdtpaeimbursement for our products, and the salemaarketing of our products, are subject to
scrutiny under this law. For example, pharmacelitiompanies have been prosecuted under the fdealisd Claims Act in connection with
their marketing of drugs for unapproved, and thois-reimbursable, uses. The Health Insurance Pétyadind Accountability Act of 1996, or
HIPAA, created new federal criminal statutes thahjbit knowingly and willfully executing a schen@ defraud any healthcare benefit
program, including private third-party payors, &mbwingly and willfully falsifying, concealing oravering up a material fact or making any
materially false, fictitious or fraudulent staterhenconnection with the delivery of or payment faralthcare benefits, items or services. Also,
many states have similar fraud and abuse statutegolations that apply to items and services beirsed under Medicaid and other state
programs, or, in several states, regardless gbdlyer.

Because of the breadth of these laws and the naesswof available statutory and regulatory exemptid is possible that some of our busit
activities could be subject to challenge under@nmore of such laws. If our operations are fountd in violation of any of the federal or s
laws described above or any other governmentalatigaos that apply to us, we may be subject to piesaincluding significant criminal and
civil monetary penalties, damages, fines, imprisentnexclusion from participation in governmentgrams, injunctions, recall or seizure of
products, total or partial suspension of productenial or withdrawal of pre-marketing product epyals, private “qui tam” actions brought
by individual whistleblowers in the name of the gawment, and the curtailment or restructuring afa@perations, any of which could advers
affect our ability to operate our business andreatlts of operations. To the extent that any ofpsaducts are sold in a foreign country, we
may be subject to similar foreign laws and regalagi which may include, for instance, applicablstpoarketing requirements, including
safety surveillance, anti-fraud and abuse laws,impiiementation of corporate compliance prograntsraporting of payments or transfers of
value to healthcare professionals.
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There are also a number of state transparencytlatvsequire manufacturers to make reports to staepricing information and marketing
practices and payments. Many of these laws coatainiguities as to what is required to comply with taws. Several states have enacted
legislation requiring pharmaceutical companiestopng other things, establish marketing compligamograms, file periodic reports with the
state, make periodic public disclosures on salesketing, pricing, clinical trials and other actigs, and/or register their sales representatives
as well as to prohibit pharmacies and other heafthentities from providing certain physician présng data to pharmaceutical companies
use in sales and marketing, and to prohibit cedttier sales and marketing practices. In addigrgiscussed below, beginning in 2013, a
similar federal requirement will require manufaetgrto track and report to the federal governmertain payments and other transfers of v
made to physicians (defined to include doctors eflitine and osteopathy, dentists, optometristsigpgts, and chiropractors) and teaching
hospitals made in the previous calendar year. Tlegemay affect our sales, marketing, and othemptional activities by imposing
administrative and compliance burdens on us. litiadd given the lack of clarity with respect teetie laws and their implementation, our
reporting actions could be subject to the penaitywisions of the pertinent state and federal autiesr

Patient Protection and Affordable Care A

The United States and some foreign jurisdictiomscansidering or have enacted a number of legislaind regulatory proposals to change the
healthcare system in ways that could affect oditahd sell our product candidates profitably, evéthey are approved for sale. Among pol
makers and payors in the United States and elsewti@re is significant interest in promoting ches\h healthcare systems with the stated
goals of containing healthcare costs, improvindiguand/or expanding access. In the United Statespharmaceutical industry has been a
particular focus of these efforts and has beerifgigntly affected by major legislative initiatives

In March 2010, the Patient Protection and AfforéaBhre Act, as amended by the Health Care and Edudeconciliation Act of 2010, or
collectively the Affordable Care Act, was enactetijch includes measures that have or will signiittachange the way health care is finar
by both governmental and private insurers. Amomrgpitovisions of the Affordable Care Act of importarto the pharmaceutical industry are
the following:

» The Affordable Care Act increased the statutnigimum rebates a manufacturer must pay undektibdicaid Drug Rebate
Program, retroactive to January 1, 2010, from 15d%3.1% and from 11% to 13% of the average mantuifar price, or AMP, for
most branded and generic drugs and biologic agergpectively. The Affordable Care Act also addestw rebate calculation for
“line extensions” (i.e., new formulations, suchexsended release formulations) of solid oral dosagas of branded products and
potentially impacted manufacturers’ Medicaid DrugpbRte liability by modifying the statutory defimiti of AMP. PPACA also
expanded the universe of Medicaid utilization sabje drug rebates by requiring pharmaceutical rfeturers to pay rebates on
covered drugs dispensed to individuals who arelledkin Medicaid managed care organizations af)éb2and by expanding the
population potentially eligible for Medicaid drugtefits, to be phas-in by 2014.

» Effective in 2010, the Affordable Care Act ergad the types of entities eligible to receive disted pricing through the 340B
drug pricing program. In addition, as 340B drugimg is determined based on AMP and Medicaid retate, the revisions to the
Medicaid rebate formula and AMP definition descdladove could cause the required 340B discoumcdi@ase

» Effective in 2011, the Affordable Care Act ingeal a requirement on manufacturers of branded dmnddiologic agents to provide
a 50% discount off the negotiated price of brandied)s dispensed to Medicare Part D patients icdiverage gap (i.e., “donut
hole”) as a condition for the manufactur outpatient drugs to be covered under Medicare [Pz

» Effective in 2011, the Affordable Care Act ingeal an annual, nondeductible fee on any entityntizatufactures or imports certain
branded prescription drugs and biologic agentspdjgmed among these entities according to thenkatashare in certain
government healthcare programs, although this faddwot apply to sales of certain products appdaeciusively for orphan
indications.
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The Affordable Care Act expanded healthcaredrand abuse laws, including the False Claims Adtthe Anti-Kickback Statute,
and added new government investigative powerseahdnced penalties for noncompliar

Effective in 2013, the Affordable Care Act widquire pharmaceutical manufacturers to trackrapdrt annually certain financial
arrangements with physicians and teaching hospdaldefined in PPACA and its implementing regolagi including reporting ar
“payments or other transfers of value” made orritisted to such entities, and it will require applile manufacturers and
applicable group purchasing organizations to regonually any ownership and investment interedts e physicians and certain
other healthcare providers and their immediate famembers, with data collection to be requiredibeing August 1, 2013, and
reporting to Centers for Medicare and Medicaid #®es; or CMS, to be required by March 31, 2014, lanthe 90th day of each
subsequent calendar ye

The Affordable Care Act added a new requiremeinnually report drug samples that manufactuaedsdistributors provide to
physicians beginning in 201

As of 2010, a new Patient-Centered Outcomesd#teh Institute was established pursuant to PPAC#Vérsee, identify priorities
in, and conduct comparative clinical effectivenessearch, along with funding for such research.résearch conducted by the
Patien-Centered Outcomes Research Institute may affechtr&et for certain pharmaceutical produ

The Affordable Care Act created the Independayment Advisory Board which, beginning in 2014l have authority to
recommend certain changes to the Medicare programduce expenditures by the program that couldtresreduced payments
for prescription drugs. Under certain circumstantiesse recommendations will become law unless &ssgenacts legislation that
will achieve the same or greater Medicare costnegv

The Affordable Care Act established the CefaeMedicare and Medicaid Innovation within CMSté&st innovative payment and
service delivery models to lower Medicare and Maiticspending, potentially including prescriptiongiispending. Funding has
been allocated to support the mission of the Cdotdvledicare and Medicaid Innovation as of fisgahr 2010

In addition, other legislative changes have beep@sed and adopted since the Affordable Care Astemacted. On August 2, 2011, the
Budget Control Act of 2011, among other thingsated measures for spending reductions by Conghedsint Select Committee on Deficit
Reduction, tasked with recommending a targeteatiledduction of at least $1.2 trillion for the ye@013 through 2021, was unable to reach
required goals, thereby triggering the legislatioatutomatic reduction to several government progrdrhis includes aggregate reductions to
Medicare payments to providers of up to 2% pemfigear, starting in 2013. These new laws may téswadditional reductions in Medicare
and other healthcare funding, which could have teris adverse effect on our customers and accghdiour financial operations.

We anticipate that the Affordable Care Act and thibsequent legislation will result in additionalrhward pressure on coverage and the pric
that we receive for any approved product. Any réidudn reimbursement from Medicare and other goweent programs may result in a
similar reduction in payments from private paydise implementation of cost containment measuredgh@ar healthcare reforms may prevent
us from being able to generate revenue, attairitphility, or commercialize our products. In addiij it is possible that there will be further
legislation or regulation that could materiallyeft our business, financial condition, and resafltgperations.

Other Regulations

We are also subject to numerous federal, statéomadllaws relating to such matters as safe workimgditions, manufacturing practices,
environmental protection, fire hazard control, adigposal of hazardous or potentially hazardoustanbss. We may incur significant costs to
comply with such laws and regulations now or infiltere.
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Corporate Information and Employees

Our principal corporate offices are located at T®ayporate Drive, South San Francisco, California@8and our telephone number is

(415) 365-5600. We were incorporated in Decemb@i.20 Delaware and completed our initial publicesiifig, or IPO, in September 2013. As
of December 31, 2013, we had 105 full-time emplsyaed 1 part-time employee. Of these employeeweBd primarily engaged in research
and development activities and 39 have an M.D.Rhd®. degree.

Available Information

Our website address is www.fiveprime.com. We malkalable on our website, free of charge, our AnrR@port on Form 10-K, our
Quarterly Reports on Form 10-Q and our Current Repm Form 8-K and any amendments to those refitetisor furnished pursuant to
Section 13(a) or 15(d) of the Securities Exchangeoh1934, as amended, or the Exchange Act, as a®oeasonably practicable after we
electronically file such material with, or furnigttto, the Securities and Exchange Commissionh@rSEC. Further, a copy of this Annual
Report on Form 10-K is located at the SEC’s PuRkference Room at 100 F Street, N.E., Washingto;.20549. Information on the
operation of the Public Reference Room can be néthby calling the SEC at 1-800-SEC-0330. The SE{tains a website that contains
reports, proxy and information statements and atiffermation regarding our filings at www.sec.gdne information found on our website is
not incorporated by reference into this Annual Repa Form 10-K or any other report we file withfarnish to the SEC.
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Iltem 1A. Risk Factors.

This Annual Report on Form 10-K contains forwardkimg information based on our current expectatidscause our business is subject to
many risks and our actual results may differ matiéyrifrom any forward-looking statements made bpwbehalf of us, this section includes a
discussion of important factors that could affeat business, operating results, financial conditaord the trading price of our common stock.
You should carefully consider these risk factavgether with all of the other information includiecthis Annual Report on Form 10-K as well
as our other publicly available filings with the GE

Risks Related to Our Financial Position and CapitaNeeds
We have incurred net losses in nearly every yeacsiour inception and anticipate that we will contie to incur net losses in the future.

We are a clinical-stage biotechnology company waitimited operating history. Investment in biophao®mutical product development is highly
speculative because it entails substantial upftapital expenditures and significant risk that pojential product candidate will fail to
demonstrate adequate effect or an acceptable gafetle, gain regulatory approval and become conumadly viable. We have no products
approved for commercial sale and have not generatgdevenue from product sales to date, and wentanto incur significant research and
development and other expenses related to our ngggerations. As a result, we are not profitable laave incurred losses in each period
since our inception in 2001, with the exceptioritaf fiscal year ended 2011 due to collaboratioemees from product candidates that we
partnered. For the year ended December 31, 2018 peeted a net loss of $28.9 million. As of Decem®l, 2013, we had an accumulated
deficit of $151.6 million.

We expect to continue to incur significant lossastifie foreseeable future, and we expect theseddssncrease as we continue our research
and development of, and seek regulatory approwa)®fir product candidates. We may encounter uséene expenses, difficulties,
complications, delays and other unknown factor$ ity adversely affect our business. The size ofwure net losses will depend, in part,
the rate of future growth of our expenses and bilityato generate revenues. Our prior losses aqueeted future losses have had and will
continue to have an adverse effect on our stoclensl@quity and working capital.

We currently have no source of product revenue andy never become profitable.

To date, we have not generated any revenues fronmeocialization of our product candidates. Ourigbib generate product revenue and
ultimately become profitable depends upon our ghidilone or with our partners, to successfully omrcialize products, including any of our
current product candidates, or other product catdithat we may develop, in-license or acquitbérfuture. We do not anticipate generating
revenue from the sale of products for the foresedature. Our ability to generate future produstenue from our current or future product
candidates also depends on a number of additiantdrfs, including our or our partners’ ability to:

» successfully complete research and clinical devetg of current and future product candida

» establish and maintain supply and manufacturgationships with third parties, and ensure adégand legally compliant
manufacturing of bulk drug substances and drugymisdto maintain that suppl

* launch and commercialize future product canisiéor which we obtain marketing approval, if aagd if launched independently,
successfully establish a sales force, marketingdéstdbution infrastructure

» obtain coverage and adequate product reimburseinoenthird-party payors, including government payc

» achieve market acceptance for our or our par products, if any
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» establish, maintain and protect our intellectualperty rights; ani

e attract, hire and retain qualified personi

In addition, because of the numerous risks andrtaioties associated with pharmaceutical produeeligment, including that our product
candidates may not advance through developmerghie\ze the endpoints of applicable clinical trialg are unable to predict the timing or
amount of increased expenses, or if or when weaghieve or maintain profitability. In addition, roexpenses could increase beyond
expectations if we decide to or are required byut Food and Drug Administration, or FDA, or figreregulatory authorities to perform
studies or trials in addition to those that we ently anticipate. Even if we complete the develophand regulatory processes described ak
we anticipate incurring significant costs assodatéth launching and commercializing these products

Even if we generate revenues from the sale of &yoproducts that may be approved, we may nobimecprofitable and may need to obtain
additional funding to continue operations. If wé fa become profitable or do not sustain profit@pion a continuing basis, then we may be
unable to continue our operations at planned learedsbe forced to reduce our operations.

We will require additional capital to finance ourpgerations, which may not be available to us on gutble terms, or at all. As a result, we
may not complete the development and commercialiwadf our product candidates or develop new proticandidates.

As a research and development company, our opesatiave consumed substantial amounts of cash isioegtion. We expect our research
and development expenses to increase substantiabnnection with our ongoing activities, partiaty as we advance our product candidate
into clinical trials. We believe that our existingsh and cash equivalents, including the procesmmisved from our February 2014 underwritten
public offering, the upfront payment we expectdoaive from the March 2014 BMS immuno-oncology aadiration and proceeds from the
related BMS stock purchase and the funding we éxpaeceive under existing collaboration agreementll fund our projected operating
requirements for at least 24 months. However, giistances may cause us to consume capital mordyrdipéech we currently anticipate. For
example, as we move our product candidates thrpeggiinical studies and into clinical developmermt mray have adverse results requiring us
to find new product candidates, or our productatmkation partners may not elect to pursue theldpreent and commercialization of any of
our product candidates that are subject to thepeetive agreements with us. Any of these evenisintaease our development costs more
than we expect. We may need to raise additionalsun otherwise obtain funding through productatmdirations if we choose to initiate
additional clinical trials for product candidateke@r than programs currently partnered. In any £wea will require additional capital to obtain
regulatory approval for, and to commercialize, fatproduct candidates.

If we need to secure additional financing, suchitaaithl fundraising efforts may divert our managemiom our day-to-day activities, which
may adversely affect our ability to develop and omercialize future product candidates. In additiva,cannot guarantee that future financing
will be available in sufficient amounts or on teraxseptable to us, if at all. If we do not raisdiidnal capital when required or on acceptable
terms, we may need to:

» significantly delay, scale back or discontiribe development or commercialization of any proaactdidates or cease operations
altogether

» seek strategic alliances for research and dpwant programs at an earlier stage than we wahkehwise desire or on terms less
favorable than might otherwise be available

« relinquish, or license on unfavorable terms, rights to technologies or any future product ddatks that we otherwise would seek
to develop or commercialize ourselv

If we need to conduct additional fundraising atidd and we do not raise additional capital inisight amounts or on terms acceptable to us,
we may be prevented from pursuing development antheercialization efforts, which will have a matéadverse effect on our business,
operating results and prospects.
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Our forecast of the period of time through which Boancial resources will adequately support goerations is a forward-looking statement
and involves risks and uncertainties, and actugllte could vary as a result of a number of factoduding the factors discussed elsewhere ir
this “Risk Factors” section. We have based thisrege on assumptions that may prove to be wrongjwancould utilize our available capital
resources sooner than we currently expect. Ourddtinding requirements, both short and long-tewiti,depend on many factors, including:

» the initiation, progress, timing, costs andutessof preclinical and clinical studies for ouoduct candidates and future product
candidates we may develc

* the outcome, timing and cost of seeking andiabig regulatory approvals from the FDA and corapé foreign regulatory
authorities, including the potential for such auities to require that we perform more studies tthense that we currently expe

» the cost to establish, maintain, expand and dettemdcope of our intellectual property portfoliocluding the amount and timing
any payments we may be required to make, or thahaereceive, in connection with licensing, prepgyifiling, prosecution,
defense and enforcement of any patents or otheltdntual property rights

» the effect of competing technological and markettepments

* market acceptance of any approved product candit

» the costs of acquiring, licensing or investing ddiéional businesses, products, product candidatdsechnologies

» the cost and timing of selecting, auditing and pt&dly validating a manufacturing site for commiat-scale manufacturing; ar

» the cost of establishing sales, marketing astlidution capabilities for our product candidateswhich we may receive regulatory
approval and that we determine to commercialize&ues or in collaboration with our partne

If a lack of available capital means that we carex@and our operations or otherwise capitalize wrboisiness opportunities, our business,
financial condition and results of operations cdutdmaterially adversely affected.

Raising additional capital may cause dilution to pexisting stockholders, restrict our operations p¥quire us to relinquish rights to ou
technologies.

Until we can generate a sufficient amount of rexeefram our products, if ever, we expect to finahdere cash needs through public or private
equity or debt offerings. Additional capital maythe available on reasonable terms, if at all. iRgiadditional funds through the issuance of
additional debt or equity securities could resultlilution to our existing stockholders, and/orregmsed fixed payment obligations. Furtherm
these securities may have rights senior to thoseio€ommon stock and could contain covenantsviboatd restrict our operations and
potentially impair our competitiveness, such astitions on our ability to incur additional debinitations on our ability to acquire, sell or
license intellectual property rights and other agiag restrictions that could adversely impact akitity to conduct our business. Any of these
events could significantly harm our business, faialhcondition and prospects.

We plan to use our federal and state net operatiogs, or NOL, carryforwards to offset taxable incenfrom revenue that may be generated
from future operations. However, our ability to us¢OL carryforwards could be limited as a result sSuance of equity securitie

We plan to use our current year operating losseffset taxable income that may result from anyeraie generated from future operations or
corporate collaborations. To the extent that oxaltée income exceeds any current year operatirsge$osve plan to use our NOL carryforwa
to offset income that would otherwise be taxablewkver, under the Tax Reform Act of 1986, the anmafitbenefits from our NOL
carryforwards may
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be impaired or limited if we incur a cumulative aavship change of more than 50%, as interpretethéyJtS. Internal Revenue Service, over ¢
three-year period. As a result, our use of fedd@L carryforwards could be limited by the provissoof Section 382 of the U.S. Internal
Revenue Code of 1986, as amended, depending updaimting and amount of additional equity securitiest we issue. State NOL
carryforwards may be similarly limited. Any suclsaliowances may result in greater tax liabilitiesrt we would incur in the absence of su
limitation and any increased liabilities could achady affect our business, results of operationanicial condition and cash flow.

Risks Related to Our Business and Industry

Only two of our product candidates are in clinicdevelopment. Preclinical testing of FPA144 may head to it advancing into clinical
trials. We may not identify additional product caitthtes or identify or validate additional drug taegs. If we do not successfully complete
preclinical testing of FPA144, identify additiongdroduct candidates or identify or validate additialhdrug targets or experience significal
delays in doing any of the foregoing, our businesadl be materially harmed.

We have invested a significant portion of our éand financial resources in the identificatiod aalidation of new targets for protein
therapeutics and the identification and preclind@elopment of product candidates to these targetdate, we have two product candidates,
FP-1039 and FPAOQO08, in clinical development and omalickate, FPA144, in preclinical development. Ouligito generate product revenur
which we do not expect will occur for many yeafg\er, will depend heavily on our ability to idégtand validate new targets and identify
and advance preclinical product candidates intuaadl development. The outcome of target discoaeny validation efforts and preclinical
studies may not predict the success of clinicaldgriMoreover, preclinical data are often suscéptib varying interpretations and analyses, an
many companies that have believed their produddidates performed satisfactorily in preclinicaldis have nonetheless failed in clinical
development. Our inability to successfully identifiyd validate new targets and complete preclieaklopment could result in additional
costs to us or impair our ability to generate paidavenues or development, regulatory, commereitiin and sales milestone payments and
royalties on product sales.

If clinical trials of our product candidates faild demonstrate safety and efficacy to the satisfactof regulatory authorities or do nc
otherwise produce positive results, we may incudiidnal costs or experience delays in completiog,ultimately be unable to complete, the
development and commercialization of our producinclidates.

Before obtaining marketing approval from regulataughorities for the sale of future product cantidawe or our partners must conduct
extensive clinical trials to demonstrate the sa#etgt efficacy of the product candidates in hume@tigical testing is expensive and difficult to
design and implement, can take many years to caenatel is uncertain as to outcome. A failure of onmore clinical trials can occur at any
stage of testing. The outcome of preclinical stei@dird early clinical trials may not predict theaass of later clinical trials, and interim results
of a clinical trial do not necessarily predict fimasults. A number of companies in the pharmacaltind biotechnology industries have
suffered significant setbacks in advanced clinidals due to lack of efficacy or unacceptable safgofiles, notwithstanding promising results
in earlier trials. Despite the results reportedim Phase 1 clinical trial for FP-1039 and in prechl studies for our other product candidates,
we do not know whether the clinical trials we or partners may conduct will demonstrate adequdigael/ and safety to result in regulatory
approval to market any of our product candidatesniy particular jurisdiction or jurisdictions. Hter-stage clinical trials do not produce
favorable results, our or our partners’ abilityatthieve regulatory approval for any of our prodiantdidates may be adversely impacted.

If we experience delays in clinical testing, we Wik delayed in commercializing our product candida, our costs may increase and ¢
business may be harmed.

We do not know whether any clinical trials will begs planned, will need to be restructured or béllcompleted on schedule, or at all. Our
product development costs will increase if we eigrare delays in clinical
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testing. Significant clinical trial delays also ¢dshorten any periods during which we may haveetteusive right to commercialize our
product candidates or allow our competitors todppnoducts to market before we do, which would impar ability to successfully
commercialize our product candidates and may hamnbuosiness, results of operations and prospeeenti which may result in a delay or
unsuccessful completion of clinical developmentude:

» delays in reaching an agreement with or failurebitaining authorization from the FDA, other regafgtauthorities and institution
review boards, or IRB:

» imposition of a clinical hold following an insption of our clinical trial operations or triatess by the FDA or other regulatory
authorities, or decision by the FDA, other regutatauthorities, IRBs or the company, or recommeiodaby a data safety
monitoring board, to suspend or terminate clintdals at any time for safety issues or for anyeotteason

» delays in reaching agreement on acceptable terthgaospective contract research organization§RDs, and clinical trial site:

» deviations from the trial protocol by clinidaial sites and investigators, or failing to condine trial in accordance with regulatory
requirements

» failure of our third parties, such as CROs, tos$atiheir contractual duties or meet expected deesl|
» delays in the testing, validation, manufacturingd delivery of the product candidates to the clihgites;

« for clinical trials in selected patient popidais, delays in identification and auditing of gahbr other laboratories and the transfer
and validation of assays or tests to be used ttifgieselected patient:

» delays in having patients complete participation inial or return for po-treatment follov-up;
» delays caused by patients dropping out of a trial b side effects or disease progress

» withdrawal of clinical trial sites from our niical trials as a result of changing standardsaoé or the ineligibility of a site to
participate in our clinical trials; ¢

» changes in government regulations or administratatens or lack of adequate funding to continwedimical trials.

Any inability of us or our partners to timely coref# clinical development could result in additiooas$ts to us or impair our ability to generate
product revenues or development, regulatory, coroiaération and sales milestone payments and ri@gatin product sales.

If we are or our partners are unable to timely edrpatients in clinical trials, we will be unablestcomplete these trials on a timely bas

The timely completion of clinical trials largely pends on the rate of patient enrollment. Many facédfect the rate of patient enroliment,
including:

» the size and nature of the patient populat

» the number and location of clinical siti

» competition with other companies for clinical sitespatients
» the eligibility and exclusion criteria for the t;

» the design of the clinical tria

» inability to obtain and maintain patient conse
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» risk that enrolled subjects will drop out beforemgetion; anc

» competing clinical trials and clinicians’ andtients’ perceptions as to the potential advantagédse drug being studied in relation
to other available therapies, including any newgdrihat may be approved for the indications werarestigating.

There is significant competition for recruiting can and rheumatoid arthritis patients in clinicals, and we or our partners may be unable tc
timely enroll the patients we need to completeictihtrials on a timely basis or at all.

We may not successfully identify, test, develogemmercialize potential product candidates.

The success of our business depends primarily apoability to identify and validate new proteiretapeutic targets, including through the
of our discovery platform, and identify, test, deyeand commercialize protein therapeutics, whiehmay develop ourselves or in-license

from others. Our research efforts may initially whgromise in discovering potential new protein #putic targets or candidates, yet fail to
yield product candidates for clinical developmeartd number of reasons, including becal

» our research methodology, including our scregtechnology, may not successfully identify meliycaelevant protein therapeutic
targets or potential product candidat

« we tend to identify and select from our discoveatfprm novel, untested targets in the particuiaedse indication we are pursui
which may be challenging to validate because ohtheelty of the target or we may fail to validateahi after further research wor

e we may need to rely on third parties to generatibady candidates for our product candidate progt:

* we may encounter product manufacturing diffiesl that limit yield or produce undesirable chésgistics that increase the cost of
goods, cause delays or make the product candidatearketable

» our product candidates may cause adverse gffegiatients or subjects, even after successtidlitoxicology studies, which may
make the product candidates unmarkete

» our product candidates may not demonstrate a mgfahipenefit to patients or subjects; ¢

» our collaboration partners may change theietyment profiles or plans for potential produatdidates or abandon a therapeutic
area or the development of a partnered proc

If any of these events occur, we may be forcedsmdon our development efforts for a program ograms, which would have a material
adverse effect on our business, operating resonttpeospects and could potentially cause us toecesrations. Research programs to identify
new product targets and candidates require sultéethnical, financial and human resources. Wg foeus our efforts and resources on
potential discovery efforts, programs or productdidates that ultimately prove to be unsuccessful.

We are subject to a multitude of manufacturing riskany of which could substantially increase oursts and limit supply of our products.
The process of manufacturing our products is cormatel subject to several risks, including:

» the process of manufacturing biologics is spsbée to product loss due to contamination, equptfailure or improper installation
or operation of equipment, or vendor or operatosreEven minor deviations from normal manufactgrprocesses could result in
reduced production yields, product defects andrathpply disruptions. If microbial, viral or otheontaminations are discovered in
our products or in the manufacturing facilitiesaihich our products are made, such manufacturinijities may need to be closed
for an extended period of time to investigate ardedy the contaminatio
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» the manufacturing facilities in which our pratdsiare made could be adversely affected by equipfaiures, labor and raw
material shortages, natural disasters, power &gland numerous other factors;

* any adverse developments affecting manufagjuperations for our products may result in shipnaefays, inventory shortages,
lot failures, product withdrawals or recalls, on@t interruptions in the supply of our products. ivay also have to take inventory
write-offs and incur other charges and expenseprimiucts that fail to meet specifications, underteostly remediation efforts or
seek more costly manufacturing alternati

Certain raw materials necessary for the manufacttioeir FPA008 and FPA144 products under our ctimmeanufacturing process, such as
growth media, resins and filters, are availablenfedsingle supplier. We do not have agreementkateghat guarantee our supply or the price
of these raw materials. Any significant delay ia titquisition or decrease in the availability @fsth raw materials could considerably delay th
manufacture of our product candidates, which cauldersely impact the timing of any planned trialshe regulatory approval of that product
candidate.

We depend on third-party manufacturers for the rfenture of drug substance and drug product foiadirtrials as well as on third parties for
our supply chain. Any problems we experience with af these third parties could delay the manuféimguof our product candidates, which
could harm our results of operations.

We have process development and small-scale maatifagcapabilities. We do not have and we do notently plan to acquire or develop
the facilities or capabilities to manufacture bdtag substance or filled drug product for use imhn clinical trials or commercialization.

GSK-HGS is responsible for the manufacturing of B9 for GSK-HGS'’s use in clinical trials. Underdigense and collaboration agreement
with GSK-HGS, we have the right to require GSK-HtB3nanufacture and supply us with FP-1039 bulk dwgstance and filled FP-1039
drug product. We have contracted with third partieshe manufacture of FPA008 bulk drug substaare drug product and labeling and
distribution of FPA008 drug product and placeboduor Phase 1 clinical trial of FPA008. We have yeitcontracted with a third party for the
manufacture of FPA144 bulk drug substance or feffilling, labeling and distribution of FPA144 drpgoduct for clinical trials. We have
identified and negotiated with several third-partgnufacturers with facilities and capabilities ressey to manufacture FPA144 bulk drug
substance.

We have not contracted with alternate suppliethénevent the current organizations we utilizeuarable to scale production, or if otherwise
we experience any problems with them. If we arebleto arrange for alternative third-party manufisicly sources, or to do so on
commercially reasonable terms or in a timely manwermay be delayed in the development of our prbdandidates.

Reliance on third-party manufacturers entails riskehich we would not be subject if we manufactiypeoduct candidates or products
ourselves, including reliance on the third partyrigulatory compliance and quality assuranceptssibility of breach of the manufacturing
agreement by the third party because of factorsmepur control (including a failure to manufactorg product candidates or any products
may eventually commercialize in accordance withspecifications) and the possibility of terminatimnnonrenewal of the agreement by the
third party, based on its own business prioritisg time that is costly or damaging to us.

The regulatory approval processes of the FDA andrngmarable foreign regulatory authorities are lengthgime-consuming and inherently
unpredictable. Our inability to obtain regulatorymoroval for our product candidates would substartjgharm our business.

The time required to obtain approval by the FDA aathparable foreign regulatory authorities is udptable but typically takes many years
following the commencement of preclinical studies alinical trials and depends upon numerous faciocluding the substantial discretion of
the regulatory authorities. In addition, approval
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policies, regulations, or the type and amount imfichl data necessary to gain approval may changegithe course of a product candidate’s
clinical development and may vary among jurisdizsioWe have not obtained regulatory approval fgr@oduct candidate and it is possible
that none of our existing product candidates orfatyre product candidates will ever obtain reguiatapproval.

Our product candidates could fail to receive remujaapproval from the FDA or a comparable foreiggulatory authority for many reasons,
including:

» disagreement with the design or implementationusfatinical trials;

» failure to demonstrate that a product candidasais and effective for its proposed indicati

» failure of clinical trials to meet the level of 8stical significance required for approv

» failure to demonstrate that a product candi’s clinical and other benefits outweigh its safétks;

« disagreement with our interpretation of data framecfinical studies or clinical trial:

» the insufficiency of data collected from cliaidrials of our product candidates to supportdhlemission and filing of a Biologic
License Application or other submission or to obtagulatory approva

» failure to obtain approval of the manufacturprgcesses or facilities of thigghrty manufacturers with whom we contract for cé
and commercial supplies;

» changes in the approval policies or regulationsader our preclinical and clinical data insu#itt for approval

The FDA or a comparable foreign regulatory autlyarity require more information, including additibpeeclinical or clinical data to support
approval, which may delay or prevent approval amdcommercialization plans, or we may decide tandba the development program. If we
were to obtain approval, regulatory authorities rapgrove any of our product candidates for feweanore limited indications than we reque
may grant approval contingent on the performanamsfly post-marketing clinical trials, or may appe a product candidate with a label that
does not include the labeling claims necessanesirable for the successful commercialization af ffroduct candidate.

Our product candidates may cause undesirable siffeats or have other properties that could delaymevent their regulatory approval,
limit the commercial profile of an approved labeadr result in significant negative consequences fadling any marketing approval.

Undesirable side effects caused by our productidates could cause us or regulatory authoritiéstarrupt, delay or halt clinical trials and
could result in a more restrictive label or theagedr denial of regulatory approval by the FDA thiey comparable foreign regulatory author
Results of our trials could reveal a high and ueptable severity and prevalence of side effectmexpected characteristics. In such an event
we could suspend or terminate our trials or the FIbAomparable foreign regulatory authorities cauider us to cease clinical trials or deny
approval of our product candidates for any orafjeted indications. Drug-related side effects @afiect patient recruitment or the ability of
enrolled subjects to complete the trial or resulpotential product liability claims. Any of thesecurrences may harm our business, financial
condition and prospects significantly.

Additionally, if one or more of our product candids receives marketing approval, and we or otlates identify undesirable side effects
caused by such products, a number of potentiadiyifitant negative consequences could result, dinty

* we may suspend marketing of, or withdraw or recaith product
e regulatory authorities may withdraw approvals aftsproduct

» regulatory authorities may require additional wags on the labe
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» the FDA or other regulatory bodies may issuetgalerts, Dear Healthcare Provider letters, preteases or other communications
containing warnings about such prodt

» the FDA may require the establishment or modifbn of REMS or a comparable foreign regulatartharity may require the
establishment or modification of a similar stratéiggt may, for instance, restrict distribution of @roducts and impose
burdensome implementation requirements or

» regulatory authorities may require that we conghast-marketing studies
* we could be sued and held liable for harm causadlbgects or patients; a

e our reputation may suffe

Any of these events could prevent us from achiewinghaintaining market acceptance of the particptaduct candidate or otherwise
materially harm the commercial prospects for tredpct candidate, if approved, and could signifisanérm our business, results of operati
and prospects.

If we are unable to successfully develop compandagnostics for our therapeutic product candidates,experience significant delays i
doing so, we may not achieve marketing approvateslize the full commercial potential of our theragntic product candidates.

We and certain of our partners plan to develop @nign diagnostics for our therapeutic product cdaidis. We expect that, at least in some
cases, the FDA and comparable foreign regulatottycaities may require the development and reguweadgpproval of a companion diagnostic
as a condition to approving our therapeutic prodactdidates. We do not have experience or capasilit developing or commercializing
diagnostics and plan to rely in large part on tipiadties to perform these functions. We do notantly have any agreement in place with any
third party to develop or commercialize companig@ygdostics for any of our therapeutic product cdatis.

Companion diagnostics are subject to regulatiothey=DA and comparable foreign regulatory authesitis medical devices and may require
separate regulatory approval prior to commercitibira

If we or our partners, or any third parties th#tei of us engage to assist us, are unable to ssiodly develop companion diagnostics for our
therapeutic product candidates, or experience détagioing so:

» the development of our therapeutic product matds may be adversely affected if we are unabéppropriately select patients for
enrollment in our clinical trials

* our therapeutic product candidates may notiveaaarketing approval if their safe and effectige depends on a companion
diagnostic; ant

* we may not realize the full commercial poteintibany therapeutic product candidates that rexaiarketing approval if, among
other reasons, we are unable to appropriately ifggudtients with the specific genetic alteratidasgeted by our therapeutic prod
candidates

If any of these events were to occur, our busimesdd be harmed, possibly materially.

Even if our product candidates receive regulatorgmoval, they may still face future development aregjulatory difficulties.

Even if we obtain regulatory approval for a prodcandidate, it would be subject to ongoing requeets by the FDA and comparable foreign
regulatory authorities governing the manufactutslity control, further development, labeling, pagkg, storage, distribution, safety
surveillance, import, export, advertising, promoticecordkeeping and reporting of safety and gplest-market information. The FDA and
comparable foreign regulatory authorities will done to closely monitor the safety profile of ampguct even after approval. If the FDA or
comparable foreign regulatory authorities becomaravef new safety information after approval of afipur product candidates, they may
require labeling changes or establishment of a REMSmilar strategy, impose significant restriosoon a product’s indicated uses or
marketing, or impose ongoing requirements for piséin costly post-approval studies or post-markatveillance.
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In addition, manufacturers of drug products andr tfaeilities are subject to continual review aretipdic inspections by the FDA and other
regulatory authorities for compliance with curr&dod Manufacturing Practices, or cGMP, regulatiand standards. If we or a regulatory
agency discover previously unknown problems wigr@duct, such as adverse events of unanticipatestiseor frequency, or problems with
the facility where the product is manufacturedegutatory agency may impose restrictions on thadypet, the manufacturing facility or us,
including requiring recall or withdrawal of the phact from the market or suspension of manufactuliinge, our product candidates or the
manufacturing facilities for our product candidaf@$to comply with applicable regulatory requirents, a regulatory agency may:

e issue warning letters or untitled lette
* mandate modifications to promotional materialsemuire us to provide corrective information to tieedre practitioner:

* require us to enter into a consent decree, whinhiridude imposition of various fines, reimburseiseior inspection costs, requir
due dates for specific actions and penalties focompliance

» seek an injunction or impose civil or criminal pkieg or monetary fines

» suspend or withdraw regulatory appro\

e suspend any ongoing clinical studi

» refuse to approve pending applications or supplésenapplications filed by u

» suspend or impose restrictions on operations, diegicostly new manufacturing requirements

* seize or detain products, refuse to permit the itnmoexport of products, or require us to initiatproduct recall
The occurrence of any event or penalty describeg@imay inhibit our ability to commercialize ouioducts and generate revenue.

Advertising and promotion of any product candidht obtains approval in the United States wilhleavily scrutinized by the FDA, the
Department of Justice, the Department of Healthrmehan Services’ Office of Inspector General, stdterneys general, members of
Congress and the public. Violations, including pebion of our products for unapproved (or off-labedes, are subject to enforcement letters,
inquiries and investigations, and civil and crinlisanctions by the government. Additionally, congtde foreign regulatory authorities will
heavily scrutinize advertising and promotion of gmgduct candidate that obtains approval outsidb®tUnited States.

In the United States, engaging in the impermisgintenotion of our products for off-label uses c&@oaubject us to false claims litigation
under federal and state statutes, which can leaiyitand criminal penalties and fines and agreetsighat materially restrict the manner in
which a company promotes or distributes drug prtsluihese false claims statutes include the fededake Claims Act, which allows any
individual to bring a lawsuit against a pharmaamalttcompany on behalf of the federal governmeegatlg submission of false or fraudulent
claims, or causing to present such false or fraerdudlaims, for payment by a federal program suchMadicare or Medicaid. If the government
prevails in the lawsuit, the individual will shareany fines or settlement funds. Since 2004, tfredse Claims Act lawsuits against
pharmaceutical companies have increased significemvolume and breadth, leading to several sutigthcivil and criminal settlements
regarding certain sales practices promoting ofélalbug uses involving fines in excess of $1.0dnill This growth in litigation has increased
the risk that a pharmaceutical company will havdetend a false claim action, pay settlement forestitution, agree to comply with
burdensome reporting and compliance obligationd,lenexcluded from Medicare, Medicaid and otheefaband state healthcare programs. |
we do not lawfully promote our approved products,may become subject to such litigation and, ildeaot successfully defend against suct
actions, those actions may have a material adeffset on our business, financial condition andiltssof operations.

48



Table of Contents

The FDA'’s policies may change and additional gowregnt regulations may be enacted that could pretierit,or delay regulatory approval of
our product candidates. If we are slow or unablaedapt to changes in existing requirements or dopton of new requirements or policies, or
if we are not able to maintain regulatory complianee may lose any marketing approval that we naaxe lobtained, which would adversely
affect our business, prospects and ability to aeha sustain profitability.

Our failure to obtain regulatory approval in interational jurisdictions would prevent us from markei our product candidates outside the
United States.

In order to market and sell our products in otlieislictions, we must obtain separate marketing@ams and comply with numerous and
varying regulatory requirements. The approval pdoce varies among countries and can involve addititesting. The time required to obtain
approval may differ substantially from that reqdite obtain FDA approval. The regulatory approvaigess outside the United States gene
includes all of the risks associated with obtairfiigA approval. In addition, in many countries odésthe United States, we must secure
product reimbursement approvals before regulatotigaities will approve the product for sale intthauntry. Obtaining foreign regulatory
approvals and compliance with foreign regulatoyuisements could result in significant delays, idiffties and costs for us and could delay or
prevent the introduction of our products in cer@duntries. Further, clinical trials conducted reccountry may not be accepted by regulatory
authorities in other countries and regulatory apakn one country does not ensure approval inathgr country, while a failure or delay in
obtaining regulatory approval in one country mayeha negative effect on the regulatory approvatess in others. Also, regulatory approval
for any of our product candidates may be withdralfvwe fail to comply with the regulatory requirents in international markets and receive
applicable marketing approvals, our target markéithe reduced and our ability to realize the fuldrket potential of our product candidates
will be harmed and our business will be adversébcted. We may not obtain foreign regulatory amate on a timely basis, if at all. Approval
by the FDA does not ensure approval by regulatatiiaities in other countries or jurisdictions. Appal by one regulatory authority outside
the United States does not ensure approval byatmgylauthorities in other countries or jurisdiasoor by the FDA. Our failure to obtain
approval of any of our product candidates by regmaauthorities in another country may signifidgriminish the commercial prospects of
that product candidate and our business prospeatd decline.

We face substantial competition, which may resultathers discovering, developing or commercializipgpducts before or more successft
than us.

The biotechnology industry is intensely competitivel subject to rapid and significant technologadenge. We face competition with respect
to our current product candidates and will face petition with respect to any future product cantBddrom major pharmaceutical companies
specialty pharmaceutical companies and biotechyatogipanies worldwide. Many of our competitors haigmificantly greater financial,
technical and human resources. Smaller and eafyestompanies may also prove to be significant etitops, particularly through
collaborative arrangements with large and estagtistompanies.

Our competitors may obtain regulatory approvaheit products more rapidly than we may or may ebpatent protection or other intellectual
property rights that limit our ability to develop commercialize our product candidates. Our conqstimay also develop drugs that are more
effective, more convenient, more widely used aisd [stly or have a better safety profile thanpvaducts and these competitors may also b
more successful than us in manufacturing and miakéteir products.

Our competitors will also compete with us in reting and retaining qualified scientific, managemamd commercial personnel, establishing
clinical trial sites and patient registration fdineal trials, as well as in acquiring technolagiemplementary to, or necessary for, our
programs.

Although there are no approved therapies that pakty target the signaling pathways our prodwendidates are designed to modulate or
inhibit, there are numerous currently approvedahis for treating the same
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diseases or indications for which our product cdatdis may be useful and many of these currentlyoapg therapies act through mechanisms
similar to our product candidates. Many of theggraped drugs are well-established therapies orymiscand are widely accepted by
physicians, patients and third-party payors. Sofribese drugs are branded and subject to pateteéqtian, and others are available on a
generic basis. Insurers and other third-party payway also encourage the use of generic produsisemific branded products. We expect tha
if our product candidates are approved, they vélpbiced at a significant premium over competitjemeric, including branded generic,
products. This may make it difficult for us to @iféntiate our products from currently approvedapas, which may adversely impact our
business strategy. In addition, many companiesi@veloping new therapeutics, and we cannot prediat the standard of care will be as our
product candidates progress through clinical dgoraknt.

If FP-1039, our lead product candidate, were apguider the treatment of squamous non-small cely icancer, it could face competition from
currently approved and marketed products, includadpoplatin, cisplatin, paclitaxel, docetaxel, gdgabine andrarceva® (erlotinib). Further
competition could arise from products currentlylavelopment, including several small molecules #tain the same pathway as FP-1039,
including Novartis AG’'s BGJ-398, AstraZeneca pla8D-4547, Eli Lilly and Company’s LY-2874455, ArQailnc.’s ARQ-087, Clovis
Oncology/Les Laboratoires Servier/EOS S.p.A.'sthutib and Janssen Pharmaceuticals, Inc.’s INJ-4835&ome of these programs have
been advanced further in clinical development thBAL039 and could receive approval before FP-193®proved, if it is approved at all.

If FPAO08 were approved for the treatment of rhetmaarthritis, it could face competition from cently approved and marketed products,
includingHumira®, Remicadée® (infliximab) andEnbrel® (etanercept). Further competition could arise frmaducts currently in
development, including Daiichi Sankyo Co., Ltd.f&&on Inc.’s PLX5622 product and Janssen’s JNJ48B27, which act in the same
pathway as FPAQ08.

If FPA144 were approved for the treatment of gastaincer, it could face competition from curremtpproved and marketed products,
including 5-fluorouracil, capecitabine, doxorubicaisplatin and docetaxel, all of which are avdiadis generics. Further competition could
arise from products currently in development, idahg AstraZeneca plc’'s AZD-4547 and Bayer’'s BAY1470, an FGFR2 antibody.

We believe that our ability to successfully competié depend on, among other things:

» the efficacy and safety profile of our prodaandidates, including relative to marketed prodacis product candidates in
development by third partie

» the time it takes for our product candidates to jiete clinical development and receive marketingrayal;
» the ability to commercialize any of our product diglates that receive regulatory appro
» the price of our products, including in comparisorbranded or generic competito

» whether coverage and adequate levels of reiseipuent are available under private and governmbatdth insurance plans,
including Medicare

« the ability to establish, maintain and protectlietgual property rights related to our productdidates;
» the ability to manufacture commercial quantitiegoy of our product candidates that receive regojedpproval; ani

» acceptance of any of our product candidates tluaive regulatory approval by physicians and otleaithcare provider:
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Our product candidates may not achieve adequate kedacceptance among physicians, patients, healtegaayors and others in the
medical community necessary for commercial success.

Even if our product candidates receive regulatppraval, they may not gain adequate market acceptamong physicians, patients,
healthcare payors and others in the medical commuDur commercial success also depends on covaratjadequate reimbursement of our
product candidates by third-party payors, includiogernment payors, generally, which may be diffiontime-consuming to obtain, may be
limited in scope and may not be obtained in albkflictions in which we may seek to market our priduThe degree of market acceptance of
any of our approved product candidates will depemad number of factors, including:

» the efficacy and safety profile as demonstrateclimical trials;

» the timing of market introduction of the produchdalate as well as competitive produt

» the clinical indications for which the product cadate is approvec

» acceptance of the product candidate as a safeffaudivee treatment by physicians, clinics and patte

» the potential and perceived advantages of prodarddidates over alternative treatments, includingsamilar generic treatment
» the cost of treatment in relation to alternatieatments

« the availability of coverage and adequate reimbuesg and pricing by third parties and governmethaities;
» relative convenience and ease of administra

» the frequency and severity of adverse eve

» the effectiveness of sales and marketing effortd;

« unfavorable publicity relating to the product catade.

If any product candidate is approved but does obiexe an adequate level of acceptance by physiciaspitals, healthcare payors and
patients, we may not generate or derive sufficieménue from that product candidate and may natrbecor remain profitable.

Even if we commercialize any of our product candida, these products may become subject to unfaverplicing regulations, thireparty
reimbursement practices or healthcare reform initiges, which could harm our business.

The regulations that govern marketing approvaisimg and reimbursement for new drug products waidely from country to country.

Current and future legislation may significanthyaolye the approval requirements in ways that cowldlve additional costs and cause dela
obtaining approvals. Some countries require appraivile sale price of a drug before it can be ratel. In many countries, the pricing review
period begins after marketing or product licensapgroval is granted. In some foreign markets, piigisen pharmaceutical pricing remains
subject to continuing governmental control eveeraftitial approval is granted. As a result, we igbtain marketing approval for a product
in a particular country, but then be subject te@regulations that delay our commercial launcthefproduct, possibly for lengthy time
periods, which could negatively impact the revenuesgyenerate from the sale of the product in thatiqular country. Adverse pricing
limitations may hinder our ability to recoup ouvé@stment in one or more product candidates eveariproduct candidates obtain marketing
approval.

Our ability to commercialize any products succdsshlso will depend in part on the extent to whibverage and adequate reimbursement fc
these products and related treatments will be alvigiifrom government health administration autfesjtprivate health insurers and other
organizations. Government authorities and othed+party payors, such as private health insuretish&alth maintenance organizations,
determine which medications they will cover andiBksh reimbursement levels. Government authoréies other third-party
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payors have attempted to control costs by limitingerage and the amount of reimbursement for paatienedications. Increasingly, third-
party payors are requiring that drug companiesigethem with predetermined discounts from list@si and are challenging the prices
charged for medical products. We cannot be sutecthaerage and reimbursement will be availableafor product that we commercialize and,
if reimbursement is available, what the level afeursement will be. Coverage and reimbursementimagct the demand for, or the price
any product candidate for which we obtain marketipgroval. If coverage and reimbursement are naitable or reimbursement is available
only to limited levels, we may not successfully enercialize any product candidate for which we abtaarketing approval.

There may be significant delays in obtaining cogerand reimbursement for newly approved drugs candrage may be more limited than
purposes for which the drug is approved by the EIDAomparable foreign regulatory authorities. Meexo eligibility for coverage and
reimbursement does not imply that a drug will belfar in all cases or at a rate that covers osts;ancluding research, development,
manufacture, sale and distribution. Interim reingemnent levels for new drugs, if applicable, mayp alst be sufficient to cover our costs and
may only be temporary. Reimbursement rates may aeegrding to the use of the drug and the clirseting in which it is used, may be basec
on reimbursement levels already set for lower dosjs and may be incorporated into existing paymfartother services. Net prices for drugs
may be reduced by mandatory discounts or rebatgsreel by government healthcare programs or pripat@rs and by any future relaxatior
laws that presently restrict imports of drugs froountries where they may be sold at lower pricas ih the United States. Our inability to
promptly obtain coverage and profitable reimbursetmates from both government-funded and privat@afor any approved products that
we develop could have a material adverse effectusroperating results, our ability to raise capita¢ded to commercialize products and our
overall financial condition.

Recently enacted and future legislation may increabe difficulty and cost for us to commercializerproduct candidates and affect tt
prices we may obtair

The United States and many foreign jurisdictiongehenacted or proposed legislative and regulatbaynges affecting the healthcare system
that could prevent or delay marketing approvalwfmroduct candidates, restrict or regulate popr@al activities and affect our ability to
profitably sell any product candidate for which aleain marketing approval.

In the United States, the Medicare PrescriptiongDtmprovement, and Modernization Act of 2003, cedvtare Modernization Act, changed
the way Medicare covers and pays for pharmaceyticalucts. The legislation expanded Medicare c@eefar drug purchases by the elderly
by establishing Medicare Part D and introducedva regmbursement methodology based on average pates for physician-administered
drugs under Medicare Part B. In addition, thisdgion provided authority for limiting the numbafrdrugs that Medicare will cover in any
therapeutic class under the new Medicare Part Brapm. Cost reduction initiatives and other provisiof this legislation could decrease the
coverage and reimbursement rate that we receivapof our approved products. While the Medicard®btnization Act applies only to drug
benefits for Medicare beneficiaries, private payaften follow Medicare coverage policy and payménitations in setting their own
reimbursement rates. Therefore, any reductionimbrersement that results from the Medicare Modetion Act may result in a similar
reduction in payments from private payors. In Ma2€i0, President Obama signed into law the Pafestection and Affordable Care Act, as
amended by the Health Care and Education Recatmiliact of 2010, or, collectively, the Affordab@are Act, a law intended to broaden
access to health insurance, reduce or constraigrdveth of healthcare spending, enhance remed&ssidhealthcare fraud and abuse, add ne
transparency requirements for healthcare and hesitinance industries, impose new taxes and fe@harmaceutical and medical device
manufacturers and impose additional health pokdgrms. Among other things, the Affordable Care é&gbanded manufacturers’ rebate
liability under the Medicaid Drug Rebate Programifigreasing the minimum rebate for both brandedgerkric drugs, effective the first
quarter of 2010 and revising the definition of “eage manufacturer pricegr AMP, for reporting purposes, which could inciee#se amount ¢
Medicaid drug rebates manufacturers are requir@éyao states. The legislation also
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extended Medicaid drug rebates, previously due onlfee-for-service utilization, to Medicaid mandgrre utilization, and created an
alternative rebate formula for certain new formiollas of certain existing products that is intenttethcrease the amount of rebates due on
those drugs. The Centers for Medicare and MediBaidices, which administers the Medicaid Drug Relfabgram, also has proposed to
expand Medicaid drug rebates to the utilizationt twaurs in the U.S. territories, such as PuertmRind the Virgin Islands. Also effective in
2010, the Affordable Care Act expanded the typesntities eligible to receive discounted 340B pgialthough, with the exception of
children’s hospitals, these newly eligible entitiel not be eligible to receive discounted 340Bcprg on orphan drugs. In addition, because
340B pricing is determined based on AMP and Mediclaiug rebate data, the revisions to the Medicglidite formula and AMP definition
described above could cause the required 340Buligsdo increase. Furthermore, as of 2011, thelaemimposes a significant annual fee on
companies that manufacture or import branded ppgsur drug products and requires manufacturepgéeide a 50% discount off the
negotiated price of prescriptions filled by benigfies in the Medicare Part D coverage gap, refetioaas the “donut hole.” Substantial new
provisions affecting compliance have also beentexdagvhich may affect our business practices wilthcare practitioners. Notably, a
significant number of provisions are not yet, ovdanly recently become, effective. Although itas early to determine the full effect of the
Affordable Care Act, the new law appears likelycomtinue the downward pressure on pharmaceutigahgr especially under the Medicare
program, and may also increase our regulatory msrded operating costs.

In addition, other legislative changes have beep@sed and adopted since the Affordable Care Astemacted. For example, in August 2011
the President signed into law the Budget Contrdlgf@011, which, among other things, created thiet Belect Committee on Deficit
Reduction to recommend to Congress proposals indépg reductions. The Joint Select Committee oriditdReduction did not achieve a
targeted deficit reduction of at least $1.2 trillifor fiscal years 2012 through 2021, triggering libgislation’s automatic reduction to several
government programs. This includes aggregate reamhscto Medicare payments to providers of up tof#rfiscal year, starting in 2013.

We expect that the Affordable Care Act, as welbtmr healthcare reform measures that have andomaglopted in the future, may result in
more rigorous coverage criteria and in additioraiidward pressure on the price that we receivergragpproved product, and could seriously
harm our future revenues. Any reduction in reimbment from Medicare or other government programyg mesult in a similar reduction in
payments from private payors. The implementationast containment measures or other healthcarenmefmay prevent us from being able to
generate revenue, attain profitability or comméizgaour products.

Product liability lawsuits against us could causs to incur substantial liabilities and to limit comercialization of any products that we mi
develop.

We face an inherent risk of product liability exposrelated to the testing of our product candglatdhuman clinical trials and will face an
even greater risk if we commercially sell any pradithat we may develop. Product liability claimaynbe brought against us by subjects
enrolled in our clinical trials, patients, healthe@roviders or others using, administering orirsglbur products. If we cannot successfully
defend ourselves against claims that our produdidates or products that we may develop causedésj we could incur substantial
liabilities. Regardless of merit or eventual outegtiability claims may result in:

e decreased demand for any product candidates ougiothat we may develo
« termination of clinical trial sites or entire triptograms

* injury to our reputation and significant negativedia attention

» withdrawal of clinical trial participant:

» significant costs to defend the related litigati

» substantial monetary awards to trial subjects tiepts;
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* loss of revenue
» diversion of management and scientific resouram® four business operations; ¢

« the inability to commercialize any products thatiway develop

We currently hold $10 million in clinical trial I@lity insurance coverage, which may not adequateler all liabilities that we may incur. We
may not be able to maintain insurance coverageedasonable cost or in an amount adequate toysatigfliability that may arise. We intend
expand our insurance coverage for products to decthe sale of commercial products if we obtainkagng approval for our product
candidates in development, but we may be unalétmin commercially reasonable product liabilitgunance for any products approved for
marketing. Large judgments have been awarded §s elation lawsuits based on drugs that had unpatet side effects. A successful product
liability claim or series of claims brought against particularly if judgments exceed our insurat@eerage, could decrease our cash and
adversely affect our business.

Our relationships with customers and third-party pars will be subject to applicable arkickback, fraud and abuse, transparency and ott
healthcare laws and regulations, which could expaseto criminal sanctions, civil penalties, contra@l damages, reputational harm,
administrative burdens and diminished profits andtéire earnings.

Healthcare providers, physicians and third-partyopsplay a primary role in the recommendation precription of any product candidates
for which we obtain marketing approval. Our futareangements with third-party payors and custommeg expose us to broadly applicable
fraud and abuse and other healthcare laws andating that may constrain the business or finarer@ngements and relationships through
which we market, sell and distribute our produotsvfhich we obtain marketing approval. Restrictionsler applicable federal and state
healthcare laws and regulations, include the falgu

» the federal Anti-Kickback Statute prohibits gams from, among other things, knowingly and wilfsoliciting, offering, receiving
or providing remuneration, directly or indirectly,cash or in kind, to induce or reward, or in ratfor, the referral of an individual
for the furnishing or arranging for the furnishirag,the purchase, lease or order, or arrangingrfoecommending purchase, leas
order, any good or service for which payment maynlaele under a federal healthcare program such dicdte and Medicaic

» the federal False Claims Act imposes crimimal aivil penalties, including through civil whisbilwer or qui tam actions, against
individuals or entities for knowingly presenting,@ausing to be presented, to the federal goverhrokims for payment that are
false or fraudulent or making a false statemeiivtmid, decrease or conceal an obligation to payeyndn the federal governmel

» the federal Health Insurance Portability and@mtability Act of 1996, or HIPAA, imposes crimifebility for knowingly and
willfully executing a scheme to defraud any heatlecbenefit program, knowingly and willfully embéng or stealing from a
health care benefit program, willfully obstructiagriminal investigation of a health care offermeknowingly and willfully makin
false statements relating to healthcare mat

» HIPAA, as amended by the Health InformationAreadogy for Economic and Clinical Health Act of Z0@nd its implementing
regulations, also imposes obligations on certaireced entity health care providers, health pland,teealth care clearinghouses as
well as their business associates that perfornaiceservices involving the use or disclosure ofvittlially identifiable health
information, including mandatory contractual termvh respect to safeguarding the privacy, secuityl transmission of
individually identifiable health informatior

» the federal Open Payments program, createdrBettion 6002 of the Affordable Care Act andiitpiementing regulations,
requires manufacturers of drugs, devices, biologizs medical supplies for which payment is avadabider Medicare, Medicaid
or the Childrers Health Insurance Program (with certain excepjitmseport annually to the U.S. Department of lHeahd Huma
Services
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information related to “payments or other transfargalue” made to physicians (defined to includetdrs, dentists, optometrists,
podiatrists and chiropractors) and teaching holspitand applicable manufacturers and applicablegpurchasing organizations to
report annually to the U.S. Department of Healtth Hiuman Services ownership and investment intehesdtsby physicians (as
defined above) and their immediate family membenst

» analogous state and foreign laws and regulgtisuch as state anti-kickback and false claims,laich may apply to sales or
marketing arrangements and claims involving healthitems or services reimbursed by non-governrhthitd-party payors,
including private insurers; state and foreign lakat require pharmaceutical companies to compli thieé pharmaceutical
industry’s voluntary compliance guidelines and fitlevant compliance guidance promulgated by therlddyovernment or
otherwise restrict payments that may be made thiHueae providers; state and foreign laws that ireqdrug manufacturers to
report information related to payments and othemdfers of value to physicians and other healthoareiders or marketing
expenditures; and state and foreign laws that gotrer privacy and security of health informatiorcertain circumstances, many of
which differ from each other in significant waysdaoften are not preempted by HIPAA, thus complitattompliance effort:

Efforts to ensure that our business arrangemetistinird parties will comply with applicable heattire laws and regulations will involve
substantial costs. It is possible that governmeau#tiorities will conclude that our business paegimay not comply with current or future
statutes, regulations or case law interpretingiegple fraud and abuse or other healthcare lawsemudations. If our operations are found to
be in violation of any of these laws or any othevernmental regulations that may apply to us, wg b@asubject to significant civil, criminal
and administrative penalties, damages, fines, soprnent, exclusion from government funded healthpasgrams, such as Medicare and
Medicaid, and the curtailment or restructuring of operations. If any physician or other healthgaider or entity with whom we expect to
do business is found not to be in compliance witpliaable laws, that person or entity may be sulifecriminal, civil or administrative
sanctions, including exclusions from governmentithhealthcare programs.

We must attract and retain highly skilled employdasorder to succeed.

To succeed, we must recruit, retain, manage antvatetqualified clinical, scientific, technical antanagement personnel and we face
significant competition for experienced personifelie do not succeed in attracting and retaininglified personnel, particularly at the
management level, it could adversely affect oulitglidb execute our business plan and harm ouraipey results. In particular, the loss of one
or more of our executive officers could be detritaéto us if we cannot recruit suitable replaceraénta timely manner. The competition for
qualified personnel in the pharmaceutical fielthiense, and as a result, we may be unable torzantd attract and retain qualified personnel
necessary for the development of our business @ciwiit suitable replacement personnel.

Many of the other pharmaceutical companies thatevapete against for qualified personnel have grdimancial and other resources,
different risk profiles and a longer history in tinelustry than we do. They also may provide moverdie opportunities and better chances for
career advancement. Some of these characteristigdbenmore appealing to high-quality candidaten thlaat we have to offer. If we are
unable to continue to attract and retain higlality personnel, the rate and success at whicbamaliscover and develop product candidate:
our business will be limited.

Our operations are vulnerable to interruption byréi, earthquake, power loss, telecommunicationsdad, terrorist activity and other events
beyond our control, which could harm our business.

Our computer and other systems, or those of oungia;, third-party clinical research organizationsther service providers, may fail or be
interrupted, including due to fire, earthquake threo natural disasters, hardware, software, telewanication or electrical failures or terrorism,
or suffer security breaches, including due to compuiruses or unauthorized access, which couldifségntly disrupt or harm our business or
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operations. For example, a computing system fadordd result in the loss of research, pre-clinaratlinical data important to our discovery,
research or development programs, interrupt thelwcrof ongoing experiments or otherwise impair @hility to operate, which could result
delays in the advancement of our programs or casi$e incur costs to recover or reproduce lost.data facility is located in a seismically
active region. We have not undertaken a systeraatiysis of the potential consequences to our basiand financial results from a major
earthquake, fire, power loss, terrorist activityotiter disasters and do not have a recovery plasufth disasters. In addition, we do not carry
sufficient insurance to compensate us for actusdde from interruption of our business that mayigand any losses or damages incurred by
us could harm our business. We maintain multipf@e®of each of our protein libraries, most of wiiee maintain at our headquarters. We
maintain one copy of each of our protein libranésite in Central California. If both facilitieseve impacted by the same event, we could losi
all our protein libraries, which would have a matkadverse effect on our ability to perform outigétions under our discovery collaborations
and discover new targets.

Risks Related to Our Dependence on Third Parties

We currently depend significantly on GlaxoSmithKEn or GSK, for the development and commercializataf our most advanced product
candidate, FP-1039, and GSK's failure to timely @dop and/or commercialize FP-1039 would result imzaterial adverse effect on our
business and operating results.

We granted Human Genome Sciences, Inc., which e@sir@d by GSK, an exclusive license to developjext to certain rights retained by
and commercialize FP-1039 for all companion diatjnptherapeutic and prophylactic uses for humarteé United States, the European
Union and Canada. Our development collaboratioh GiEK on FPt039 may not be scientifically, medically or comuially successful due
a number of important factors, including the follog:

» FF-1039 may fail to demonstrate sufficient safetyfficacy in clinical trials to support regulatory @oval;

» GSK may be unable to successfully develop, tesiodtain regulatory approval for a companion diagiep

* GSK may be unable to manufacture sufficient quiestibf FI-1039 in a co-effective mannetr

* GSK may be unable to obtain regulatory approvaimmercialize F-1039 even if clinical and preclinical testing isessful;
*  GSK may not be successful in obtaining sufficietbursement for F-1039;

» the prevalence of the target population we wizgerve in clinical trials may be lower than wisatdported in the literature, which
would result in slower enrollment and a smallereptial commercial patient population than what weently estimate for FP-
1039; anc

» existing or future products or technologiesaleped by competitors may be safer, more effeciv@ore conveniently delivered
than FI-1039.

In addition, we could be adversely affected by:
» GSK's failure to timely perform its obligations under@ollaboration agreemer
e GSK's failure to timely or fully develop or effectivebommercialize F-1039; anc

e amaterial contractual dispute between us and (

Any of the foregoing could adversely impact thelikood and timing of any milestone payments wesdiggble to receive and could result in a
material adverse effect on our business, resultgefations and prospects and would likely causestmek price to decline.

GSK can terminate our collaboration agreement uoeeain conditions and without cause, and in soases on short notice. GSK could also
separately pursue alternative potentially competifiroducts, therapeutic approaches or technolegiesmeans of developing treatments for
the diseases targeted by FP-1039.
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We may not succeed in establishing and maintainexdditional development collaborations, which couddiversely affect our ability to
develop and commercialize product candidates.

In addition to our current FP-1039 developmentatmiration with GSK, a part of our strategy is tteeimto additional product development
collaborations in the future, including collabocais with major biotechnology or pharmaceutical cames. We face significant competition in
seeking appropriate development partners and thetiagion process is time-consuming and complextedeer, we may not succeed in our
efforts to establish a development collaborationtber alternative arrangements for any of our roéxésting or future product candidates and
programs because our research and developmeningipehy be insufficient, our product candidates piradjrams may be deemed to be at too
early a stage of development for collaborative réfmd/or third parties may not view our produataidates and programs as having the
requisite potential to demonstrate safety and &ffjc Even if we are successful in our efforts talelssh new development collaborations, the
terms that we agree upon may not be favorable smdsve may not be able to maintain such developowiaborations if, for example,
development or approval of a product candidateiayed or sales of an approved product candidatdiaappointing. Any delay in entering
into new development collaboration agreementsedl& our product candidates could delay the dewesémt and commercialization of our
product candidates and reduce their competitiveifidlssy reach the market.

Moreover, if we fail to establish and maintain didhial development collaborations related to owdpict candidates:
» the development of certain of our current or fupreduct candidates may be terminated or dele

* our cash expenditures related to developmeoégéin of our current or future product candidat®uld increase significantly and
we may need to seek additional financi

* we may be required to hire additional employarestherwise develop expertise, such as salesmankieting expertise, for which we
have not budgeted; al

» we will bear all of the risk related to the devetmgnt of any such product candidat

We may not succeed in maintaining our current disesy collaborations or establishing and maintainimgew discovery collaborations,
which would adversely affect our business plans.

Since 2006, we have entered into seven discovdigbarations with Boehringer Ingelheim GmbH, or Baager, Centocor Research and
Development Inc., or Centocor, GSK US, GSK UK, &filnc., or Pfizer, UCB and BMS, under which we éaeveloped and conducted cell-
based anéh vivoscreens using our protein discovery platform. Thitseovery collaborations have provided us withraginately

$106.9 million in non-equity funding through Decesnl31, 2013, and allowed us to be less reliantquite financing during this period. We
currently have ongoing discovery collaborationdw@SK US, GSK UK, UCB and BMS. As of December 3112, we were eligible to recei
up to an additional $12.3 million of research furgdand technology access fees through 2016 undés #K and UCB discovery
collaborations. While we expect we will receivedithis funding and these fees, if GSK US, GSK &iUCB terminates any of our discovery
collaborations, we may not receive all or any @ 81.2.3 million, which would adversely affect dwsiness or financial condition. The
research obligations under each of our discovellglmarations with Boehringer, Centocor and Pfizavénended. We have no ongoing
performance obligations and do not expect to recaiw significant additional payments under theéseodery collaborations.

As part of our business strategy, we plan to cometito actively seek out discovery collaboratiortmens and engage in discussions with
pharmaceutical and biotechnology companies reggulinential new discovery collaborations with tlealgof entering into one new discovery
collaboration per year. We face significant contpetiin seeking appropriate discovery collaboragamtners, including from these partners’
internal research organizations, and the negotigtiocess is time-consuming and complex. Our faitarcontinue to enter into new discovery
collaborations may require us to obtain financiagier or in greater amounts than we currently plan
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We rely on third parties to conduct our clinicalifils. The failure of these third parties to succéslly carry out their contractual duties or
meet expected deadlines, could substantially haum lousiness because we may not obtain regulatorprapal for or commercialize our
product candidates in a timely manner or at ¢

We rely on third-party CROs to monitor and managgdor our clinical programs. We rely on thesdiparfor execution of our clinical trials
and control only certain aspects of their actigitidevertheless, we are responsible for ensuriageifich of our studies is conducted in
accordance with the applicable protocol and leggjulatory and scientific standards, and our rekaon the CROs does not relieve us of our
regulatory responsibilities. We and our CROs aqiired to comply with current Good Clinical Praeti¢c or GCP, which are regulations and
guidelines enforced by the FDA, the Competent Arities of the Member States of the European Econdkneéa and comparable foreign
regulatory authorities for all of our products iimcal development. Regulatory authorities enfateese GCP through periodic inspections of
trial sponsors, principal investigators and trig#ds If we or any of our CROs fail to comply wilpplicable GCP, the clinical data generated in
our clinical trials may be deemed unreliable arelRDA or comparable foreign regulatory authoritiesy require us to perform additional
clinical trials before approving our marketing apgations. We cannot assure you that upon inspebtyom given regulatory authority, such
regulatory authority will determine that any of alinical trials comply with GCP requirements. lddition, we must conduct our clinical trials
with product produced under cGMP requirements.uraito comply with these regulations may requiréougpeat preclinical and clinical
trials, which would delay the regulatory approvedgess.

Our CROs are not our employees, and except fordenavailable to us under our agreements with 8lIRGs, we cannot control whether or
not they devote sufficient time and resources toomgoing clinical, nonclinical and preclinical grams. If our CROs do not successfully ci
out their contractual duties or obligations or megiected deadlines or if the quality or accurddye clinical data they obtain is compromisec
due to the failure to adhere to our clinical praiscregulatory requirements or for other reasonsclinical trials may be extended, delayed or
terminated and we may not be able to obtain reguylatpproval for or successfully commercialize product candidates. As a result, our
results of operations and the commercial prosgectsur product candidates would be harmed, outscosuld increase and our ability to
generate revenues could be delayed. To the extearevunable to successfully identify and managgérformance of third-party service
providers in the future, our business may be adeeffected.

Risks Related to Intellectual Property
If we are unable to obtain or protect intellectuploperty rights, we may not be able to competeafiely in our market.

Our success depends in significant part on ouroamdicensors’, licensees’ or collaborators’ apilib establish, maintain and protect patents
and other intellectual property rights and opevatbout infringing the intellectual property right$ others. We have filed numerous patent
applications both in the United States and in fprgurisdictions to obtain patent rights to invens we have discovered. We have also lice
from third parties rights to patent portfolios. Soof these licenses give us the right to prepdesafid prosecute patent applications and
maintain and enforce patents we have licensedptrat licenses may not give us such rights.

The patent prosecution process is expensive aredonsuming, and we and our current or future §oes licensees or collaborators may not
be able to prepare, file and prosecute all necessatesirable patent applications at a reasor@igeor in a timely manner. It is also possible
that we or our licensors, licensees or collabosaidh fail to identify patentable aspects of inti@ms made in the course of development and
commercialization activities before it is too laeobtain patent protection on them. Moreover,dms circumstances, we may not have the
right to control the preparation, filing and proggaon of patent applications or to maintain theepéd covering technology that we license from
or license to third parties and may have to relponlicensors, licensees or collaborators. Theegfinese patents and applications may not be
prosecuted and enforced in a manner consistenttiadthest interests of our business. If our curoerfititure licensors, licensees or
collaborators fail to establish, maintain or protach patents and other intellectual propertytsigh
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such rights may be reduced or eliminated. If aterisors, licensees or collaborators are not fulperative or disagree with us as to the
prosecution, maintenance or enforcement of anynpaights, such patent rights could be compromised.

The patent position of biotechnology and pharmacautompanies generally is highly uncertain, imesl complex legal and factual questions
and has in recent years been the subject of mtigation. As a result, the issuance, scope, validihforceability and commercial value of our
and our current or future licensors’, licenseetaltaborators’ patent rights are highly uncert&ur and our licensors’, licensees’ or
collaborators’ pending and future patent applicggimay not result in patents being issued whickept@ur technology or products, in whole
or in part, or which effectively prevent othersrfreommercializing competitive technologies and pigid. The patent examination process
require us or our licensors, licensees or collaioosao narrow the scope of the claims of our arlmensors’, licensees’ or collaborators’
pending and future patent applications, which nirajt the scope of patent protection that may beioigd. Our and our licensors’, licensees’
collaborators’ patent applications cannot be emdragainst third parties practicing the technololgimed in such applications unless and unti
a patent issues from such applications, and thbntoithe extent the issued claims cover the teldgyo

Furthermore, given the amount of time requirectiierdevelopment, testing and regulatory reviewesf product candidates, patents protec
such candidates might expire before or shortlyrafieh candidates are commercialized. As a resultpwned and licensed patent portfolio
may not provide us with sufficient rights to exatudthers from commercializing products similarderitical to ours. We expect to seek
extensions of patent terms where these are availatainy countries where we are prosecuting patéhts includes in the United States under
the Drug Price Competition and Patent Term Restoratct of 1984, which permits a patent term exiem®f up to five years beyond the
expiration of the patent. However the applicablthatrities, including the FDA in the United Statasd any equivalent regulatory authority in
other countries, may not agree with our assessofemhether such extensions are available, and mfage to grant extensions to our patents,
or may grant more limited extensions than we reguethis occurs, our competitors may take advgataf our investment in development and
clinical trials by referencing our clinical and plieical data and launch their product earlier thaight otherwise be the case.

We may not be able to protect our intellectual pesty rights throughout the world.

Filing, prosecuting, enforcing and defending patent product candidates in all countries throughiogitvorld would be prohibitively
expensive, and our or our licensors’ or collabasdtmtellectual property rights in some countr@sgside the United States can be less
extensive than those in the United States. In exfdithe laws of some foreign countries do notgebintellectual property rights to the same
extent as federal and state laws in the UnitedeSt&onsequently, we and our licensors or colldbsanay not be able to prevent third parties
from practicing our and our licensors’ or collaliora’ inventions in all countries outside the Uditstates, or from selling or importing
products made using our and our licensors’ or bollators’ inventions in and into the United Staiesther jurisdictions. Competitors may use
our and our licensors’ or collaborators’ technoémgin jurisdictions where we have not obtainedigieotection to develop their own products
and further, may export otherwise infringing prouto territories where we and our licensors otatarators have patent protection, but
enforcement is not as strong as that in the UrStedes. These products may compete with our pradunatidates and our and our licensors’ or
collaborators’ patents or other intellectual préypeights may not be effective or sufficient to peat them from competing.

Many companies have encountered significant prodlienprotecting and defending intellectual propeigits in foreign jurisdictions. The
legal systems of certain countries, particularistaia developing countries, do not favor the endonent of patents and other intellectual
property protection, particularly those relatingotopharmaceuticals, which could make it difficiat us and our licensors or collaborators to
stop the infringement of our and our licensorstollaborators’ patents or marketing of competingdorcts in violation of our and our licensors
or collaborators’ proprietary rights generally. 8&edings to enforce our and our
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licensors’ or collaborators’ patent rights in f@eijurisdictions could result in substantial caatsl divert our and our licensors’ or
collaborators’ efforts and attention from otherexdp of our business, could put our and our licexigw collaborators’ patents at risk of being
invalidated or interpreted narrowly and our andlaensors’ or collaborators’ patent applicationsisk of not issuing and could provoke third
parties to assert claims against us or our licensocollaborators. We or our licensors or collalbars may not prevail in any lawsuits that we
or our licensors or collaborators initiate and dlaenages or other remedies awarded, if any, magenobmmercially meaningful.

The requirements for patentability may differ intaen countries, particularly developing countrieer example, unlike other countries, China
has a heightened requirement for patentabilityspetifically requires a detailed description of mabtuses of a claimed drug. In India, unlike
the United States, there is no link between regeyasipproval of a drug and its patent status. Feunttore, generic or biosimilar drug
manufacturers or other competitors may challengestiope, validity or enforceability of our or oigeinsors’ or collaboratorgatents, requirir
us or our licensors or collaborators to engagemglex, lengthy and costly litigation or other peedings. Generic or biosimilar drug
manufacturers may develop, seek approval for, anddh biosimilar versions of our products. In a@ddito India, certain countries in Europe
and developing countries, including China, have malsory licensing laws under which a patent ownay ime compelled to grant licenses to
third parties. In those countries, we and our kogs or collaborators may have limited remedigaiténts are infringed or if we or our licensors
or collaborators are compelled to grant a licensz third party, which could materially diministetlialue of those patents. This could limit our
potential revenue opportunities. Accordingly, ond aur licensors’ or collaborators’ efforts to emf® intellectual property rights around the
world may be inadequate to obtain a significant c@rcial advantage from the intellectual properst the own or license.

Changes in patent law could diminish the value dadtpnts in general, thereby impairing our ability farotect our product candidates.

As is the case with other biotechnology and phagutical companies, our success is heavily deperademitellectual property, particularly
patents. Obtaining and enforcing patents in thphmomaceutical industry involves technological seghl complexity, and obtaining and
enforcing biopharmaceutical patents is costly, tsoasuming, and inherently uncertain. The Suprem@tC@s ruled on several patent case
recent years, either narrowing the scope of paiection available in certain circumstances oakesing the rights of patent owners in
certain situations. In addition to increasing utesety with regard to our and our licensors’ orlabbrators’ ability to obtain patents in the
future, this combination of events has created uagy with respect to the value of patents, oolsined. Depending on decisions by
Congress, the federal courts, and the U.S. PatehTeademark Office, or USPTO, the laws and reguiagtgoverning patents could change in
unpredictable ways that would weaken our and @enkors’ or collaborators’ ability to obtain newtgras or to enforce existing patents and
patents we and our licensors or collaborators nigin in the future.

Recent patent reform legislation could increasautitertainties and costs surrounding the prosatuati@ur and our licensors’ or collaborators’
patent applications and the enforcement or defefiear or our licensors’ or collaborators’ issuetgnts. On September 16, 2011, the Leahy-
Smith America Invents Act, or the Leahy-Smith Aggs signed into law. The Leahy-Smith Act includesiamber of significant changes to
U.S. patent law. These include provisions thatciffiee way patent applications are prosecuted amdaiso affect patent litigation. The
USPTO recently developed new regulations and proescdo govern administration of the Leahy-Smith, Aad many of the substantive
changes to patent law associated with the LeahykShait, and in particular, the first to file proiass, only became effective on March 16,
2013. Accordingly, it is not clear what, if any,parct the Leahy-Smith Act will have on the operatidmour business. However, the Leahy-
Smith Act and its implementation could increaseuheertainties and costs surrounding the proseatwotiour or our licensors’ or collaborators’
patent applications and the enforcement or defefisar or our licensors’ or collaborators’ issuedgnts, all of which could have a material
adverse effect on our business and financial cimmdit
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Obtaining and maintaining our patent protection depds on compliance with various procedural, docurhenbmission, fee payment and
other requirements imposed by governmental pategeacies, and our patent protection could be reducecliminated for non-compliance
with these requirements.

Periodic maintenance and annuity fees on any ispatsht are due to be paid to the USPTO and fogadent agencies in several stages over
the lifetime of the patent. The USPTO and variausifjn governmental patent agencies require comggiavith a number of procedural,
documentary, fee payment and other similar promssiduring the patent application process. Whilenadvertent lapse can in many cases be
cured by payment of a late fee or by other meamasd@ordance with the applicable rules, there dvatsbns in which noncompliance can result
in abandonment or lapse of the patent or patericapipn, resulting in partial or complete losspaftent rights in the relevant jurisdiction. Non-
compliance events that could result in abandonmelapse of a patent or patent application inclizdere to respond to official actions within
prescribed time limits, non-payment of fees antilifaito properly legalize and submit formal docuiseif we or our licensors or collaborators
fail to maintain the patents and patent applicatioovering our product candidates, our competitaght be able to enter the market, which
would have a material adverse effect on our busines

We may become involved in lawsuits to protect ofoece our intellectual property, which could be espsive, time-consuming and
unsuccessful and have a material adverse effectlom success of our business.

Third parties may infringe our or our licensors’amilaborators’ patents or misappropriate or otligewiolate our or our licensors’ or
collaborators’ intellectual property rights. In theure, we or our licensors or collaborators matiate legal proceedings to enforce or defend
our or our licensors’ or collaborators’ intellectpeoperty rights, to protect our or our licensass’collaborators’ trade secrets or to determine
the validity or scope of intellectual property righwve own or control. Also, third parties may iaié legal proceedings against us or our
licensors or collaborators to challenge the validit scope of intellectual property rights we owrcontrol. The proceedings can be expensive
and time-consuming and many of our or our licerismrsollaborators’ adversaries in these proceeslimgy have the ability to dedicate
substantially greater resources to prosecutingetheggl actions than we or our licensors or collatmys can. Accordingly, despite our or our
licensors’ or collaborators’ efforts, we or ourditsors or collaborators may not prevent third partiom infringing upon or misappropriating
intellectual property rights we own or control, fpaularly in countries where the laws may not pevthose rights as fully as in the United
States. Litigation could result in substantial saatd diversion of management resources, whictddwaidm our business and financial results.
In addition, in an infringement proceeding, a conay decide that a patent owned by or licensed is invalid or unenforceable, or may ref
to stop the other party from using the technolaggsue on the grounds that our or our licensargatlaborators’ patents do not cover the
technology in question. An adverse result in atigdtion proceeding could put one or more of ouowr licensors’ or collaborators’ patents at
risk of being invalidated, held unenforceable deipreted narrowly.

Third-party preissuance submission of prior ath® USPTO, or opposition, derivation, reexaminatioter partesreview or interference
proceedings, or other preissuance or post-gragepaings in the United States or other jurisdiciprovoked by third parties or brought by us
or our licensors or collaborators may be necedsatigtermine the priority of inventions with resptcour or our licensors’ or collaborators’
patents or patent applications. An unfavorable @ug could require us or our licensors or collalmsato cease using the related technology
and commercializing our product candidates, ottteenagpt to license rights to it from the prevailipgrty. Our business could be harmed if the
prevailing party does not offer us or our licensargollaborators a license on commercially reabtnterms or at all. Even if we or our
licensors or collaborators obtain a license, it rnaynonexclusive, thereby giving our competitors acceghi¢osame technologies licensed t
or our licensors or collaborators. In additiorthié breadth or strength of protection provided byar our licensors’ or collaborators’ patents
and patent applications is threatened, it couldudide companies from collaborating with us to kegmevelop or commercialize current or
future product candidates. Even if we successfigfiend such litigation or proceeding, we may irsustantial costs and it may distract our
management and other employees.
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We could be found liable for monetary damagesyiticlg treble damages and attorneys’ fees if wéaned to have willfully infringed a
patent.

Furthermore, because of the substantial amounisobdery required in connection with intellectuabperty litigation, there is a risk that some
of our confidential information could be comprondd®y disclosure during this type of litigation. Taeould also be public announcements of
the results of hearings, motions or other internocpedings or developments. If securities analysisvestors perceive these results to be
negative, it could have a material adverse effadhe price of shares of our common stock.

If we breach the agreements under which third padihave licensed intellectual property rights tg wse could lose the ability to use certe
of our technologies or continue the development as@immercialization of our product candidates.

Our commercial success depends upon our abilitytlz ability of our licensors and collaboratocsdiscover and validate protein therapeutic
targets and identify, test, develop, manufactur@ket and sell product candidates and use our anlicensors’ or collaborators’ proprietary
technologies without infringing the proprietaryhtg of third parties. A third party may hold intsltual property, including patent rights, that
are important or necessary to the use of our tdogies or development or commercialization of onorducts. As a result, we are a party to a
number of technology licenses that are importamuiobusiness and expect to enter into additiaoahses in the future. For example, we have
entered into a non-exclusive license with BioWa, nd Lonza Sales AG to use their Potelligg8HOK1SV technology, which is necessary
to produce our FPA144 antibody, and retlusive licenses with each of the National Rede@ouncil of Canada and the Board of Truste:
the Leland Stanford Junior University to use materand technologies that we use in the produdiaur protein library. If we fail to comply
with the obligations under these agreements, imetudayment and diligence terms, our licensors hee the right to terminate these
agreements, in which event we may not be ableveldp, manufacture, market or sell any product ihabvered by these agreements or may
face other penalties under the agreements. Suohamrence could materially adversely affect thei@®f the product candidate being
developed under any such agreement. Terminatitimese agreements or reduction or elimination ofrigits under these agreements may
result in our having to negotiate new or reinstatgeceements, which may not be available to us oalbgfavorable terms, or at all, or cause us
to lose our rights under these agreements, indudiim rights to intellectual property or technolamportant to our development programs.

Third parties may initiate legal proceedings againss alleging that we infringe their intellectualneperty rights or we may initiate legal
proceedings against third parties to challenge tedidity or scope of intellectual property right®ntrolled by third parties, the outcome
which would be uncertain and could have a materadverse effect on the success of our business.

Third parties may initiate legal proceedings adairssor our licensors or collaborators alleging tha or our licensors or collaborators infringe
their intellectual property rights or we or ourditsors or collaborators may initiate legal procegsliagainst third parties to challenge the
validity or scope of intellectual property rightsndrolled by third parties, including in opposit&rinterferences, reexaminationgger partes
reviews or derivation proceedings before the Un8&ates or other jurisdictions. These proceediagsbe expensive and time-consuming and
many of our or our licensors’ or collaboratoastversaries in these proceedings may have théyabildedicate substantially greater resourc
prosecuting these legal actions than we or oun$ioes or collaborators can.

An unfavorable outcome could require us or oumgmes or collaborators to cease using the relaigthblogy or developing or
commercializing our product candidates, or to aptetm license rights to it from the prevailing par©ur business could be harmed if the
prevailing party does not offer us or our licensargollaborators a license on commercially reabtnterms or at all. Even if we or our
licensors or collaborators obtain a license, it rnaynonexclusive, thereby giving our competitors acceghi¢osame technologies licensed t
or our
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licensors or collaborators. In addition, we coutdfbund liable for monetary damages, includingleelamages and attorneys’ fees, if we are
found to have willfully infringed a patent. A finaj of infringement could prevent us from commeiziafj our product candidates or force us
to cease some of our business operations, whidd coaterially harm our business.

In May 2011, the European Patent Office, or the Eft@nted European Patent No. 2092069, or the paéént, to Aventis Pharma S.A., or
Aventis. The ‘069 patent claimed soluble fibroblgsiwth factor receptor Fc fusion proteins haviedain levels of glycosylation, some of
which claims could have been relevant to our FPI1f¥®duct candidate. In February 2012, we filedpposition to the ‘069 patent. In March
2013, we attended oral proceedings before the Gqapoivision of the EPO and presented our argutmeegarding our opposition to the69
patent. In April 2013, the Opposition Division diet EPO published an Interlocutory Decision regaydire outcome of the oral proceedings. Ir
the Interlocutory Decision the EPO maintained éertdaims of the 069 patent covering FGFR2 fusion proteins, butR®ER1 fusion protein
such as FP-1039. We and Aventis had the right datie 18, 2013, to appeal the Opposition Divisi@psil 2013 decision, however, neither
we nor Aventis appealed this decision and this geding has concluded. Aventis has pursued clairothir countries that are similar to those
originally granted by the EPO in the ‘069 paterd are may need to initiate similar opposition orestlegal proceedings in other jurisdictions
with respect to patents that may issue with sinsitaope of claims as those originally granted in'@l6® patent. If we unsuccessfully oppose
Aventis’ similar patents in a country, we couldrequired to obtain a license from Aventis to coméimieveloping and commercializing FP-
1039 in that country.

We may be subject to claims by third parties agsgrthat our employees or we have misappropriatledit intellectual property, or claiming
ownership of what we regard as our own intellectyabperty.

Many of our employees, including our senior managretywere previously employed at universities asther biotechnology or pharmaceut
companies, including our competitors or potentahpetitors. Some of these employees executed ptapyirights, non-disclosure and non-
competition agreements in connection with suchipresemployment. Although we try to ensure that@uployees do not use the proprietary
information or know-how of others in their work fos, we may be subject to claims that we or thegg@yees have used or disclosed
confidential information or intellectual propertpcluding trade secrets or other proprietary infation, of any such employee’s former
employer. Litigation may be necessary to defendnagéhese claims.

If we fail in prosecuting or defending any suchirdls, in addition to paying monetary damages, we losg valuable intellectual property rig
or personnel or sustain damages. Such intelleptaplerty rights could be awarded to a third paatyd we could be required to obtain a license
from such third party to commercialize our techggior products. Such a license may not be availableommercially reasonable terms or at
all. Even if we successfully prosecute or defenairzgf such claims, litigation could result in samgial costs and distract management.

Our inability to protect our confidential informatin and trade secrets would harm our business anchpetitive position.

In addition to seeking patents for some of our te@bbgy and products, we also rely on trade sedretkjding unpatented know-how,
technology and other proprietary information, taimtein our competitive position. We seek to protbeise trade secrets, in part, by entering
into nondisclosure and confidentiality agreements withipanvho have access to them, such as our employ@gsrate collaborators, outs
scientific collaborators, contract manufacturem)sultants, advisors and other third parties. WWe ahter into confidentiality and invention or
patent assignment agreements with our employeesarsliltants. Despite these efforts, any of theseegs may breach the agreements and
disclose our proprietary information, including drade secrets, and we may not be able to obt@iquede remedies for such breaches.
Enforcing a claim that a party illegally disclosgdmisappropriated a trade secret is difficult,engve and timeonsuming, and the outcome
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unpredictable. In addition, some courts both witlid outside the United States may be less witingnwilling to protect trade secrets. If a
competitor lawfully obtained or independently depsd any of our trade secrets, we would have rid tigprevent such competitor from us
that technology or information to compete withwhjch could harm our competitive position.

Risks Related to the Ownership of Our Common Stock
The market price of our stock may be volatile.

The trading price of our common stock has beenisfikiely to continue to be volatile. Since shaoé®ur common stock were sold in our
initial public offering in September 2013, our dhgg stock price as reported on The NASDAQ Globatiéaand The NASDAQ Global Select
Market has ranged from $8.49 to $22.99, throughdild9, 2014. The following factors, in additionditner risk factors described in this
section and elsewhere in this report, may havgrfgiant impact on the market price of our comnstock:

» the success of competitive products or technolo
» regulatory actions with respect to our productsurcompetitor’ products;
e actual or anticipated changes in our growth rative to our competitor

* announcements by us or our competitors of Baarit acquisitions, strategic collaborations, faientures, collaborations or capital
commitments

» results of clinical trials of our product candidate those of our competitol

» regulatory or legal developments in the United &ta@nd other countrie

» developments or disputes concerning patent apgitatissued patents or other proprietary rig

» the recruitment or departure of key person

» the level of expenses related to any of our prodantlidates or clinical development progra

» the results of our efforts to-license or acquire additional product candidatesroducts;

» actual or anticipated changes in estimates asiémial results, development timelines or recomraiads by securities analys

« variations in our financial results or those of g@mies that are perceived to be similar tc

« fluctuations in the valuation of companies perceilsg investors to be comparable to

» share price and volume fluctuations attributablamtomnsistent trading volume levels of our sha

* announcement or expectation of additional finan@figrts;

» sales of our common stock by us, our insiders oother stockholders

« changes in the structure of healthcare paymentsys

» market conditions in the pharmaceutical and biagtetdgy sectors; an

* general economic, industry and market conditi
In addition, the stock market in general, and TRSBRAQ Global Select Market and biotechnology comieatin particular, have experienced
extreme price and volume fluctuations that haverofieen unrelated or disproportionate to the ojpgragerformance of these companies.
Broad market and industry factors may negativelgcifthe market price of our common stock, regasite our actual operating performance.

The realization of any of the above risks or angp dffoad range of other risks, including those dlesd in this “Risk Factors” section, could
have a dramatic and material adverse impact omtr&et price of our common stock.
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We may be subject to securities litigation, whichexpensive and could divert management attention.

The market price of our common stock may be v@atihd in the past, companies that have experieraiatility in the market price of their
stock have been subject to securities class alitigation. We may be the target of this type difjiation in the future. Securities litigation
against us could result in substantial costs anertlour management’s attention from other busigesserns, which could seriously harm our
business.

Our principal stockholders and management own arsigcant percentage of our stock and will be able ¢xert significant control over
matters subject to stockholder approval.

As of March 19, 2014, our executive officers, diogs, holders of 5% or more of our capital stocHl Hreir respective affiliates beneficially
own approximately 27.2% of our common stock. Thgaigicant concentration of share ownership mayeadely affect the trading price of our
common stock because investors often perceive vhsaages in owning stock in companies with contrglstockholders. As a result, these
stockholders, acting together, could significamfjuence all matters requiring approval by ourcktwlders, including the election of directors
and the approval of mergers or other business amatibn transactions. The interests of these stddkh®may not always coincide with our
interests or the interests of other stockholders.

We are an “emerging growth company” as defined metJumpstart Our Business Startups Act of 2012 tlee JOBS Act, and will be able to
avail ourselves of reduced disclosure requiremeagplicable to emerging growth companies, which cdwhake our common stock less
attractive to investors and adversely affect therked price of our common stock.

For so long as we remain an “emerging growth coryipas defined in the JOBS Act, we may take advamtafgcertain exemptions from
various requirements applicable to public compatiiasare not “emerging growth companies” including

» the provisions of Section 404(b) of the Sarlsa®&ley Act of 2002 requiring that our independesgistered public accounting firm
provide an attestation report on the effectivermégsir internal control over financial reportir

» the “say on pay” provisions (requiring a nomding shareholder vote to approve compensatiormhinn executive officers) and the
“say on golden parachute” provisions (requiringoa-binding shareholder vote to approve golden gar@carrangements for
certain executive officers in connection with mesgand certain other business combinations) obibed-Frank Act and some of
the disclosure requirements of the D-Frank Act relating to compensation of our chiefaxéeve officer;

* the requirement to provide detailed compensatiscussion and analysis in proxy statements @palts filed under the Securities
Exchange Act of 1934, as amended, or the ExchamgeaAd instead provide a reduced level of diseclsoncerning executive
compensation; an

* any rules that the Public Company Accountingf@ight Board may adopt requiring mandatory audit fotation or a supplement
to the auditc’'s report on the financial statemer

We may take advantage of these exemptions untdre&eo longer an “emerging growth company.” We wadase to be artherging growtl
company” upon the earliest of: (i) the first fisgalar following the fifth anniversary of our initipublic offering; (ii) the first fiscal year after
our annual gross revenues are $1 billion or maiethie date on which we have, during the prevituge-year period, issued more than $1
billion in non-convertible debt securities; or (&3 of the end of any fiscal year in which the reaidlalue of our common stock held by non-
affiliates exceeded $700 million as of the endhef $econd quarter of that fiscal year.

Although we are still evaluating the JOBS Act, werently intend to take advantage of some, butiipbf the reduced regulatory and
reporting requirements that will be available tcsadong as we qualify as an “emerging growth camygaFor example, we have irrevocably
elected not to take advantage of the extensioma to comply with new or revised financial accangtstandards available under Section 102
(b) of the JOBS Act. Our
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independent registered public accounting firm wit be required to provide an attestation repothereffectiveness of our internal control
over financial reporting so long as we qualify as‘@merging growth company,” which may increaseribk that material weaknesses or
significant deficiencies in our internal controlemfinancial reporting go undetected. Likewise|®ty as we qualify as an “emerging growth
company,” we may elect not to provide you with agrinformation, including certain financial infoation and certain information regarding
compensation of our executive officers, that we atherwise have been required to provide indiinve make with the Securities and
Exchange Commission, or SEC, which may make it nddfieult for investors and securities analystet@luate us. We cannot predict if
investors will find our common stock less attraethecause we may rely on these exemptions. If sovestors find our common stock less
attractive as a result, there may be a less atrtidéng market for our common stock, and our smége may be more volatile and may decline

We are incurring increased costs as a result of tggang as a public company, and our management wilvote substantial time to new
compliance initiatives.

As a public company, we incur significant legalc@aenting and other expenses, and these expenseincnegse even more after we are no
longer an “emerging growth company.” We are subjethe reporting requirements of the Exchange thet,Sarbanes-Oxley Act of 2002, the
Dodd-Frank Wall Street Reform and Protection Astyell as rules adopted, and to be adopted, bgEHE and The NASDAQ Global Select
Market. Our management and other personnel devatéstantial amount of time to these compliandiatinies. Moreover, we expect these
rules and regulations to substantially increasdegal and financial compliance costs and to makeesactivities more time-consuming and
costly. The increased costs will increase our o&gt.IFor example, we expect these rules and régnudab make it more difficult and more
expensive for us to obtain director and officebility insurance and we may be required to inclrssantial costs to maintain the sufficient
coverage. We cannot predict or estimate the ammutithing of additional costs we may incur to resgdo these requirements. The impact of
these requirements could also make it more diffimrlus to attract and retain qualified personsdove on our board of directors, our board
committees or as executive officers.

Sales of a substantial number of shares of our coomstock in the public market by our existing stdudders could cause our stock price
fall.

Sales of a substantial number of shares of our camstock in the public market or the perceptiort thase sales might occur, could depress
the market price of our common stock and could impar ability to raise capital through the saleadiitional equity securities. We are unable
to predict the effect that sales may have on tkegiling market price of our common stock. Cer@fiour existing stockholders are subject to
lock-up agreements with the underwriters of ourffiillow-on offering that restrict the stockholdeability to transfer shares of our common
stock during the lock-up period. Subject to linias, at the close of trading on May 7, 2014, apipnately 6,774,130 shares, which are
currently subject to lock-up agreements, will beeasligible for sale.

Some of the holders of our securities are enttibedghts with respect to the registration of thehiares under the Securities Act of 1933, as
amended, or the Securities Act, subject to the-lgzlarrangements described above. Registrationesétbhares under the Securities Act wi
result in the shares becoming freely tradable withestriction under the Securities Act, exceptdioares held by our affiliates, as defined in
Rule 144 under the Securities Act. Any sales ofigges by these stockholders could have a matadeérse effect on the trading price of our
common stock.

Our disclosure controls and procedures may not pat/or detect all errors or acts of fraud.

We are subject to the periodic reporting requirethenthe Exchange Act. We designed our disclosargrols and procedures to reasonably
assure that information we must disclose in repoesile or submit under the Exchange Act is acclatea and communicated to managem
and recorded, processed, summarized and
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reported within the time periods specified in thkes and forms of the SEC. We believe that anyl@isece controls and procedures or internal
controls and procedures, no matter how well-corezeand operated, can provide only reasonable bsaf@e, assurance that the objectives o
the control system are met.

These inherent limitations include the realitiest fludgments in decision-making can be faulty, tvad breakdowns can occur because of
simple error or mistake. Additionally, controls daa circumvented by the individual acts of somespes, by collusion of two or more people
or by an unauthorized override of the controls. @&dingly, because of the inherent limitations im oantrol system, misstatements due to errc
or fraud may occur and not be detected.

Some provisions of our charter documents and Delagviaw may have an-takeover effects that could discourage an acqudsitof us by
others, even if an acquisition would benefit ouoskholders, and may prevent attempts by our stodébcs to replace or remove our current
management.

Provisions in our amended and restated certifichiecorporation and amended and restated bylasvaiedl as provisions of Delaware law,
could make it more difficult or costly for a thigérty to acquire us, even if doing so would bermifit stockholders, and could make it more
difficult to remove our current management. Theswigions include:

» authorizing the issuance of “blank check” predd stock, the terms of which we may establishgrates of which we may issue
without stockholder approve

»  prohibiting cumulative voting in the electiohdirectors, which would otherwise allow for lessh a majority of stockholders to
elect director candidate

» prohibiting stockholder action by written consehereby requiring all stockholder actions tadlken at a meeting of our
stockholders

» eliminating the ability of stockholders to call gesial meeting of stockholders; a

» establishing advance notice requirements fominations for election to the board of directordarproposing matters that can be
acted upon at stockholder meetin

These provisions may frustrate or prevent any aiteriny our stockholders to replace or remove otreotl management by making it more
difficult for stockholders to replace members of board of directors, who are responsible for aptpog the members of our management.
Because we are incorporated in Delaware, we arerged by the provisions of Section 203 of the Dal@nGeneral Corporation Law, or the
DGCL, which may discourage, delay or prevent soradorm acquiring us or merging with us whether arihis desired by or beneficial to
our stockholders. Under the DGCL, a corporation maty in general, engage in a business combinatitmany holder of 15% or more of its
capital stock unless the holder has held the dicthree years or, among other things, the boadirectors has approved the transaction. Any
provision of our amended and restated certifichiaaprporation or amended and restated bylawseda®are law that has the effect of
delaying or deterring a change of control couldtlitme opportunity for our stockholders to receaspremium for their shares of our common
stock, and could also affect the price that somestors are willing to pay for our common stock.

Iltem 1B. Unresolved Staff Comments.

None.

Item 2. Properties.

Our principle executive office is currently locat@dSouth San Francisco, California, and consiktgpproximately 69,500 square feet of lease
office and laboratory space under a lease thatexpin December 31, 2017. We believe that ouriegi$acilities are sufficient for our current
needs.
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Item 3. Legal Proceedings.
We are not currently subject to any material lgateedings.

Item 4. Mine Safety Disclosures.
None.
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PART II

Item 5. Market for Registrant’'s Common Equity, Related Stockholder Matters and Issuer Purchases of Edty Securities.
Market Information

Our common stock was traded on The NASDAQ Globatkdaunder the symbol “FPRX” from our IPO on Sepbeml18, 2013 until

January 2, 2014 when it began trading on The NASOA@bal Select Market. Prior to our IPO, there wagublic market for our common
stock. The following table sets forth the high dma intraday sale prices per share of our commoakstor the periods indicated as reported b
The NASDAQ Global Market.

Year Ended December 31, 20! High Low
Third Quarter (beginning September 18, 2C 16.0C 12.8(
Fourth Quarte 17.7¢ 8.0z

As of March 19, 2014, we had 21,357,363 shareswingon stock outstanding held by approximately X@6kholders of record. The actual
number of stockholders is greater than this nurobegcord holders, and includes stockholders wiedbaneficial owners, but whose shares ar
held in street name by brokers and other nominggs.number of holders of record also does nouitelstockholders whose shares may be
held in trust by other entities.

Dividend Policy

We have never declared or paid any cash dividendsiocapital stock and do not anticipate paying @sh dividends in the foreseeable
future. Payment of cash dividends, if any, in thieife will be at the discretion of our board ofeditors and will depend on then-existing
conditions, including our financial condition, op&ng results, contractual restrictions, capitguieements, business prospects and other fe
our board of directors may deem relevant.

69



Table of Contents

Stock Performance Graph

The following graph illustrates a comparison of th&al cumulative stockholder return on our comrstotk since September 18, 2013, which
is the date our common stock first began tradintherNASDAQ Global Market, to two indices: the NA&Q Composite Index and the
Russell 2000 Biotechnology Index. The stockhol@téunn shown in the graph below is not necessardycative of future performance, and we
do not make or endorse any predictions as to fusioekholder returns. This graph shall not be dekfseliciting material” or be deemed
“filed” for purposes of Section 18 of the Excharfyst, or otherwise subject to the liabilities undeat Section, and shall not be deemed to be
incorporated by reference into any of our filingslar the Securities Act, whether made before er #ifie date hereof and irrespective of any
general incorporation language in any such filing.
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Recent Sales of Unregistered Securities

In 2013, we issued an aggregate of 10,414 shamsthe exercise of stock options issued under 602 Equity Incentive Plan. The issuances
of such shares were exempt from the registratiqnirements of the Securities Act pursuant to Sac3i) and Rule 701 promulgated
thereunder as transactions pursuant to a compendmnefit plan, as provided under Rule 701.

In September 2013, upon the closing of our IPOagant issued to Harald Ekman Living Trust to pasgapproximately 36,585 shares of ou
common stock at an exercise price of $12.30 paeshistomatically net exercised into 1,969 sharemofmon stock and a warrant to
Stronghold Capital Trust to purchase approximaddly’ 15 shares of our common stock at an exercise pf $12.30 per share automatically
net exercised into 2,407 shares of common stock.i§¢uances of such shares were exempt from tisregpn requirements of the Securities
Act in reliance on Section 4(2) of the Securitiet,Ancluding Regulation D and Rule 506 promulgatesteunder, as transactions by an issuel
not involving a public offering.

In June 2004, pursuant to the terms of an equiptoantand security agreement, we issued a fullyotsable warrant to the lender for the
purchase of 2,304 shares of Series A convertitldéemed stock at an exercise price of $12.30 pareshn January 2014, the warrant was
automatically net exercised upon expiration footaltof 768 shares. The issuance of these sharesxeanpt from the registration requireme
of the Securities Act in reliance on Section 4({@2)he Securities Act, including Regulation D anddrb06 promulgated thereunder, as a
transaction by an issuer not involving a publieafig.
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In March 2014, in connection with entering into thenuno-oncology collaboration, Bristol-Myers SduiGompany, or BMS, purchased from
us and we issued to BMS 994,352 shares of our constoek at a price per share of $21.16. The issuahthese shares was exempt from the
registration requirements of the Securities Aateiiiance on Section 4(2) of the Securities Actluding Regulation D and Rule 506
promulgated thereunder, as a transaction by aeriggt involving a public offering.

Initial Public Offering
Use of Proceeds

On September 23, 2013, we completed our IPO anéds4,800,000 shares of our common stock at aalinifering price of $13.00 per sha
On September 26, 2013, we sold an additional 720sb@res of common stock directly to our undernsitehen they exercised their over-
allotment option in full at the initial offering jwe of $13.00 per share. We received net proceeds the IPO of approximately $63.8 million,
after deducting underwriting discounts and comroissiof approximately $5.0 million and expensespgraximately $2.9 million. None of the
expenses associated with the IPO were paid totdiewfficers, persons owning 10% or more of dag< of equity securities, or to their
associates, or to our affiliates, other than paymenthe ordinary course of business to officersstlaries. Jefferies LLC, BMO Capital
Markets and Wells Fargo Securities, LLC acted a# jmook-running managers and Guggenheim SecuyrltieS acted as co-manager for the
offering.

Shares of our common stock began trading on theD@ Global Market on September 18, 2013. The sharre registered under the
Securities Act on Registration Statements on Forin(Registration Nos. 333-190194 and 333-191222).

There has been no material change in the planredfysroceeds from our initial public offering assdribed in our final prospectus dated
September 18, 2013, filed with the SEC pursuaRute 424(b)(4) pursuant to the Securities Act d33,9s amended. As of December 31,
2013, we have used approximately $3.5 million eftlet offering proceeds primarily to fund pre-aadiand clinical activities for FPA008 and
pre-clinical activities for FPA144.

Purchases of Equity Securities by the Issuer and Afiated Purchasers
None.
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Iltem 6. Selected Financial Data.

You should read the following selected financiabd@gether with the “Management’s Discussion andlgsis of Financial Condition and
Results of Operations” sections of this report andfinancial statements and the accompanying nothsded elsewhere in this report. We
have derived the statements of operations datidnéoyears ended December 31, 2013, 2012 and 2@ltharialance sheet data as of
December 31, 2013 and 2012 from our audited firdrstatements appearing in this report. We havieetbthe statements of operations data
for the years ended December 31, 2010 and 200%harthlance sheet data as of December 31, 2010,82@D2008 from our audited financial
statements not included in this report. Our histdriesults for any prior period are not necesganiicative of results to be expected in any

future period.

(in thousands, except per share amount:

YEARS ENDED DECEMBER 31,

2013 2012 2011 2010 2009
Statement of Operations Data
Collaboration revenu $ 13,79: $ 9,98¢ $64,91¢ $ 23,74( $21,86¢
Operating expense
Research and developm 32,78¢ 28,77¢ 34,03¢ 29,41, 26,07(
General and administrati\ 10,42] 9,00¢ 11,21¢ 8,33¢ 5,652
Total operating expens 43,21 37,78 45,25¢ 37,75¢ 31,72:
(Loss) income from operatiol (29,42) (27,80¢) 19,66: (14,019 (9,85%)
Interest incomt 62 88 114 58 304
Other income (expense), r 487 121 (65) 491 (235)
(Loss) income before benefit from income ta (28,877) (27,595 19,71( (13,46¢) (9,789
Benefit from income taxe — — — 5 4C
Net (loss) incom $(28,877) $(27,595) $19,71( $(13,467) $(9,749)
Net income attributable to participating securi — — 18,82: — —
Net (loss) income attributable to common stockhi $(28,87)  $(27,59F) $ 887 $(13,46)  $(9,749
Basic net (loss) income per share attributableotornon stockholdei(®) $ (5.2 $(23.09 $ 0.77 $(12.2) $ (9.19
Diluted net (loss) income per share attributablecimmon stockholders
@ $ (5.29 $ (23.09) $ 0.72 $ (12.27) $ (9.1
Weighted average shares of common stock outstanied in
computing basic net (loss) income per st @ 5,52¢ 1,197 1,152 1,102 1,06¢
Weighted average shares of common stock outstandied in
computing diluted net (loss) income per sk 5,52¢ 1,197 1,90/ 1,102 1,06¢

(M See Note 1 to our financial statements for araggtion of the method used to calculate basicdiinted net (loss) income per share of
common stock and the weighted average number oéshised in computation of the per share amo

(in thousands)

AS OF DECEMBER 31,

2013 2012 2011 2010

Balance Sheet Data

Cash, cash equivalents and marketable sect $75,72. $ 38,01t $ 50,74: $ 29,28:
Working capital 63,83! 26,01° 39,95( 17,99(
Total asset 81,79: 44,09: 58,57¢ 36,62:
Preferred stock warrant liabili — 562 682 622
Convertible preferred stoc — 136,28 129,46: 129,46:
Total stockholder equity (deficit) 58,02¢ (115,879 (90,106) (122,79)
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Item 7. Management'’s Discussion and Analysis of Famcial Condition and Results of Operations.

You should read the following discussion of ouarficial condition and results of operations in camjtion with the financial statements and
related notes included elsewhere in this AnnualdRegn Form 10-K. The following discussion contdiowvard-looking statements that reflect
our plans, estimates and beliefs. Our actual rescdtuld differ materially from those discussedhia torward-looking statements. Factors that
could cause or contribute to these differencesuielthose discussed below and elsewhere in thisahfReport on Form 10-K, particularly in
“Special Note Regarding Forward-Looking Statemeartd Industry Data” and “Risk Factors.”

Overview

We are a clinical-stage biotechnology company fedusn discovering and developing novel proteingpeutics. Protein therapeutics are
antibodies or drugs developed from extracellulatgins or protein fragments that block diseaseqs®es, including cancer and inflammatory
diseases. We have developed a library of more 35H&00 human extracellular proteins, which we b&ispresent substantially all of the
body’s medically important targets for protein tqeeutics. We screen this comprehensive library withproprietary high-throughput protein
screening technologies to identify new targetgpfotein therapeutics. This platform has allowedaudevelop a pipeline of novel product
candidates for cancer and inflammatory diseasesmgenerate over $223 million under our collabioratrrangements through December 31
2013.

We have no products approved for commercial sadehane not generated any revenue from product sakbste, and we continue to incur
significant research and development and otherresqserelated to our ongoing operations. We havgiied losses in each period since our
inception in 2002, with the exception of the fisgahr ended 2011 due to collaboration revenues fnmduct candidates under collaboration
agreements with third parties. For the year endeceber 31, 2013, we reported a net loss of $28li®@m As of December 31, 2013, we had
an accumulated deficit of $151.6 million.

Critical Accounting Policies and Use of Estimates

Our managemerg’discussion and analysis of financial conditiod eesults of operations is based upon our finarst@kements, which we he
prepared in accordance with accounting principkasegally accepted in the United States of Ameiite preparation of these financial
statements requires us to make estimates, judgrapdtassumptions that affect the reported amodratssets and liabilities and disclosures of
contingent assets and liabilities as of the dath@balance sheets and the reported amountslaboddtion revenue and expenses during the
reporting periods. We base our estimates on histbeixperience and on various other assumptiotsvindelieve to be reasonable under the
circumstances at the time we make such estimattsalresults and outcomes may differ materialyrfrour estimates, judgments and
assumptions. We periodically review our estimatelgght of changes in circumstances, facts and eapee. The effects of material revision:
estimates are reflected in the financial statemgrspectively from the date of the change in estimOur significant accounting policies are
more fully described in Note 1 to our financialtetaents included elsewhere in this report.

We define our critical accounting policies as thaseounting principles generally accepted in théddinStates of America that require us to
make subjective estimates and judgments about radltat are uncertain and are likely to have a n@tenpact on our financial condition and
results of operations as well as the specific maimehich we apply those principles. We believe thitical accounting policies used in the
preparation of our financial statements that regsignificant estimates and judgments are as fetlow

Revenue Recognitio

We recognize revenue when all of the followingasia are met: persuasive evidence of an arrangeexesis; transfer of technology has been
completed or services have been rendered; our fritte customer is fixed or determinable and ctdleility is reasonably assured.
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The terms of our collaborative research and dewveéop agreements include nonrefundable upfront iaedde fees, research funding,
milestone and other contingent payments to ush®iathievement of defined collaboration objectied certain preclinical, clinical, regulat
and sales-based events, as well as royalties ea shhny commercialized products.

Multiple-Element Revenue Arrangemen@ur collaborations primarily represent multipleraent revenue arrangements. To account for thes
transactions, we determine the elements, or dalbles, included in the arrangement and determiniehadeliverables are separable for
accounting purposes. We consider delivered itenie teeparable if the delivered item(s) have stode value to the customer. If the delive
items are separable, we allocate arrangement @asioh to the various elements based on each atssmelative selling price. The
identification of individual elements in a multipdement arrangement and the estimation of thenggliiice of each element involve signific
judgment, including consideration as to whethehedalivered element has standalone value to themes. We determine the estima

selling price for deliverables within each arrangeitrusing vendor-specific objective evidence, oS of selling price, if available, or third
party evidence of selling price if VSOE is not dahle, or our best estimate of selling price, itimer VSOE nor third party evidence is
available. Determining the best estimate of selfirige for a deliverable requires significant judgrh We use our best estimate of selling pric
to estimate the selling price for licenses to awppietary technology, since we do not have VSOEhimd party evidence of selling price for
these deliverables. We recognize consideratioraial to an individual element when all other reserecognition criteria are met for that
element. Our multiple-element revenue arrangengansrally include the following:

Exclusive Licenses. The deliverables under our collaboration agreasmganerally include exclusive licenses to discpgtevelop,
manufacture and commercialize compounds with régpeane or more specified targets. To accountHisr element of the
arrangement, we evaluate whether the exclusivadedas standalone value apart from the undelivadesdents to the collaborati
partner based on the consideration of the relefeatd and circumstances of each arrangement, iimgjube research and
development capabilities of the collaboration partand other market participants. We recognizengament consideration
allocated to licenses upon delivery of the liceiifsiacts and circumstances indicate that the Beelmas standalone value apart from
the undelivered elements, which generally incluesiarch and development services. If facts androgtances indicate that the
delivered license does not have standalone vatune fhe undelivered elements, we recognize the re/as a combined unit of
accounting

We have determined that some of our exclusive $iestiack standalone value apart from the relatsshreh and development
services. In those circumstances we recognizelmmiidion revenue from non-refundable exclusivengmefees in the same manner
as the undelivered item(s), which is generallygbgod over which we provide the research and dgmént services.

Research and Development Service. The deliverables under our collaboration andhisgeagreements generally include
deliverables related to research and developmevites we perform on behalf of the collaboratiorntpar. As the provision of
research and development services is a part afentral operations and we are principally respdedir the performance of these
services under the agreements, we recognize rev®@nagross basis for research and developmeritesras we perform those
services. Additionally, we recognize research faogdielated to collaborative research and developeféorts as revenue as we
perform or deliver the related services in accocéamith contract terms as long as we will receisgment for such services upon
standard payment ternr

Milestone RevenuOur collaboration and license agreements gendralyde contingent milestone payments related &xigied research,
development and regulatory milestones and salesdbasiestones. Research, development and regulatidegtones are typically payable
under our collaborations when our collaboratormakabr selects a target, or initiates or advanazss/ared product candidate in preclinical or
clinical development, upon submission for marketwpgroval of a covered product with regulatory atitfes, upon receipt of actual marketing
approvals of a covered product or for additiondidations, or upon the first commercial sale obaered product. Sales-based milestones are
typically payable when annual sales of covered petsdreach specified levels.
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At the inception of each arrangement that includédsstone payments, we evaluate whether each miless substantive and at risk to both
parties on the basis of the contingent nature ®@htilestone. We evaluate factors such as the #tenégulatory, commercial and other risks
that we must overcome to achieve the respectivestoihe, the level of effort and investment requicedchieve the respective milestone and
whether the milestone consideration is reasonaéeive to all deliverables and payment terms endtrangement in making this assessment.

We have elected to adopt the Financial Accountimg@ards Board Accounting Standards Update 201®é&venue Recognitier Milestone
Method,such that we recognize any payment that is continggon the achievement of a substantive milestartieely in the period in which
the milestone is achieved. A milestone is definedrmevent that can only be achieved based in varatepart on either our performance or
occurrence of a specific outcome resulting frompmenformance for which there is substantive ungastat the date the arrangement is ent
into that the event will be achieved. Thereforejikestone does not include events for which ocewreds contingent solely on the performanct
of a collaborative partner. To be substantive, lestone must meet all the following criteria: tremsideration receivable upon the achievemer
of the milestone is commensurate with either oufgpmance to achieve the milestone or the enhangeaiezalue of delivered items as a re

of a specific outcome resulting from our performaie achieve the milestone, the considerationaslsplely to past performance, and the
consideration is reasonable relative to all ofdbkverables and payment terms in the arrangement.

Research and Development Expent

Research and development expenses consist ofwesteur for our own and for sponsored and collabee research and development
activities. Expenses we incur related to collabeeatesearch and development agreements approxthreatevenue recognized under these
agreements. Research and development costs anesexi@s incurred. Research and development castistof salaries and benefits,
including associated stock-based compensationrdatny supplies and facility costs, as well as fegisl to other entities that conduct certain
research and development activities on our beWsdf estimate preclinical study and clinical triaperses based on the services performed
pursuant to contracts with research institutiorts @mtract research organizations, or CROs, thaduwct and manage preclinical studies and
clinical trials on our behalf based on actual tiamel expenses incurred by them. Further, we acopenses related to clinical trials based on
the level of patient enrollment and activity acdogrto the related agreement. We monitor patientlenent levels and related activity to the
extent reasonably possible and adjust estimatesdingly. If we do not identify costs that we hayegun to incur or if we underestimate or
overestimate the level of services performed orctists of these services, our actual expenses ddted from our estimates. To date, we have
not experienced significant changes in our estimatgreclinical studies and clinical trial accsual

We expense payments for the acquisition and dewedop of technology as research and developmenrt dpsat the time of payment: the
technology is under development; is not approvethbyJ.S. Food and Drug Administration or othemutatpry agencies for marketing; has no
reached technical feasibility; or otherwise hagareseeable alternative future use.

Stock-Based Compensation

We issue stock-based compensation awards to engddyehe form of stock options. We measure studed compensation expense relat
these awards based on the fair value of the awatteodate of grant and recognize stock-based casation expense, less estimated
forfeitures, on a straight-line basis over the isitgiservice period of the awards, which generadjyals the vesting period. Stock options we
grant to employees generally vest over four yaales have selected the Black-Scholes option pricingehto determine the fair value of stock
option awards, which model requires the input afougs assumptions that require management to gpggment and make assumptions and
estimates, including with respect to:

* the expected term of the stock option awardckvive calculate using the simplified method inadance with the Securities and
Exchange Commission Staff Accounting Bulletin Nb87 and 11C
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which calculates the expected term as the midmditite contractual term of the options and theraadi vesting period, as we have
insufficient historical information regarding oupek options to provide another basis for estimdéte.expect to use the simplified
method until we have sufficient historical exerailsga to provide a reasonable basis upon whicktimate expected terr

» the expected volatility of the underlying commetock, which we estimate based on the averagericel volatility of a peer group
of comparable publicly traded life sciences anddaibnology companies over the expected term, adowet have significant
trading history for our common stock. The peer grauas selected on the basis of operational andogaiarsimilarity with our
business operations. We plan to continue to usguhieline peer group volatility information unhiistorical volatility of our
common stock is relevant to measure expected ligldtir future option grants

» the assumed dividend yield, which is based on gpee&tation of not paying dividends for the foreddeduture; anc

» historically, the fair value of our common stocketenined on the date of grant, as described be

We estimated the fair value of each stock optidngithe Black-Scholes option-pricing model basedhendate of grant of such stock option
with the following assumptions:

YEARS ENDED DECEMBER 31,

2013 2012 2011
Expected term (years) 5.(-6.1 5.(-6.1 5.26.1
Expected volatility 85% 85% 85%
Risk-free interest rat 0.8-2.0% 0.6-1.1% 1.2-2.6%
Expected dividend yiel 0% 0% 0%

The amount of stockased compensation expense we recognize duringaal i based on the value of the portion of thas that we expe

to ultimately vest. We estimate forfeitures for doyee grants at the time of grant, and revise thienates, if necessary, in subsequent period:s
if actual forfeitures differ from those estimatelitimately, the actual expense recognized ovendsting period will only represent those
options that vest. Changes in the estimated forkeitate can have a significant impact on our stzaded compensation expense as the
cumulative effect of adjusting the rate is recogdiin the period the forfeiture estimate is changeud instance, if a revised forfeiture rate is
lower than the previously estimated forfeiture rate make an adjustment that will result in ané@ase to the stock-based compensation
expense recognized in our financial statementslae, our forfeitures have been immaterial.

Options granted to individual service providers velne not employees or directors are accountedt festamated fair value using the Black-
Scholes option-pricing method and are subject tmgie remeasurement over the period during whighgervices are rendered.

We expect the impact of stock compensation to asmen future periods due to the potential increas&alue of our common stock and
additional stock option and other equity grants.

Determination of the Fair Value of Common Stockzwant DatesDue to the absence of an active public market fmrcommon stock prior to
our IPO in September 2013, our board of directasperiodically determined for financial reportimgrposes the estimated per share fair valu
of our common stock at various dates using valaatjgerformed in accordance with the guidance adlin the American Institute of Certifis
Public Accountants Practice Guidéaluation of Privately-Held Company Equity Secestissued as Compensatioalso known as the Pract
Guide.

In conducting the valuations, our board of direstovith input from management and independentpéndy valuation specialists, considered
objective and subjective factors that we believedd relevant for each valuation conducted, incigdiur best estimate of our business
condition, prospects and operating performancaect galuation date. Within the valuations performee used a range of factors, assumpt
and methodologies. The significant factors included

» therights, preferences and privileges of aefgrred stock as compared to those of our comnmmk sincluding the liquidation
preferences of our convertible preferred st

76



Table of Contents

» our results of operations, financial position almel $tatus of research and development eff
» the lack of liquidity of our common stock as a jatiy company
» our stage of development and business strategyhanuiaterial risks related to our business andsitrgy

» the achievement of enterprise milestones, includimgring into collaboration and license agreemetd the likelihood of enterir
into such agreement

« the valuation of publicly traded companiestia tife sciences and biotechnology sectors, asagelecently completed mergers and
acquisitions of peer companie

» any external market conditions affecting the liéeeaces and biotechnology industry sect

» the likelihood of achieving a liquidity evemrfthe holders of our common stock and stock ogtisach as an initial public offering
or a sale of our company, given prevailing marketditions;

» the state of the initial public offering market &imilarly situated privately held biotechnologyngpanies
e general U.S. economic conditions; ¢

e our most recent valuations prepared in accordaritermethodologies outlined in the Practice Gu

For the options granted subsequent to our SepteRii& IPO, the exercise price of stock options bellequal to the closing market price of
the underlying common stock on the grant date.

Preferred Stock Warrant Liability

We classify freestanding warrants for shares ttee#éher putable or redeemable as liabilitieshentalance sheet at fair value. Therefore, the
freestanding warrants that gave the holders the tigpurchase our convertible preferred stock ialwlities that we recorded at estimated
value. At the end of each reporting period, we réed changes in fair value during the period asmaponent of other income (expense), net.

We continued to adjust the liability for changeshia estimated fair value of the warrants untiléladier of the exercise or expiration of the
warrants to purchase shares of convertible prefest@ck or the completion of a liquidation eventluding the completion of our initial public
offering, at which time we reclassified the liatis to stockholders’ deficit.

We use the Black-Scholes option pricing model &@dRWERM approach to estimate the fair value optfeéerred stock warrant liability.
Inputs we used in the Black-Scholes option pricimadel to determine estimated fair value includeetsttmated fair value of the underlying
convertible preferred stock at the valuation measent date, the remaining contractual term of theamts, risk-free interest rates, expected
dividends, and the expected volatility of the praéehe underlying convertible preferred stock.Utgpwe used in the PWERM approach to
determine the estimated fair value included a @igjusted discount rate, probability-weighted outesrand time to liquidity.

In December 2002, pursuant to the terms of an eggrp loan and security agreement, we issued adullycisable warrant to the lender for
purchase of 3,902 shares of Series A convertildéemed stock at an exercise price of $12.30 paresiThe warrant was exercisable through
December 2012, subject to certain conditions. Thaant expired unexercised in December 2012.

In June 2004, pursuant to the terms of an equiptoantand security agreement, we issued a fullyotsable warrant to the lender for the
purchase of 2,304 shares of Series A convertitdéemed stock at an exercise price of $12.30 paresiThe warrant was automatically net
exercised for a total of 768 shares on Januarg@®4.
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In connection with the issuance of Series A coibkerpreferred stock in January and February 20@bissued a warrant to purchase 81,300
shares of Series A convertible preferred stockl2t3D per share to our preferred stock placemestauring 2007, the warrant was cance
and replaced by the issuance of two warrants fofstand 36,585 shares; all other terms remainedanged. These warrants automatically
exercised on a net issuance basis upon completiouranitial public offering in September 2013.

In connection with the completion of our initialkgic offering in September 2013, substantiallyadlthe warrants were automatically net
exercised for a total of 4,376 shares, pursuatiteiv terms. As a result of the net exercises,aeemed an $83,000 gain related to the char
fair value as part of other income, net on ouredteant of Operations and reclassified the fair valu57,000 to permanent equity. These
warrants were remeasured using the intrinsic vafube warrant and the net settlement value based@$13.00 per share initial public
offering price. The remaining outstanding warranptirchase Series A convertible preferred stockedad into a warrant to purchase 2,304
shares of common stock at $12.30 per share, eggimidanuary 2014. We remeasured the fair valuhisfremaining warrant through the date
of the conversion to a common stock warrant andegerded a $3,000 loss related to the changeriwvdfie as part of other income, net on
Statements of Operations and reclassified thevédire of $6,000 to permanent equity.

The following table sets forth a summary of allsiahding warrants and the estimated fair value#éaoh of the warrants as of December 31,
2012:

(in thousands, except per share amount:

ESTIMATED
FAIR VALUE
EXERCISE SHARES AS OF AS OF
PRICE PER DECEMBER 31, DECEMBER 31,
STOCK EXPIRATION DATE SHARE 2012 2012
Series A convertible
preferred stocl®) January 201 $ 12.3( 2,30¢ 12
Series A convertible Earlier of: (i) April 2015 or
preferred stock (ii) the closing of an initial
public offering of our common
stock $ 12.3( 81,30( 551
83,60 $ 562

() Upon the completion of our initial public offegnthe warrant to purchase Series A convertibléepred stock converted into a warrant to
purchase 2,304 shares of common stock at $12.36hpee, expiring in January 20:

As of December 31, 2012, we determined the famevalf the above warrants using the Black-Scholastian model with the following
assumptions:

AS OF DECEMBER 31, 201.

Risk-free interest rate 0.2%-0.3%
Remaining contractual term (yea 2.1
Volatility 85.0%

The remaining issued and unexpired warrant to @asel2,304 shares of common stock was unexercisgfdesember 31, 2013. The intrinsic
value of the outstanding warrant as of DecembeRB13 was approximately $10,000, based on thergigsiice of $16.79 per share of our
common stock as reported on The NASDAQ Global MaokeDecember 31, 2013.
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Financial Overview
Collaboration Revenue

We have not generated any revenue from producs.Saler revenue to date has been derived from upfrmyments, research and developmer
funding and milestone payments under collaboradiush license agreements with our collaboration gastrincluding GSK, GlaxoSmithKline
LLC, or GSK US, Glaxo Group Limited, or GSK UK, GSHGS, Pfizer Inc., or Pfizer, and UCB Pharma Sok.UCB.

FP-1039 License and Collaboration with GSK-HGS

In March 2011, we entered into a license and coliation agreement with GSK-HGS, referred to asiR€1039 license, pursuant to which we
granted GSK-HGS an exclusive license to developcamdmercialize FP-1039 and other FGFR1 fusion prst@ the United States, the
European Union and Canada. We retain rights toldpyvand commercialize FP-1039 in territories owdite United States, the European
Union and Canada.

We received an upfront payment of $50 million fr@8K-HGS in connection with our entry into the FF320icense. GSK-HGS is obligated
to pay us contingent payments of up to $435 miltomprising aggregate development-related contingayments of up to $70 million,
aggregate regulatory-related contingent paymentpad $195 million, and aggregate commercial-sglatontingent payments up to $170
million. Of the development-related contingent pays, we could receive, within the next 24 mongh$5 million contingent payment upon
GSK-HGS's completion of its Phase 1b clinical taald a $15 million contingent payment if GSK-HG8iates a Phase 2 clinical trial. We are
also eligible to receive tiered royalty paymentsrirthe low-double digits to the high-teens on ad¢sof FP-1039.

GSK-HGS is obligated to pay us for the costs ofF&11039 related research and development activiteeelect to undertake on behalf of
GSK-HGS. GSK-HGS has paid us $3.3 million for oonduct of these activities through December 313201

GSK US Muscle Diseases Collaboration

In July 2010, we entered into a research collammratnd license agreement, referred to as the muistases collaboration, with GSK US to
identify potential drug targets and drug candidébeseat skeletal muscle diseases. In May 201lamended the muscle diseases collaboratic
to expand the research plan in scope and duratiorchude an additional cell-based screen anith aivo screen using our Rapld Vivo Proteir
Production System, or RIPPS technology. Under the muscle diseases collalworatve will conduct a total of three customized-belsed
screens and orie vivoscreen of our protein library. The three-year ragegerm for the original two cell-based screengeshin July 2013 and
the three-year research term for the cell-basedranido screens will end in May 2014.

At the inception of the muscle diseases collabonatG SK US made an upfront payment to us of $71Bomiand purchased shares of our Se
A-2 convertible preferred stock for $7.5 milliorf,which we considered $3.0 million to be an implg@mium. The implied premium was
accounted for as revenue in the same manner apfrent payment and allocated to the deliverableteun the research collaboration
agreement. Through December 31, 2013, we havevest&0.9 million in research funding under thiseggment, which ends in May 2014. As
of December 31, 2013, we had deferred revenue .8frdilion related to this agreement, which we estge fully recognize in 2014 as we
complete our obligation to provide research sesrice

Under the muscle diseases collaboration, GSK USheagght to evaluate proteins identified in tleeegns we conduct for limited periods of
time and after such evaluation the right to ob&adolusive worldwide licenses to develop and commére products that incorporate or target
selected proteins. In December 2012, GSK US seleci@otein for further evaluation and triggere®Da8 million selection fee. In September
2013, we agreed to extend the evaluation periothisiprotein therapeutic target by approximatéghemonths and GSK US
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paid us a $0.2 million extension fee. In Octobet205SK US selected several other protein theréptargets for further evaluation and paid
us a $0.3 million selection fee in December 2018. &£ eligible to receive up to $124.3 million otgntial option exercise fees and conting
payments with respect to each protein target tI& GS elects to obtain rights. These potential Beespayments are composed of target
evaluation and selection fees of up to $1.8 millipreclinical and development-related contingeyihpents of up to $28.5 million, regulatory-
related contingent payments of up to $40.0 milkow commercial-related contingent payments of ugbth0 million. GSK US is also
obligated to pay us tiered low- to mid-single digiyalties on global net sales for each produdtiti@rporates or targets the protein.

GSK UK Respiratory Diseases Collaboration

In April 2012, we entered into a research collaboraand license agreement, referred to as thératspy diseases collaboration, with GSK
to identify new therapeutic approaches to treatstbry asthma and chronic obstructive pulmonasgaie, or COPD, with a particular focu:
identifying novel protein therapeutics and antiboalgets. We plan to conduct up to six customizedens of our protein library under the
respiratory diseases collaboration using both elirtmsed anih vivo screening capabilities. The four-year research teilirend in April
2016.

At the inception of the respiratory diseases calfabon, GSK UK made an upfront payment to us o6$fillion and purchased from us shares
of our Series A-3 convertible preferred stock f@0$ million, of which we considered $3.1 milliamte an implied premium. The implied
premium was accounted for as revenue in the sameenas the upfront payment and allocated to theedables under the research
collaboration agreement. Through December 31, 2@&3ave also received $4.8 million of researchlfiig and we are eligible to receive up
to an additional $5.9 million of research fundinglar this agreement through the remainder of theareh term, which ends in April 2016. As
of December 31, 2013, we had deferred revenue .8fi@lion related to this agreement, which we estfie recognize through the second
quarter of 2016 as we complete our obligation t/jate research services. We expect to receiverdllion, $2.6 million and $1.3 million in
2014, 2015 and 2016, respectively, as we complatelaigation to provide research services.

In the course of conducting screens of our prdibmary under the collaboration, we expect to disgoroteins that may be potential drug
targets or drug candidates for treating refractmtyhma or COPD. Under the collaboration agreen@®k UK has the right to evaluate prote
identified in the screens we conduct for limitedipes of time and after such evaluation has thietitig obtain an exclusive worldwide license
to develop and commercialize products that incafmour selected target proteins.

Prior to the time GSK UK exercises its right toaihtan exclusive worldwide license to a proteimgédywe will discuss and agree on Track 1
Targets, over which GSK UK will have sole respoitigjbfor the further development and commercialiaa of products that incorporate or
target such protein targets, and Track 2 Targetsyhich we will develop biologics that incorporatetarget such protein targets through to
clinical proof of mechanism in either a Phase ficél trial or Phase 2 clinical trial. We will tak&to consideration each party’s available
resources and capabilities at the time in decidihigh protein targets will be Track 1 Targets oadik 2 Targets, but subject to each party’s
general right to alternate in such selection artti @iSK UK to have the right to first select.

We are eligible to receive up to $124.3 milliorpiotential target evaluation and selection feescmtiingent payments with respect to each
Track 1 Target. These fees and payments are comhjpdsarget evaluation and selection fees of uplt® million, preclinical and
development-related contingent payments of up &3gillion, regulatory-related contingent paymeuitsip to $40.0 million and commercial-
related contingent payments of up to $54.0 millié®sK UK is also obligated to pay us tiered lowntml-single digit royalties on global net
sales for each product that incorporates or tathetIrack 1 Target.

We are eligible to receive up to $193.8 milliorpiotential target evaluation and selection feescmtiingent payments with respect to each
Track 2 Target. These fees and payments are conhjpbsarget evaluation and
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selection fees of up to $1.8 million, a clinicabpf of mechanism option exercise fee of up to $28ilon, preclinical and developmengiatec
contingent payments of up to $36.5 million, regofgirelated contingent payments of up to $53.0iamland commercial-related contingent
payments of up to $79.5 million. GSK UK is alsoighted to pay us tiered high-single to low-douhigitdoyalties on global net sales for each
product that incorporates or targets the Track @gda

UCB Fibrosis and CNS Collaboration

In March 2013, we entered into a research collatmrand license agreement, referred to as thedibrand CNS collaboration, with UCB to
identify innovative biologics targets and therajmsuin the areas of fibrosis-related immunologgedises and central nervous system, or CNS
disorders. We plan to conduct up to five customizelttbased anth vivo screens of our protein library under the fibrogsid €NS

collaboration. We currently expect to complete initial research activities under the fibrosis &S collaboration by March 2016. Upon the
completion of those research activities, UCB hasougp two-year evaluation period during which weyrba obligated to perform additional
services at the request of UCB.

At the inception of the fibrosis and CNS collab@at UCB made payments to us of $8.2 million. We @ligible to receive up to an additional
$6.4 million of technology access fees and resefanttling under the fibrosis and CNS collaboratimnf March 2014 through January 2016.
In addition, we may be eligible to receive up to3dillion if UCB elects to have us conduct a thilwtosis screen. As of December 31, 2013,
we had deferred revenue of $6.2 million relatethts agreement, of which we expect to recognizd $dllion in 2014, $1.2 million in 2015,
and $1.2 million in 2016. We expect to receive agsk payments of $3.0 million and $3.2 million 12 and 2015, respectively.

We are eligible to receive up to $92.2 million imt@ntial evaluation and selection fees and contihngayments with respect to each protein
target for which UCB elects to obtain an excludieense, comprising aggregate target evaluationsatettion fees of up to $0.4 million,
preclinical and development-related contingent payts of up to $11.8 million, regulatory-related tiegent payments of up to $20.0 million
and commercial-related contingent payments of g6th0 million. UCB is also obligated to pay usédit low- to mid-single digit royalties on
global net sales for each product that incorporateargets the protein.

Summary Revenue by Collaboration Partner
The following is a comparison of collaboration reue for the years ended December 31, 2013, 2012 @ittt

YEARS ENDED DECEMBER 31,

(in millions) 2013 2012 2011
R&D Funding
Glaxo Group Limitec $ 2¢ $ 1.2 $ —
GlaxoSmithKline LLC 2.8 3.3 2.5
Human Genome Sciences, |i 0.1 0.€ 2.4
Pfizer, Inc. — — 3.8
UCB Pharma S.A 0.2 — —
Other 0.2 0.1 0.1
Ratable Revenue Recogniti
Glaxo Group Limitec 2.€ 1.¢ —
GlaxoSmithKline LLC 2.5 2.4 2.7
Human Genome Sciences, i — — 50.C
Pfizer, Inc. — — 34
UCB Pharma S.A 2.C — —
Milestone and Contingent Payme
GlaxoSmithKline LLC 0.5 0.1 —
Total $ 13.€ $ 10.C $ 64.¢
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We expect that any revenue we generate will fluetéimm period to period as a result of the timémgl amount of milestones and other
payments from our existing collaborations or any ellaborations we may enter into.

Research and Developme

Research and development expenses consist ofweesteur in performing internal and collaboratiesearch and development activities.
Expenses incurred related to collaborative reseamnchdevelopment agreements and approximate tkauwewecognized under these
agreements. Research and development costs cohsaaries and benefits, including associatedksbased compensation, lab supplies, and
facility costs, as well as fees paid to other @gtithat conduct certain research and developnogimitees, including manufacturing, on our
behalf.

We are conducting research and development aetwitin several oncology and inflammatory diseaggetsr

We have a research and development team that desigimages and evaluates the results of all ofesa@arch and development activities. We
conduct nearly all of the core target discovery aady research and preclinical activities intelsnahd rely on third parties, such as CROs, an
clinical manufacturing organizations, or CMOs, floe execution of certain of our research and deweémt activities, such as toxicology
studies and drug substance and drug product maatifeg and the conduct of clinical trials. We acobfor research and development costs o
a program-by-program basis. Costs associated hétlearly phases of research and discovery are @ftated to improving our discovery
platform and are not necessarily allocable to @ifipgarget. We assign costs for such activities tistinct non-program related project code.
We allocate research management, overhead, comsage laboratory supplies, and facility costs oulléirhe equivalent basis.

The following is a comparison of research and dgualent expenses for the years ended December 83, 2012 and 2011:

YEARS ENDED DECEMBER 31,

(in millions) 2013 2012 2011
Product programs
FF-1039 $ 0.< $ 1C $ A48
FPA008 9.C 4.5 4.
FPA144 5.2 4.8 3.C
Early preclinical programs, collective 2.¢ o5 8.1
Subtotal pipeline 18.1 18.¢ 19.¢
Product and discovery collaboratic 10.2 7.C 7.5
Early research and discove 4.4 3.2 6.€
Total research and development expel $ 32 $ 28.¢ $ 34.

We expect our research and development expenseséase as we:

» Expand the scope of our cancer immunotherapgareh and pre-clinical development activitiestfoth our internal programs as
well as under our BMS immuroncology collaboration; ar

« Advance our development programs further, in paldicas we increase the number and size of oucalitrials.

We began a Phase 1 clinical trial for FPA008 indbet 2013 and expect to begin a Phase 1 cliniedftr FPA144 in selected patients by the
end of 2014. The process of conducting preclirstadlies and clinical trials necessary to obtainlagry approval is costly and time-
consuming. We or our partners may never succeadhieving marketing approval for any of our drugdidates. Numerous factors may aft
the probability of success for each drug candidatduding preclinical data, clinical data, comgieta, manufacturing capability and
commercial viability.
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FP-1039, our most-advanced product candidate,ezhféinase 1b clinical development in July 2013, FIBAéhtered Phase 1 clinical
development in October 2013 and our other prodacticiates are in preclinical development; therefloeesuccessful development of our drug
candidates is highly uncertain and may not resudipiproved products. Completion dates and completists can vary significantly for each
drug candidate and are difficult to predict for le@coduct. Given the uncertainty associated withicadl trial enrollments and the risks inherent
in the development process, we are unable to datertine duration and completion costs of the curoerfuture clinical trials of our drug
candidates or if, or to what extent, we will genen@venues from the commercialization and sabngfof our drug candidates. We anticipate
we will make determinations as to which programpusue and how much funding to direct to each gammgon an ongoing basis in response
to the outcome of research, nonclinical and clindcdivities, as well as ongoing assessment aadh drug candidate’s commercial potential.
We will need to raise additional capital or mayksadditional product collaborations in the futuneorder to complete the development and
commercialization of our drug candidates.

General and Administrative

General and administrative expenses consist piliynafrsalaries and related benefits, including agged stock-based compensation, related t
our executive, finance, legal, business developntmhan resource and support functions. Other géaad administrative expenses include
allocated facility-related costs not otherwise utigld in research and development expenses, trgyehses and professional fees for auditing,
tax and legal services, including intellectual pndp-related legal services.

We expect that our general and administrative es@&wmwill increase for the foreseeable future agneer additional costs associated with be
a publicly traded company, including legal, audjtand filing fees, additional insurance premiumsestor relations expenses and general
compliance and consulting expenses. Also, we exqécintellectual property related legal expengeduding those related to preparing, filii
prosecuting and maintaining patent applicationfnd¢oease as our intellectual property portfolipa&xds.

Interest Income

Interest income consists of interest income eaamedur cash and cash equivalents, and marketatileitses.

Other Income (Expense), Net

Other income (expense), net consists primarihhefrevaluation of the preferred stock warrant lighand the gain or loss on the disposal of
property and equipment, if any. Upon the completibour initial public offering, the preferred stowarrant liability was reclassified to
additional paid-in capital and we no longer recang related periodic fair value adjustment.

Results of Operations
Comparison for the Years Ended December 31, 2018 2012

YEARS ENDED DECEMBER 31,

(in millions) 2013 2012
Collaboration revenue $ 13.€ $ 10.C
Operating expense

Research and developm 32.¢ 28.¢

General and administrati 10.£ 9.C
Total operating expens 43.2 37.¢
Interest incom: 0.1 0.1
Other income, ne 0.4 0.1
Net loss $ (28.9) $ (27.6)
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Collaboration Revenue

Collaboration revenue increased by $3.8 million38:0%, to $13.8 million in 2013 from $10.0 in 20This increase was primarily due to the
$2.3 million increase in revenue recognized underespiratory diseases collaboration with GSK Ulteeed into in April 2012, and the
recognition of $2.2 million of revenue under owbréisis and CNS collaboration with UCB entered intMarch 2013, offset by a reduction in
reimbursed clinical costs of $0.8 million for resgtaand development we completed in 2012 undeF&41039 license and collaboration
agreement with GSK.

Research and Developme

Our research and development expenses increasktl ®ynillion, or 13.9%, to $32.8 million in 2013fn $28.8 million in 2012. This increase
was primarily due to an increase of $4.5 milliolated to our FPA008 program primarily for clini¢ahl costs and the manufacture of drug
substance and drug product for our Phase 1 clitriedl a $0.5 million increase related to advagair FPA144 program, and a $3.3 million
increase in discovery collaboration costs due terérg into the fibrosis and CNS collaboration imfdh 2013 and the respiratory diseases
collaboration in April 2012, offset by a $4.2 nilli decrease in early preclinical program expengegala reduction in the number of progr:
we were actively pursuing.

General and Administrative

Our general and administrative expenses increag&d i million, or 15.6%, to $10.4 million in 205®m $9.0 million in 2012, primarily due
to $0.7 million for activities related to preparitgbecome a public company, a $0.2 million incesiasstock-based compensation charge
resulting from modification accounting in 2013, an80.1 million increase in intellectual propertgél fees.

Other Income, Net

Other income, net, increased to $0.4 million in2@&bm $0.1 million in 2012. This increase primgrnieflects the decrease in estimated fair
value of the preferred stock warrant liability aetheasurement through the date of the closing oinitial public offering.

Comparison of the Years Ended December 31, 2012 201

YEARS ENDED DECEMBER 31,

(in millions) 2012 2011
Collaboration revenue $ 10.C $ 64.¢
Operating expense

Research and developmt 28.¢ 34.C

General and administratiy 9.C 11.2
Total operating expens: 37.¢ 45.2
Interest incomt 0.1 0.1
Other (expense) income, r 0.1 0.7)
Net income (loss) before income ta: (27.6) 19.7
Income tax expens — —
Net income (loss $ (27.6) $ 19.79

Collaboration Revenue

Collaboration revenue decreased by $54.9 millior8406%, to $10.0 million in 2012 from $64.9 miliagn 2011. This decrease was primarily
due to the recognition as revenue of the $50.0anilipfront payment in
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2011 in connection with our FP-1039 license withK&$GS to develop our FP-1039 product candidate elbas a $7.2 million reduction of
revenue from our Pfizer discovery research collaton, which ended in May 2011. This was partialffiset by the recognition of $3.2 million
of revenue for a technology access fee and researeites under our respiratory diseases collaiboratith GSK UK entered into in April
2012.

Research and Developme

Total research and development expenses decrep&sdzomillion, or 15.3%, to $28.8 million in 205@m $34.0 million in 2011. This
decrease was primarily due to the FP-1039 Pha#ieidat trial activities nearing completion in 20ahd entering into the FP-1039 license with
GSK-HGS to further develop FP-1039, for which GSKiow responsible for development and related castsa reduction in early research
efforts.

Research and development expenses related to FRAdré4sed by $1.8 million, or 60.0%, to $4.8 roitlin 2012 from $3.0 million in 2011.
Expenses in 2011 related primarily to an exclubense from Galaxy Biotech, LLC, or Galaxy, rethte the development, manufacturing i
commercialization of a monoclonal antibody whilgperses in 2012 related primarily to preclinicabigs.

Research and development expenses related tocksdliaborations decreased by $0.5 million, of@.% $7.0 million in 2012 from $7.5
million in 2011. The decrease was due to the cotigplef our Pfizer discovery research collaboraiioMay 2011, offset by the expansion of
our muscle diseases collaboration with GSK US iry @11 and our entry into the respiratory diseasfiaboration with GSK UK in April
2012.

Research and development expenses related toreselgrch and discovery programs to expand our ptqdatform decreased by $3.4 million,
or 51.5%, to $3.2 million in 2012 from $6.6 milli@m 2011. This decrease was due to a reductionemtumber of programs we were actively
pursuing.

General and Administrative

General and administrative expenses decreased.Byr#iion, or 19.6%, to $9.0 million in 2012 fro$11.2 million in 2011. This decrease v
primarily due to a decrease in stock-based compiensaxpenses resulting from amending terms ofguerénce based options in 2011 for two
employees, and amending vesting terms for a foahief executive officer in 2011.

Interest Incomt

Interest income decreased to $88,000 in 2012 frbt4 00 in 2011 due to a decrease in our markessulgrities portfolio, which resulted in
lower interest income year-over-year.

Other Income (Expense), Net

Other income, net increased to income of $121,60Q012 from a $65,000 expense in 2011. This irsergeimarily reflects a decrease in the
estimated fair value of the preferred stock wartatility. A warrant to purchase 3,902 shares efi& A convertible preferred stock expired
unexercised in December 2012.

Income Tax Expens

Income tax expense for the year ended Decemb&031, consisted solely of current state tax expaas®je were able to utilize federal net
operating loss carryforwards to fully offset feddexable income for the year. Income tax expepséhie year ended December 31, 2012
consisted solely of current state tax expense2Bt® and all years prior to 2011, we incurred téx#dsses and accumulated significant fed
and state net operating losses as well as resaaccevelopment tax credits. Our ability to useaperating loss carryforwards and tax credits
to offset future taxable income may become suligentstrictions under Section 382 of the Unitedeéitdnternal Revenue Code of 1986, as
amended.
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Liquidity and Capital Resources

On September 23, 2013, we completed our IPO, wigishlted in the sale of 4,800,000 shares of oumeomstock at a price of $13.00 per
share. On September 26, 2013, the underwritersiofRD exercised their over-allotment option irl folpurchase an additional 720,000 share
of common stock at a price of $13.00 per sharerélfeived net proceeds from the initial public dfigrof $63.8 million after deducting
underwriting discounts, offering expenses and cassions paid by us. In connection with the IPO, bwitstanding preferred stock warrants
exercised and all of our outstanding convertibkfgmred stock automatically converted to commookstin a one-for-one ratio on

September 23, 2013.

Since inception and through December 31, 2013, ave naised an aggregate of $381.1 million to fumdaperations, including $66.7 million
from our initial public offering, $160.2 million wer our collaboration agreements, $63.5 milliomfrine sale of convertible preferred stock to
discovery collaboration partners, $89.9 millionrfrthe sale of convertible preferred stock to pantither than our discovery collaboration
partners and $0.8 million from the sale of commimetls As of December 31, 2013, we had $67.6 mililonash and cash equivalents and $8..
million of marketable securities invested in a UT&asury money market fund, U.S. Treasuries, ai®d gbvernment agencies securities with
maturities of 16 months or less.

On February 12, 2014, we completed an underwrjitdslic offering of our common stock, which resultadhe sale of 3,450,000 shares, at a
price of $12.50 per share, that included the fidlreise of the underwriters’ option to purchasedditional 450,000 shares of common stock.
We received net proceeds from the offering of $40ildon after deducting underwriting discountstiemted offering expenses and
commissions paid by us.

On March 14, 2014, we entered into a researchlomidion and license agreement, which we refestih@ immuno-oncology collaboration,
with Bristol-Myers Squibb Company, or BMS, to caoyt a research program to discover and furtheerstand targets in two immune
checkpoint pathways using our target discoveryf@iat and discover and pre-clinically develop compasisuitable for development for
human therapeutic uses against targets in thes&pbiat pathways. Under the immuno-oncology collation agreement BMS will make an
upfront payment of $20.0 million to us, which wepegt to receive in April 2014. In connection wittetimmuno-oncology collaboration
agreement, BMS purchased 994,352 shares of our oomstock at a price of $21.16, for an aggregatehasge price of $21.0 million.

In addition to our existing cash and cash equivaleme are eligible to receive research and dewedop funding and to earn milestone and
other contingent payments for the achievement bhelé collaboration objectives and certain nonclij clinical, regulatory and sales-based
events, and royalty payments under our collabanaagreements. Our ability to earn these milestoecantingent payments and the timing of
achieving these milestones is primarily dependpontuthe outcome of our collaboratoresearch and development activities and is unceat:
this time. Our rights to payment under our collation agreements are our only committed externaicgoof funds.

Funding Requirements

Our primary uses of capital are, and we expectanititinue to be, compensation and related expetises party clinical and preclinical
research and development services, including maturfag, laboratory and related supplies, legaepband other regulatory expenses and
general overhead costs. We believe our use of GRO<sontract manufacturers provides us with fldxybin managing our spending and lirr
our cost commitments at any point in time.

Because our product candidates are in various stafgeinical and preclinical development and timcome of these efforts is uncertain, we
cannot estimate the actual amounts necessary tessfally complete the development and commeraeititim of our product candidates or
whether, or when, we may achieve profitability. lUstich time, if ever, that we can generate subistgoroduct revenues, we expect to finance
our cash needs through collaboration arrangementsifanecessary, equity or debt financings. Exéepany obligations of our
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collaborators to reimburse us for research andldpueent expenses or to make milestone or royalgyneamts under our agreements with th
we will not have any committed external sourceiauiitlity. To the extent that we raise additiongpital through the future sale of equity or
debt, the ownership interests of our stockholdelidoe diluted, and the terms of these securitiey imclude liquidation or other preferences
that adversely affect the rights of our existingckholders. If we raise additional funds throughatmration arrangements in the future, we
may have to relinquish valuable rights to our texdbgies, future revenue streams or product caneidait grant licenses on terms that may not
be favorable to us. If we are unable to raise amitht funds through equity or debt financings wheeded, we may be required to delay, limit,
reduce or terminate our product development orgut@mmercialization efforts or grant rights to diep and market product candidates that
we would otherwise prefer to develop and markeseles.

Based on our research and development plans artihong expectations related to the progress ofpzagrams, we expect that our existing
cash and cash equivalents and marketable secuatieEDecember 31, 2013, the proceeds received i February 2014 underwritten pul
offering of our common stock, the upfront paymeetexpect to receive from the March 2014 BMS immonoelogy collaboration and
proceeds from the related BMS stock purchase, lmaflinding that we expect to receive under ourtiexjscollaborations will enable us to fu
our operating expenses and capital expendituraéregants for at least 24 months, without givingeeffto any potential contingent payments
we may receive under our collaboration agreemeangsitering into any new collaboration agreements.N&ve based this estimate on
assumptions that may prove to be wrong, and wedagg# our capital resources sooner than we exfsdditionally, the process of testing drug
candidates in clinical trials is costly, and thraitig of progress and expenses in these trialsdertain.

Cash Flows

The following is a summary of cash flows for theassgeended December 31, 2013, 2012 and 2011:

YEARS ENDED DECEMBER 31,

(in millions) 2013 2012 2011
Net cash (used in) provided by operating activi $ (25.9 $ (18.9 $ 23.:
Net cash provided by (used in) investing activi (42.2) 18.t (27.0
Net cash provided by financing activiti 64.2 6.S —

Net Cash (Used in) Provided by Operating Activi

Net cash used in operating activities was $25.8aniuring the year ended December 31, 2013. Eidoss of $28.9 million was offset |
non-cash charges of $1.7 million for depreciatind amortization, $2.1 million for stock-based comgegion expense, $0.4 million for
amortization of premium on marketable securitied @1$0.5 million non-cash gain for the revaluatidpreferred stock warrant liabilities. The
net change in operating assets and liabilities$@2 million.

Net cash used in operating activities was $18.4aniuring the year ended December 31, 2012. Eidoss of $27.6 million was offset |
non-cash charges of $1.6 million for depreciatind amortization, $1.7 million for stock-based commetion expense, $0.5 million for
amortization of premium on marketable securitied @ai$0.1 million non-cash gain for the revaluatdmpreferred stock warrant liabilities. The
net change in operating assets and liabilities$&a4 million.

Net cash provided by operating activities was $28ilBon during the year ended December 31, 201dt.iNcome of $19.7 million we
increased by non-cash charges of $1.6 million éprdciation and amortization, $2.9 million for tdmased compensation expense, $0.9
million for amortization of premium on marketabkcarities and a $0.1 million non-cash gain forréaaluation of preferred stock warrant
liabilities. The net change in operating assetslatdities was $1.9 million.
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The $6.9 million increase in net cash used in dpegactivities in 2013 compared to 2012 is priryadiue to a $1.3 million increase in net loss
and an increase in recognition of non-cash ratawenue in 2013. The $41.7 million increase in azsdd in operating activities in 2012 from
2011 was due to a $41.1 million decrease in castived from our collaborations. In 2011, we recdiae$50.0 million upfront payment
pursuant to the FP-1039 license with GSK-HGS. Weired a $7.5 million upfront payment for the reapmry diseases collaboration with
GSK UK entered into in 2012.

Net Cash Provided by (Used in) Investing Activi

Net cash provided by or used in investing actigifier the periods presented primarily relates eophrchases and maturities of marketi
securities. Net cash used in investing activitie®013 increased primarily due to purchases of atalite securities with the proceeds from oul
IPO. Purchases of property and equipment werer@dli®n, $0.7 million and $1.0 million during theemrs ended December 31, 2013, 2012
and 2011, respectively. The decrease in propedyegnipment purchases during the years ended Dexe3hb2012 and 2011 consisted
primarily of a reduction in laboratory equipmentghases supporting our research and developmavwitiast

Net Cash Provided by Financing Activiti

Net cash provided by financing activities during trear ended December 31, 2013 primarily relatédeamet proceeds from our IPO of $6
million. Additionally, we received $0.4 million fro employee stock option exercises in 2013. Net pastided by financing activities during
the year ended December 31, 2012 primarily relatdlle sale of preferred stock. In April 2012, vadds0.4 million shares of Series A-3
convertible preferred stock to GSK UK for proceefi$10.0 million, of which $3.1 million was consigel to be an implied premium and was
allocated to the deliverables under the respiratiisgases collaboration, resulting in $6.8 millming allocated to the Series A-3 convertible
preferred stock. Additionally, we received $0.1liofl from employee stock option exercises in 2048t cash provided by financing activities
of less than $0.1 million during the year endedédelger 31, 2011 reflects cash received from emplsi@zk option exercises.

Contractual Obligations and Contingent Liabilities
The following table summarizes our significant caotual obligations as of December 31, 2013:

(in millions)
LESS THAN MORE THAN
CONTRACTUAL OBLIGATIONS TOTAL 1 YEAR 17O 3 YEARS 3TO 5 YEARS 5 YEARS
Operating lease®) $ 11.: $ 2.7 $ 5.7 $ 2.€ $ —
Total obligations $ 11.: $ 2.7 $ 5.7 $ 2.€ $ —

1) Represents future minimum lease payments undecancelable operating leases in effect as of Dbeeiil, 2012, for our facilities in
South San Francisco, California. The minimum |lgzsgments above do not include common area maintenararges or real estate
taxes.

The contractual obligations table above does ratide any potential future milestone payments il tharties as part of certain collaboration
and in-licensing agreements, which could totalai120.1 million, or any potential future royaltsypnents we may be required to make unde
our license agreements, including with:

e Galaxy, under which we were granted an exctuserldwide license for the development, manufastuand commercialization of
ant-FGFR2b antibodies; ar

e The Regents of the University of Californiagdenwhich we were granted an exclusive license wogidain patent rights related to
our FF-1039 program
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Payments under these agreements are not includkd above contractual obligations table due taitieertainty of the occurrence of the
events requiring payment under these agreementading our share of potential future milestone emyhlty payments. These payments
generally become due and payable only upon achientof certain clinical development, regulatorcommercial milestones.

Off-Balance Sheet Arrangements

We did not have during the periods presented, andawnot currently have, any off-balance sheengements, as defined under SEC rules.

JOBS Act

In April 2012, the Jumpstart Our Business Startypisof 2012, or the JOBS Act, was enacted. Sectivn of the JOBS Act provides that an
emerging growth company can take advantage of eamd&d transition period for complying with newrevised accounting standards. Thus,
an emerging growth company can delay the adopfi@erain accounting standards until those starsdamalld otherwise apply to private
companies. We have irrevocably elected not to atatelves of this extended transition period, @sda result, we will adopt new or revised
accounting standards on the relevant dates on véuoption of such standards is required for otluatip companies.

ltem 7A. Quantitative and Qualitative Disclosures Aout Market Risk.

The market risk inherent in our financial instrurteeand in our financial position reflects the patiosses arising from adverse changes in
interest rates and concentration of credit riskoABecember 31, 2013, we had cash and cash equtgabnd marketable securities of

$75.7 million consisting of bank deposits, intefesaring money market accounts, U.S. TreasuriedtaBdgovernment agency securities. Our
primary exposure to market risk is interest ratesgiity, which is affected by changes in the gahéevel of U.S. interest rates. Due to the
short-term maturities of our cash equivalents aadketable securities, and the low risk profile of marketable securities, an immediate 100
basis point change in interest rates would not lzenweterial effect on the fair market value of cash equivalents and marketable securities.
We have the ability to hold our marketable secesitintil maturity, and therefore we do not expedhange in market interest rates to affect
operating results or cash flows to any significdegree.

Item 8. Financial Statements and Supplementary Data

The financial statements required by this itemsateforth beginning at page F-1 of this Annual Repa
Form 10-K.

Item 9. Changes in and Disagreements With Accountésion Accounting and Financial Disclosure.

None.

Item 9A. Controls and Procedures.

Evaluation of disclosure controls and procedufdanagement, including our President and Chief EtteeDfficer and Senior Vice
President and Chief Financial Officer, evaluatezldffectiveness of our disclosure controls andgataces (as defined in Exchange Act Rules
13a-15(e) and 15d-15(e)), as of the end of theogardvered by this report. Based upon the evalnatiee President and Chief Executive
Officer and Senior Vice President and Chief Finah©fficer concluded that the disclosure contrald procedures were effective to ensure
information required to be disclosed in the repantsfile and submit under the Securities Exchangeof 1934, as amended, is (i) recorded,
processed, summarized and reported as and wheinegqund (ii) accumulated and communicated to camagement, including the President
and Chief Executive Officer and Senior Vice Presidind Chief Financial Officer, as appropriateltovatimely discussion regarding required
disclosure.
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Management’s Report on Internal Control Over Finah&eporting.This report does not include a report of manageimassessment
regarding internal control over financial reportioigan attestation report of our independent reggst public accounting firm due to a transit
period established by the rules of the SEC for pgwblic companies. Additionally, our auditors wilbt be required to formally opine on the
effectiveness of our internal control over finahcéporting pursuant to Section 404 until we ardammger an “emerging growth company” as
defined in the JOBS Act as we have taken advardhtiee exemptions available to us through the JOBS

Changes in internal control over financial repodirThere have been no significant changes in ournatarontrol over financial
reporting during our most recent fiscal quartet thaterially affected, or is reasonably likely tat@rially affect, our internal control over
financial reporting.

Iltem 9B. Other Information.

None.
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PART IlI

Item 10. Directors, Executive Officers and Corpora¢ Governance.

The information required by this item is incorpeby reference to the information set forth ingketions titled “Information About Our
Board of Directors” and “Information About Our Exgive Officers Who Are Not Directors,” “Corporateo@rnance,” Corporate Governani
— Code of Business Conduct and Ethics,” “Sectiorall Beneficial Ownership Reporting Compliance,” “Gorate Governance — Committees
of the Board of Directors — Nominating and Corper@overnance Committee,” “Corporate Governan€®mmittees of the Board of Directi
— Audit Committee” and “Corporate Governance — Cottess of the Board of Directors — Compensation Cdteat in our Proxy Statement.

Item 11. Executive Compensation.

The information required by this item is incorpeby reference to the information set forth ingketions titled “Executive Compensation,”
“Director Compensation” and “Committees of the Bbaf Directors — Compensation Committee Interloakd Insider Participation” in our
Proxy Statement.

Item 12. Security Ownership of Certain Beneficial @Qvners and Management and Related Stockholder Mattet

The information required by this item is incorpadby reference to the information set forth ingbetions titled “Securities Authorized For
Issuance Under Equity Compensation Plans” and “@gddwnership of Certain Beneficial Owners and lgement” in our Proxy Statement.

Item 13. Certain Relationships and Related Transa@ns, and Director Independence.

The information required by this item is incorpehby reference to the information set forth ingketions titled “Corporate Governance —
Board of Directors Independence” and “Transactith Related Persons” in our Proxy Statement.

Item 14. Principal Accountant Fees and Services.

The information required by this item is incorpehby reference to the information set forth ingketions titled “Independent Registered
Public Accounting Firm Fees and Services” in oundgrStatement.
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PART IV
Iltem 15. Exhibits, Financial Statement Schedules.

The financial statements schedules and exhibéd fils part of this Annual Report on Form 10-K aréoflows:

(2)(2) Financial Statements
Reference is made to the financial statementsdeclun Item 8 of Part Il hereof.

(2)(2) Financial Statement Schedules
All other schedules are omitted because they aresgaired or the required information is includedhe financial statements or notes thereto.

(2)(3) Exhibits
The exhibits required to be filed as part of tleipart are listed in the Exhibit List attached her@td are incorporated herein by reference.
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SIGNATURES

Pursuant to the requirements of the Securities &xgh Act of 1934, as amended, the registrant Hgscdused this report to be signed
its behalf by the undersigned thereunto duly aizledr

Five Prime Therapeutics, Inc.
(Registrant

Date: March 26, 2014 /s/ Lewis T. Williams
Lewis T. Williams
President and Chief Executive Officer
(Principal Executive Officer

Date: March 26, 2014 /sl Marc L. Belsky
Marc L. Belsky
Senior Vice President and Chief Financial Officer
(Principal Financial and Accounting Office

POWER OF ATTORNEY

Each person whose individual signature appearswbleémeby authorizes and appoints Lewis T. Williaand Francis W. Sarena, and e
of them, with full power of substitution and restitagion and full power to act without the othes, fais or her true and lawful attorney-in-fact
and agent to act in his or her name, place and sted to execute in the name and on behalf of padon, individually and in each capacity
stated below, and to file any and all amendmentkisoreport on Form 18 and to file the same, with all exhibits theredod other documen
in connection therewith, with the Securities andlfange Commission, granting unto said attorneyfséhand agents, and each of them, full
power and authority to do and perform each andyexetrand thing, ratifying and confirming all treatid attorneys-in-fact and agents or any of
them or their or his substitute or substitutes magfully do or cause to be done by virtue thereof.

Pursuant to the requirements of the Securities &xgh Act of 1934, as amended, this report on Fd+K has been signed below by the
following persons on behalf of the registrant amthie capacities and on the dates indicated.

Signature Title Date
/s/ Lewis T. Williams, M.D., Ph.D. Chief Executive Officer, President and Director March 26, 2014
Lewis T. Williams, M.D., Ph.D. (Principal Executive Officer)
/s/ Marc. L. Belsky Chief Financial Officer March 26, 2014
Marc L. Belsky (Principal Financial and Accounting Officer)
/s/ Brian G. Atwood Chairman of the Board March 26, 2014
Brian G. Atwood
/sl Franklin M. Berger Director March 26, 2014
Franklin M. Berger
/s/ Fred E. Cohen, M.D., D.Phil. Director March 26, 2014
Fred E. Cohen, M.D., D.Phil.
/s/ R. Lee Douglas Director March 26, 2014
R. Lee Douglas
/s/ Peder K. Jensen, M.D. Director March 26, 2014
Peder K. Jensen, M.D.
/s/ Aron Knickerbocker Director March 26, 2014
Aron Knickerbocker
/sl Mark D. McDade Director March 26, 2014

Mark D. McDade
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Directors and
Stockholders of Five Prime Therapeutics, Inc.

We have audited the accompanying balance she&is@Prime Therapeutics, Inc. (the “Company”) aPetember 31, 2012 and 2013, and
the related statements of operations, comprehe(lsis®) income, convertible preferred stock andldiolders’ deficit and cash flows for each
of the three years in the period ended Decembe2@13. These financial statements are the respbtysdf the Company’s management. Our
responsibility is to express an opinion on thesarftial statements based on our audits.

We conducted our audits in accordance with thedstals of the Public Company Accounting OversighamBiqUnited States). Those standard:
require that we plan and perform the audit to ebtagsonable assurance about whether the finataiaiments are free of material
misstatement. We were not engaged to perform aih afuithe Company’s internal control over finanaiaporting. Our audits included
consideration of internal control over financigbogting as a basis for designing audit procedurasdre appropriate in the circumstances, but
not for the purpose of expressing an opinion oreffectiveness of the Company’s internal contrarofinancial reporting. Accordingly, we
express no such opinion. An audit also includesnixiag, on a test basis, evidence supporting thewents and disclosures in the financial
statements. An audit also includes assessing twuating principles used and significant estimatesle by management and evaluating the
overall financial statement presentation. We belithat our audits provide a reasonable basis foopimion.

In our opinion, the financial statements referedlbove present fairly, in all material respedts, financial position of the Company at
December 31, 2012 and 2013, and the results op#sations and its cash flows for each of the tlgesers in the period ended December 31,
2013, in conformity with U.S. generally acceptedamting principles.

/sl Ernst & Young LLP

Redwood City, California
March 25, 2014
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FIVE PRIME THERAPEUTICS, INC.

Balance Sheets
(In thousands, except share and per share amounts)

DECEMBER 31

2013 2012
Assets
Current asset:
Cash and cash equivalel $ 8,161 $ 11,39
Marketable securitie 67,56 26,62«
Receivable from collaborative partns 29¢ 397
Prepaid and other current ass 1,64( 68¢
Total current asse 77,65¢ 39,10:
Property and equipment, r 3,74¢ 4,631
Other lon¢-term asset 38¢ 35¢
Total asset $ 81,79 $ 44,09
Liabilities, convertible preferred stock, and stockolders’ equity (deficit)
Current liabilities:
Accounts payabl $ 34¢ $ 557
Accrued personn-related expense 2,957 2,25(
Other accrued liabilitie 2,05¢ 2,21¢
Preferred stock warrant liabili — 562
Deferred revenue, current porti 7,918 7,49¢
Deferred rent, current portic 54¢ —
Total current liabilities 13,82¢ 13,08¢
Deferred revenue, lo-term portion 7,12 7,25¢
Deferred rent, lor-term portion 2,14¢ 2,44¢
Other lon¢-term liabilities 67: 897

Commitments
Series A convertible preferred stock, $0.001 pé&wesano shares and 85,676,349 shares authoriZedcatmber 31, 2013

and 2012, respectively; no shares and 6,878,00¢sssued and outstanding; aggregate liquidatiefegence of $0 and

$84,600 at December 31, 2013 and 2012, respec — 84,60(
Series A-1 convertible preferred stock, $0.001vyzéue; no shares and 7,006,369 shares authorizeecamber 31, 2013

and 2012, respectively; no shares and 569,623 sismeed and outstanding; aggregate liquidatiofep@ece of $0 and

$11,000 at December 31, 2013 and 2012, respec — 11,00(
Series /-2 convertible preferred stock, $0.001 par valuesimares and 25,828,254 shares authorized at Dec@&hh2013

and 2012, respectively; no shares and 2,099,842skssued and outstanding; aggregate liquidatiefegence of $0 and

$47,782 at December 31, 2013 and 2012, respec — 33,86:
Series A-3 convertible preferred stock, $0.001vyaéume; no shares and 4,694,836 shares authorizeecamber 31, 2013

and 2012, respectively; no shares and 381,693 sism@ed and outstanding; aggregate liquidatiofemece of $0 and

$10,000 at December 31, 2013 and 2012, respec — 6,81¢
Stockholder' equity (deficit):

Common stock, $0.001 par value; 100,000,000 stzaré< 93,000,000 shares authorized at Decembe0233,ahd
2012, respectively; 16,842,134 and 1,225,989 shssesd and outstanding at December 31, 2013 at®, 20

respectively 17 1
Preferred stock, $0.001 par value; 10,000,000 stauthorized; no shares issued and outstar — —
Additional paic-in capital 209,58( 6,81¢
Accumulated other comprehensive inca 3 7
Accumulated defici (151,579 (122,707

Total stockholdel' equity (deficit) 58,02¢ (115,879
Total liabilities, convertible preferred stock, astdckholder equity (deficit) $ 81,79 $ 44,09:

The accompanying notes are an integral part oktfimancial statements.
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FIVE PRIME THERAPEUTICS, INC.

Statements of Operations
(In thousands except per share amounts)

YEAR ENDED DECEMBER 31

2013 2012 2011

Collaboration revenue, including revenues fromteglgarty of $7,150 for 2011 $13,79: $ 9,98: $64,91¢
Operating expense

Research and developm 32,78¢ 28,77¢ 34,03¢

General and administrati\ 10,42; 9,00¢ 11,21¢
Total operating expens 43,21 37,78 45,25¢
(Loss) income from operatiol (29,42) (27,809 19,66
Interest incomt 62 88 114
Other income (expense), r 487 121 (65)
Net (loss) incom $(28,87:)  $(27,59Y))  $19,74(
Net income attributable to participating securi — — 18,82!
Net (loss) income attributable to common stockhis $(28,87)  $(27,599 $ 887
Net (loss) income per share attributable to comstookholder:

Basic $ (5.25) $(23.09 $ 0.7i

Diluted $ (525 $(23.09 $ 0.7
Weighted-average shares used to compute net {fassye per share attributable to common

stockholders
Basic 5,52¢ 1,197 1,152
Diluted 5,528 1,197 1,90¢

The accompanying notes are an integral part oetfirancial statements.
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FIVE PRIME THERAPEUTICS, INC.

Statements of Comprehensive (Loss) Income
(In thousands)

YEAR ENDED DECEMBER 31

2013 2012 2011
Net (loss) incom $(28,87?) $(27,595) $19,71(
Other comprehensive income (los
Net unrealized (loss) gain on marketable secut (4) 3 10
Comprehensive (loss) incor $(28,87¢) $(27,59%) $19,72(

The accompanying notes are an integral part oetfirancial statements.
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FIVE PRIME THERAPEUTICS, INC.

Statement of Convertible Preferred Stock and Stockbiders’ Deficit
(In thousands)

CONVERTIEL%C co ON STOC ADDITIONAL ACC%¥S;QTED TOTAL
PREFERRED STOCK MMON STOCK COMPREHENSIVE ACCUMULATED ~ STOCKHOLDERS'
PAID-IN
SHARES AMOUNT  SHARES AMOUNT CAPITAL INCOME DEFICIT DEFICIT
Balances at December 31, 2010 9,547,46/ $ 129,46: 1,135,62 $ 13 2,02« $ — 3% (114,81) $ (112,79))
Stock option exercises, r — — 26,15: — 3¢ — — 39
Stock-based compensation
expense related to employ
and director option gran — — — — 2,85( — — 2,85(
Nonemployee stow-basec
compensation expen — — — — 77 — — 77
Other comprehensive incor — — — — — 10 — 10
Net income — — — — — — 19,71( 19,71(
Balances at December 31, 2( 9,547,461 129,46: 1,161,78 1 4,99( 10 (95,107 (90,10¢)
Issuance of Series #
convertible preferred stock
for cash at $26.20 per she
net of issuance costs of
$35 and a fair value
adjustment of $3,14 381,69: 6,81¢ — — — — — —
Stock option exercises, r — — 64,20¢ — 10t — — 10t
Stocl-based compensatic
expense related to employ
and director option gran — — — — 1,65¢ — — 1,65¢
Nonemployee stock-based
compensation expen — — — — 6€ — — 66
Other comprehensive lo — — — — — (©)] — (©)]
Net loss — — — — — — (27,599 (27,599
Balances at December 31, 2( 9,929,15! 136,28: 1,225,98 1 6,81¢ 7 (122,707 (115,879
Conversion of preferred sto
to common stoc (9,929,15) (136,28) 9,929,155 10 136,27 — — 136,28:

Issuance of common stock

upon initial public offering,

net of issuance cos — — 4,800,00! 5 55,13¢ — — 55,14«
Issuance of common sto

upon exercise of

overallotment by

underwriters, net of

issuance cos! — — 720,00( 1 8,70¢ — — 8,70¢
Stock option exercises, r — — 162,61( — 44C — — 44C
Reclassification of warrai

liability to additional paidin

capital upon conversion of

warrant to purchase Serie

A convertible preferred

stock to warrant to purcha

common stocl — — — — 6 — — 6
Issuance of common sto

upon automatic net exercise

of warrant — — 4,37¢ — 57 — — 57
Stock-based compensation

expense related to employ

and director option gran — — — — 2,067 — — 2,067
Nonemployee sto-basec

compensation expen — — — — 7¢ — — 79

Other comprehensive lo — — — — — (4) — (4)

Net loss — — — — — — (28,872 (28,872

Balances at December 31, 20 — 3 — 16,842,13 $ 17 $ 209,58 $ 3 $ (151,57) $ 58,02¢

The accompanying notes are an integral part oktfirancial statements.
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FIVE PRIME THERAPEUTICS, INC.

Statements of Cash Flows
(In thousands)

YEAR ENDED DECEMBER 31

2013 2012 2011
Operating activities
Net (loss) incom $(28,87)  $(27,59Y)  $19,71
Adjustments to reconcile net (loss) income to reshcprovided by (used in) operating activit
Depreciation and amortizatic 1,69¢ 1,64: 1,631
(Gain) loss on disposal of property and equipn — (5) 2
Stocl-based compensation expel 2,14¢ 1,721 2,927
Amortization of premium on marketable securi 432 53¢ 892
Revaluation of preferred stock warrant liabil (500 (119 60
Changes in operating assets and liabilit
Receivable from collaborative partnt 101 44¢ (84€)
Prepaid, other current assets, and other-term asset (981) 372 (319
Accounts payabl (209) 19¢ (729
Accrued personn-related expense 707 (19 65€
Payable to collaborative partr — (3,000 3,00(
Deferred revenu 28C 7,37¢ (5,189
Deferred ren 247 457 69€
Other accrued liabilities and other l-term liabilities (375) (414 78¢
Net cash provided by (used in) operating activi (25,330) (18,397 23,28
Investing activities
Purchases of marketable securi (79,776 (45,419 (71,777)
Maturities of marketable securiti 38,40: 64,63¢ 45,73¢
Purchases of property and equipir (807) (737) (970
Change in restricted ca — 38 —
Net cash provided by (used in) investing activi (42,180 18,51¢ (27,009
Financing activities
Proceeds from issuances of common s 63,84¢ — —
Proceeds from issuances of convertible prefermekginet of issuance cos — 6,81¢ —
Proceeds from issuances of exercise of stock ag 44C 10t 39
Payments under capital lease obliga (9) (15) (13)
Net cash provided by financing activiti 64,28( 6,90¢ 26
Net increase (decrease) in cash and cash equis (3,230 7,03( (3,692)
Cash and cash equivalents at beginning of 11,39: 4,361 8,05:
Cash and cash equivalents at end of ' $ 8,161 $11,39: $ 4,361

The accompanying notes are an integral part oetfirancial statements.
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FIVE PRIME THERAPEUTICS, INC.

Notes to Financial Statements
December 31, 2013

1. Organization and Summary of Significant Accountig Policies

Five Prime Therapeutics, Inc. (we, us, our, orGloenpany) is a clinical-stage biotechnology compfareysed on discovering and developing
novel protein therapeutics. Protein therapeutiesaatibodies or drugs developed from extracellptateins or protein fragments that block
disease processes, including cancer and inflamgndiseases. We were incorporated in December 200klaware. Our operations are based
in South San Francisco, California and we operatine segment.

Initial Public Offering

In September 2013, we completed our initial pubffering of shares of our common stock, or IPO spiant to which we issued 5,520,000
shares of common stock, which includes shares sue@pursuant to our underwriters’ exercise ofr tveér-allotment option, and received net
proceeds of $63.8 million, after underwriting disots, commissions and offering expenses. In additroconnection with the completion of
our IPO, all convertible preferred stock conveitéd common stock.

Use of Estimates

The preparation of financial statements in conftymiith accounting principles generally acceptethia United States of America requires
management to make estimates and assumptiondfénzitthe amounts reported in the financial stateisiand accompanying notes. Actual
results could differ materially from those estinsate

Reverse Stock Spl

On September 4, 2013, the Company effected a 1@ reverse stock split. All information in thieport relating to the number of shares,
price per share and per share amounts of stock gdteactive effect to the 1-for-12.3 reverse ls&plit of the Company’s stock.

Reclassifications

Certain prior period amounts have been reclassifiesbnform to the current period presentation. dtdassified certain liabilities, primarily
those related to unbilled receipts, from accouaigaple to other accrued liabilities on the balastueets, and made related conforming
reclassifications on the statement of cash flows.

Cash and Cash Equivalents

We consider all highly liquid investments purchasgth original maturities of three months or lesshee date of purchase to be cash
equivalents. Cash equivalents are stated at faieva

Marketable Securitie:

All marketable securities have been classifiedaamilable for sale” and are carried at fair valhgsed upon quoted market prices. We conside
our available-for-sale portfolio as available feeun current operations. Accordingly, we may éfgs®rtain investments as short-term
marketable securities, even though the stated matiate may be one year or more beyond the cubralaince sheet date. Unrealized gains ar
losses, net of any related tax effects, are exdldiden earnings and are included in other comprsiverincome and reported as a separate
component of stockholders’ deficit until realiz&kalized gains and losses and declines in valgefitb be other than temporary, if any, on
available-for-sale securities are included in otheome (expense), net. The cost of securitiesisdiésed on the specific-identification
method. The amortized cost of securities is adjusieamortization of premiums and
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FIVE PRIME THERAPEUTICS, INC.
Notes to Financial Statements (continued)

1. Organization and Summary of Significant Accountng Policies (continued)

accretion of discounts to maturity. Interest onrsterm investments is included in interest inconeaccordance with our investment policy,
management invests to diversify credit risk and/ambests in debt securities with high credit qiyalincluding U.S. government securities, ¢
does not invest in mortgage-backed securities atgage loans.

We periodically evaluate whether declines in thevalue of our investments below their cost atgeothan temporary. The evaluation inclu
consideration of the cause of the impairment, idiclg the creditworthiness of the security issutts,number of securities in an unrealized
position, the severity and duration of the unreslilosses, whether we have the intent to selléhargties, and whether it is more likely than
that we will be required to sell the securitiesdsefthe recovery of their amortized cost basisdfdetermine that the decline in fair value of ar
investment is below its accounting basis and theidide is other than temporary, we would reducectireying value of the security we hold ¢
record a loss for the amount of such decline. \We mt recorded any realized losses or declingalire judged to be other than temporary on
our investments in debt securities.

Restricted Casl

We had a certificate of deposit that served astmthl under a revolving credit agreement. Amoteitsted to the certificate of deposit were
reported as short-term restricted cash and to&88D00 at December 31, 2011. In March 2012, waitexted this revolving credit agreement,
and the certificate of deposit was refunded tanua0i12.

Concentrations of Credit Risk

Financial instruments that potentially subjectaisignificant concentrations of credit risk congistmarily of cash and cash equivalents and
marketable securities. Cash and cash equivaledtsarketable securities are invested through banésother financial institutions in the
United States. Such deposits in the United Statshm in excess of insured limits.

Fair Value of Financial Instruments

We determine the fair value of financial and noafioial assets and liabilities using the fair vdlierarchy, which describes three levels of
inputs that may be used to measure fair valueglbmifs:

Level 1—Quoted prices in active markets for identical &see liabilities;

Level 2—Observable inputs other than Level 1 prices sgofpumted prices for similar assets or liabilitigsoted prices for identical or
similar assets or liabilities in markets that aoé active, or other inputs that are observableaorlme corroborated by observable market
data for substantially the full term of the assmtiabilities. For our marketable securities, eeiew trading activity and pricing as of the
measurement date. When sufficient quoted pricimgdkentical securities is not available, we usekatpricing and other observable
market inputs for similar securities obtained freamious third-party data providers. These inputisegirepresent quoted prices for similar
assets in active markets or have been derived dtuservable market data; and

Level 3—Unobservable inputs that are supported by littlammarket activity and that are significant te fair value of the assets or
liabilities.

Level 1 securities consist of highly liquid monegnket funds and U.S. Treasury securities. Thevidine of Level 1 assets has been detern
using quoted prices in active markets for identassets. Level 2 securities consist of U.S. goveniragency securities and were measured a
fair value using Level 2 inputs. We review tradangivity and pricing for these investments as ahemeasurement date. Level 2 inputs,
obtained from various third-party data provideepresent quoted prices for similar assets in actiggkets, were derived from
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FIVE PRIME THERAPEUTICS, INC.
Notes to Financial Statements (continued)

1. Organization and Summary of Significant Accountng Policies (continued)

observable market data, or, if not directly obsklwawere derived from or corroborated by othereobable market data. There were no
transfers between Level 1 and Level 2 securitighérperiods presented.

In certain cases where there is limited activityesss transparency around inputs to valuation,ri@siare classified as Level 3 within the
valuation hierarchy. As of December 31, 2012, oevel 3 liability consisted of a preferred stock kaat liability that we measured at estime
fair value. Prior to our IPO in September 2013 ,had outstanding warrants which were classified labdity and remeasured to fair value
each reporting period. We measured the estimatedaie of the preferred stock warrant liabilitying the Black-Scholes option-pricing
model. Inputs used to determine estimated fairevalalude the estimated fair value of the undegystock at the valuation measurement date.
the remaining contractual term of the warrantk-fiee interest rates, expected dividends, aneéxpected volatility of the price of the
underlying stock. In connection with the completafithe Company’s IPO in September 2013, substint# of the warrants were
automatically net exercised for a total of 4,37érsk, pursuant to the terms of the warrants. Asaltrof the net exercises, we recorded an
$83,000 gain related to the change in fair valupaasof other income, net on our statement of aj@rs and reclassified the fair value of
$57,000 to permanent equity. These warrants weneasured using the intrinsic value of the warrawt the net settlement value based on the
$13.00 per share IPO price. The remaining outstengiarrant to purchase Series A convertible pretestock converted into a warrant to
purchase 2,304 shares of common stock at $12.36hpee. We remeasured the fair value of these néngaivarrants through the date of the
conversion to a common stock warrant and we recbadg3,000 loss related to the change in fair vatupart of other income, net on our
statement of operations and reclassified the fdinerof $6,000 to permanent equity. The commorksia@rrant was automatically net exerci
for a total of 768 shares on January 26, 2014.I'Bwel 3 liability that is measured at estimated fa@ilue on a recurring basis consists of the
preferred stock warrant liability. The estimatent falue of the outstanding preferred stock wartaatility is measured using the Black-
Scholes option-pricing model. Inputs used to deileenastimated fair value include the estimatedvfaiue of the underlying stock at the
valuation measurement date, the remaining conthtdétm of the warrants, risk-free interest rateqected dividends, and the expected
volatility of the price of the underlying stock.

The following table summarizes, for assets andididlity recorded at fair value, the respective falue and the classification by level of in
within the fair value hierarchy defined above (iousands):

DECEMBER 31, 2013
BASIS OF FAIR VALUE MEASUREMENTS

TOTAL LEVEL 1 LEVEL 2 LEVEL 3
Assets

Money market fund $ 6,45¢ $  6,45¢ $ — $ —
U.S. Treasury securitie 18,85: 18,85 — —
U.S. government agency securit 48,70¢ — 48,70¢ —
Total cash equivalents and marketable secul $74,01° $ 25,30¢ $ 48,70¢ $ —
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FIVE PRIME THERAPEUTICS, INC.
Notes to Financial Statements (continued)

1. Organization and Summary of Significant Accountng Policies (continued)

DECEMBER 31, 2012
BASIS OF FAIR VALUE MEASUREMENTS

TOTAL LEVEL 1 LEVEL 2 LEVEL 3
Assets
Money market fund $ 6,91( $ 6,91( $ — $ —
U.S. Treasury securitie 3,571 3,57 — —
U.S. government agency securit 23,041 — 23,041 —
Total cash equivalents and marketable secul $33,53¢ $ 10,48 $ 23,04 $ —
Liability
Preferred stock warrant liabili $ b56: $ — $ = $ 568

The change in the estimated fair value of the prefestock warrant liability is summarized below {housands):

YEARS ENDED DECEMBER 31

2013 2012 2011
Balance, beginning of year $ 568 $ 68z $ 627
Change in fair value recorded in other income (egpg ne (500 (119 60
Exercises (57 — —
Conversion of preferred stock warrant to commoglstearrant and reclassification to
permanent equit (6 — —
Balance, end of ye: $ — $ 562 $ 682

The fair value of the above warrants was determirsidg the Black-Scholes valuation model with thiéofving assumptions:

DECEMBER 31

2012 2011
Risk-free interest rate 0.2%—0.3% 0.1%—0.4%
Remaining contractual term (yea 2.1 3.C
Volatility 85.0% 85.0%

Property and Equipmen

Property and equipment are stated at cost and dafee using the straight-line method over theneestied useful lives of the assets, ranging
from three to five years. Leasehold improvemengsaanortized over the shorter of their estimatedulisges or the related lease term.

Impairment of Lon¢-Lived Assets

Long-lived assets include property and equipmehé darrying value of long-lived assets is reviefi@dmpairment whenever events or
changes in circumstances indicate that the ass®tsot be recoverable. An impairment loss is reciaghwhen the total estimated future cash
flows expected to result from the use of the aasdtits eventual disposition are less than the/irayramount. Through December 31, 2013,
there have been no such impairment losses.
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FIVE PRIME THERAPEUTICS, INC.
Notes to Financial Statements (continued)

1. Organization and Summary of Significant Accountng Policies (continued)

Preferred Stock Warrant Liability

Freestanding warrants for shares that are eitht@bfmior redeemable are classified as liabilitieshee balance sheet at fair value. Therefore
freestanding warrants that give the holders that tigg purchase our convertible preferred stocKiakglities that are recorded at estimated fair
value. At the end of each reporting period, changéair value during the period are recorded asmponent of other income (expense), net.

We adjusted the liability for changes in the estaddair value of the warrants until the earlietlod exercise or expiration of the warrants to
purchase shares of convertible preferred stockecompletion of a liquidation event, including ttempletion of an initial public offering, at
which time the liabilities were reclassified todtholders’ deficit.

Revenue Recognitio

We recognize revenue when all of the followingasia are met: persuasive evidence of an arrangeexesis; transfer of technology has been
completed or services have been rendered; our fritte customer is fixed or determinable and ctdleility is reasonably assured.

The terms of our collaborative research and dewveéon agreements include nonrefundable upfrontigedde fees, research funding,
milestone and other contingent payments to usi@iathievement of defined collaboration objectied certain preclinical, clinical, regulat
and sales-based events, as well as royalties es sany commercialized products.

Multiple-Element Revenue Arrangemel@sir collaborations primarily represent multipleratnt revenue arrangements. To account for these
transactions, we determine the elements, or delbtes, included in the arrangement and determiriehwdeliverables are separable for
accounting purposes. We consider delivered itenie teeparable if the delivered items have standeadalue to the customer. If the delivered
items are separable, we allocate arrangement aasioh to the various elements based on each stesmelative selling price. The
identification of individual elements in a multipidement arrangement and the estimation of thenggliiice of each element involve signific
judgment, including consideration as to whetheheadaivered element has standalone value to themas. We determine the estima

selling price for deliverables within each agreemesing vendor-specific objective evidence (VSOE3alling price, if available, or third party
evidence of selling price if VSOE is not availalie our best estimate of selling price, if neit&OE nor third party evidence is available.
Determining the best estimate of selling pricedateliverable requires significant judgment. We aisebest estimate of selling price to
estimate the selling price for licenses to our pegpry technology, since we do not have VSOE odtharty evidence of selling price for these
deliverables.

We recognize consideration allocated to an indizidllement when all other revenue recognition détare met for that element. Our multiple-
element revenue arrangements generally includétlosving:

» Exclusive LicensesThe deliverables under our collaboration agreemgenerally include exclusive licenses to discodexelop,
manufacture and commercialize compounds with réspeane or more specified targets. To accountHizrelement of the
arrangement, we evaluate whether the exclusivadedas standalone value apart from the undelivadesdents to the collaborati
partner based on the consideration of the relefeaté and circumstances of each arrangement, iimgjuble research and
development capabilities of the collaboration partnd other market participants. We recognizengament consideration
allocated to licenses upon delivery of the liceiifsiacts and circumstances indicate that the beelmas standalone value apart from
the undelivered elements, which gener
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FIVE PRIME THERAPEUTICS, INC.
Notes to Financial Statements (continued)

1. Organization and Summary of Significant Accountng Policies (continued)

include research and development services. If fatiscircumstances indicate that the delivereshieedoes not have standalone
value from the undelivered elements, we recogriizge¢venue as a combined unit of accoun

We have determined that some of our exclusive $iestiack standalone value apart from the relatsshreh and development
services. In those circumstances we recognizelmiidion revenue from non-refundable exclusivengmefees in the same manner
as the undelivered item(s), which is generallygbaod over which we provide the research and dgmaént services.

» Research and Development Service The deliverables under our collaboration and keeagreements generally include
deliverables related to research and developmevites we perform on behalf of the collaborationtipar. As the provision of
research and development services is a part afentral operations and we are principally respdedir the performance of these
services under the agreements, we recognize rev®nagross basis for research and developmeritesras we perform those
services. Additionally, we recognize research fogdielated to collaborative research and developeféorts as revenue as we
perform or deliver the related services in accocéanith contract terms as long as we will receisgment for such services upon
standard payment tern

Milestone Revent. Our collaboration and license agreements geyarallude contingent payments and milestone paysnetated to
specified research, development and regulatorystoifees and sales-based milestones. Research, pieegiband regulatory contingent
payments and milestone payments are typically deyaider our collaborations when our collaborataings or selects a target, or initiates or
advances a covered product candidate in preclioicdlinical development, upon submission for méngapproval of a covered product with
regulatory authorities, upon receipt of actual netirlg approvals of a covered product or for addaiandications, or upon the first commer
sale of a covered product. Sales-based milestandgically payable when annual sales of a covereduct reach specified levels.

At the inception of each arrangement that includédsstone payments, we evaluate whether each miless substantive and at risk to both
parties on the basis of the contingent nature @htilestone. We evaluate factors such as the #tenégulatory, commercial and other risks
that we must overcome to achieve the respectivestoihe, the level of effort and investment requicedchieve the respective milestone and
whether the milestone consideration is reasonaéeive to all deliverables and payment terms endtrangement in making this assessment.

We have elected to adopt the Financial Accountitag@ards Board Accounting Standards Update 201&é&venue Recognition—Milestone
Method, such that we recognize any payment that is cgatinupon the achievement of a substantive milesémirely in the period in which
the milestone is achieved. A milestone is definedmevent that can only be achieved based in vdrafepart on either our performance or
occurrence of a specific outcome resulting frompmenformance for which there is substantive ungastat the date the arrangement is ent
into that the event will be achieved. Thereforejikestone does not include events for which ocewreds contingent solely on the performance
of a collaborative partner. To be substantive, lestone must meet all the following criteria: tremsideration receivable upon the achievemer
of the milestone is commensurate with either oufgpmance to achieve the milestone or the enhangeafezalue of delivered items as a re

of a specific outcome resulting from our performaie achieve the milestone, the considerationaslsplely to past performance, and the
consideration is reasonable relative to all ofdbkverables and payment terms in the arrangement.
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FIVE PRIME THERAPEUTICS, INC.
Notes to Financial Statements (continued)

1. Organization and Summary of Significant Accountng Policies (continued)

Research and Development Expen:

Research and development expenses consist ofwesteur for our own and for sponsored and collabee research and development
activities. Expenses we incur related to collabeeatesearch and development agreements approxthetevenue recognized under these
agreements. Research and development costs anesexipas incurred. Research and development costistof salaries and benefits,
including associated stock-based compensationydsdny supplies and facility costs, as well as fe@isl to other entities that conduct certain
research and development activities on our beWsdf estimate preclinical study and clinical triaperses based on the services performed
pursuant to contracts with research institutiorss @mical research organizations that conductrmadage preclinical studies and clinical trials
on our behalf based on actual time and expensasr@itby them. Further, we accrue expenses refatekhical trials based on the level of
patient enrollment and activity according to thiated agreement. We monitor patient enrolimentl&aed related activity to the extent
reasonably possible and adjust estimates accoydingl

We expense payments for the acquisition and demadop of technology as research and developmerga dpst the time of payment: the
technology is under development; is not approvethbyU.S. Food and Drug Administration or otherutatpry agencies for marketing; has not
reached technical feasibility; or otherwise hagareseeable alternative future use.

Stock-Based Compensation

We recognize compensation expense using a faieMadised method for costs related to all share-lasgnents, including stock options.
Stock-based compensation cost related to emplayeedirectors is measured at the grant date, las#te fair-value-based measurement of
the award estimated using the Black-Scholes oggiaring model, and is recognized as expense oeerdfuisite service period on a straight-
line basis. We are required to estimate forfeitatethe time of grant and revise those estimatssilfisequent periods if actual forfeitures differ
from those estimates. We use historical data imast prevesting option forfeitures and record lstoased compensation expense only for
those awards that are expected to vest. We recstdekl-based compensation expense for stock-basaaisato employees and directors of
approximately $2,067,000, $1,655,000 and $2,850f00the years ended December 31, 2013, 2012 ahll, 28spectively.

Options granted to individual service providers velne not employees or directors are accounted festamated fair value using the Black-
Scholes option-pricing model and are subject téodér remeasurement over the period during whiehstervices are rendered. Stock-based
compensation expense related to options grantedlidual service providers who are not employeedirectors was approximately $79,000,
$66,000 and $77,000 for the years ended Decemb@03B, 2012 and 2011, respectively.

Income Taxes

We account for income taxes using the liability Inoet, under which deferred tax assets and liaksliiee determined based on differences
between financial reporting and tax bases of assetdiabilities and are measured using the enaatechtes and laws that will be in effect
when the differences are expected to reverse. Yaituallowances are provided when the expectedzagain of the deferred tax assets doe:
meet the more-likely-than-not criteria. We are iiegghito determine whether it is more likely than timt a tax position will be sustained upon
examination by the appropriate taxing authoritie®le any part of the benefit can be recordedeérfitiancial statements. It is our practice to
recognize interest and penalties related to unrgzed tax benefits, if any, as a component of inedax expense.
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1. Organization and Summary of Significant Accountng Policies (continued)

Net (Loss) Income Per Shat

We compute net (loss) income per share of comnmmmsk stsing the twalass method required for participating securiti¥s. consider all seri
of our convertible preferred stock to be partidipgitsecurities. In accordance with the two-clasthog, earnings allocated to these
participating securities, which include participatirights in undistributed earnings, are subtra@t®a net income to determine total
undistributed earnings to be allocated to commoakstolders.

Basic net (loss) income per common share is cordpgaedividing net (loss) income attributable to coon stockholders by the weighted-
average number of common shares outstanding dtirengeriod. All participating securities are exa@ddrom basic weightedverage commc
shares outstanding. In computing diluted net (Ilosx)me attributable to common stockholders, unithisted earnings are ralocated to reflec
the potential impact of dilutive securities, indiugl stock options and warrants. Diluted net (Iosspme per share attributable to common
stockholders is computed by dividing net (losspime attributable to common stockholders by the hteidraverage number of common
equivalent shares outstanding for the period. BPdutet (loss) income per share attributable to comstockholders includes any dilutive eff
from outstanding stock options and warrants udiegtteasury stock method.

The following common stock issuable upon the cosieer or exercise of dilutive securities has beesiugled from the diluted net (loss) inco
per share attributable to common stockholders tation because their effect would have been antigi# for the periods presented:

YEARS ENDED

(Shares in thousands DECEMBER 31,

2013 2012 2011
Convertible preferred stock 7,20¢ 9,82« —
Options to purchase common st¢ 2,33¢ 2,34 551
Warrants to purchase convertible preferred s 61 87 88
Warrants to purchase common sti 1 — —

«

9,60¢ 12,25¢ 63
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1. Organization and Summary of Significant Accountng Policies (continued)

YEARS ENDED DECEMBER 31,

(in thousands, except per share dat 2013 2012 2011
Basic
Numerator:
Net (loss) incomi $(28,877) $(27,595) $19,71(
Net income attributable to participating securi — — (18,829
Net (loss) income attributable to common stockhidder basic net (loss) income per sh $(28,877) $(27,595) $ 887
Denominator
Weighte-average common shares outstanc 5,52 1,19 1,152
Basic net (loss) income per common st $ (5.29 $ (23.0%) $ 0.7
Diluted
Numerator:
Net (loss) income attributable to common stockhder basic net (loss) income per sh $(28,87)  $(27,59Y) $ 887
Reallocation of net income attributable to parttipg securitie: — — 48:
Net (loss) income attributable to common stockhder diluted net (loss) income per sh $(28,877) $(27,595) $ 1,37C
Denominator
Weighted-average number of common shares outstgudiad in computing basic net (loss) inco
per common shat 5,52 1,19 1,152
Dilutive effect of:
Stock options — — 752
Weighted-average number of common shares outstgudied in computing diluted net (loss)
income per common sha 5,52 1,19 1,90¢
Diluted net (loss) income per common sh $ (5.2 $(23.09) $ 0.72
2. Cash Equivalents and Marketable Securities
The following is a summary of our cash equivalertd marketable securities at December 31, 2012@h#:
(in thousands’ DECEMBER 31, 2013
AMORTIZED UNREALIZED UNREALIZED ESTIMATED
COST BASIS GAINS LOSSES FAIR VALUE
Money market funds $ 6,45¢ $ — $ — $ 6,45¢
U.S. Treasury securitie 18,84¢ 4 — 18,85:
U.S. government agency securit 48,70¢ 3 (3 48,70¢
74,01t 7 (3 74,017
Less: cash equivalen (6,45¢€) — — (6,456)
Total marketable securitit $ 67,55 $ 7 $ (3 $ 67,56
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Notes to Financial Statements (continued)

2. Cash Equivalents and Marketable Securities (coirtued)

(in thousands' DECEMBER 31, 2012
AMORTIZED UNREALIZED UNREALIZED ESTIMATED
COST BASIS GAINS LOSSES FAIR VALUE
Money market funds $ 6,91( $ — $ — $ 6,91(
U.S. Treasury securitie 3,57¢ 1 — 3,571
U.S. government agency securit 23,04. 6 — 23,047
33,521 7 — 33,53«
Less: cash equivalen (6,910 — — (6,910
Total marketable securitit $ 26,617 $ 7 $ — $ 26,62

As of December 31, 2013, the amortized cost arichastd fair value of our available-for-sale segesitby contractual maturity are shown
below (in thousands):

Estimate:
Amortizec
Fair
Cost Value
Debt securities maturini
In one year or les $66,45¢ $66,46:
In one to two year 7,554 7,55¢€
Total marketable securitit $74,01: $74,01°

We determined that the gross unrealized losse8,608 on our marketable securities as of Decembge2@®L3 were temporary in nature. We
currently do not intend to sell these securitiesrgo maturity and do not consider these investimembe other-than-temporarily impaired at
December 31, 2013. There were no sales of avaifableale securities in any of the periods presnte

3. Property and Equipment

Property and equipment consist of the following:

(in thousands DECEMBER 31

2013 2012
Computer equipment and software $ 1,097 $ 1,14¢
Furniture and fixture 694 69C
Laboratory equipmer 9,59¢ 9,117
Leasehold improvemen 2,17: 2,13¢

13,56( 13,08:
Less: accumulated depreciation and amortize 9,816 8,451
Property and equipment, r $ 3,74¢ $ 4,631

4. Preferred Stock and Common Stock Warrant

In December 2002, pursuant to the terms of an egenp loan and security agreement, we issued adullycisable warrant to the lender for
purchase of 3,902 shares of Series A convertitdéemed stock at an exercise price of $12.30 paresiThe warrant was exercisable through
December 2012, subject to certain conditions. Theant expired unexercised in December 2012.
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4. Preferred Stock and Common Stock Warrant (contimed)

In June 2004, pursuant to the terms of an equipitoantand security agreement, we issued a fullyctsa@ble warrant to the lender for the
purchase of 2,304 shares of Series A convertildéemed stock at an exercise price of $12.30 pareshin connection with the completion of
the Company'’s IPO in September 2013, the warrameded into a warrant to purchase 2,304 sharesrmafmon stock at $12.30 per share. We
remeasured the fair value of these remaining wesrdinough the date of the conversion to a comnmeksvarrant and we recorded a $3,000
loss related to the change in fair value as paottoér income, net on our statement of operatiodsraclassified the fair value of $6,000 to
permanent equity. The warrant was automaticallyemetcised for a total of 768 shares on Januarg@®4.

In connection with the issuance of Series A corbkerpreferred stock in January and February 20@bissued a warrant to purchase 81,300
shares of Series A convertible preferred stockl2t3D per share to our preferred stock placemestauring 2007, the warrant was cance
and replaced by the issuance of two warrants fofistand 36,585 shares; all other terms remainedanged. In connection with the
completion of the Company’s IPO in September 288 warrants were automatically net exercised fotal of 4,376 shares, pursuant to the
terms of the warrants. As a result of the net ézes; we recorded an $83,000 gain related to thegehin fair value as part of other income,
on our statement of operations and reclassifieddinealue of $57,000 to permanent equity. Theaerants were remeasured using the intri
value of the warrant and the net settlement vaaset on the $13.00 per share IPO price.

5. Commitments

In March 2010, we entered into office and labonafacility lease agreements for a facility locatedouth San Francisco, California. These
leases enable us to utilize the facility througle®aber 31, 2017, with an option to extend the teman additional three years. The leases
require us to pay rent as well as additional an®iortoperating expenses and maintenance.

The minimum annual rent under the leases is sutjdntreases based on stated rental adjustmens t&or financial reporting purposes, rent
expense is recognized on a straight-line basis theeterm of the leases. Accordingly, rent expeasegnized in excess of rent paid is reflecte
as deferred rent. Deferred rent totaled $2.7 nnilhod $2.4 million at December 31, 2013 and 204yectively. In addition, the leases contair
a $1.7 million incentive in the form of reimburseamer payments from the landlord for a portiontwé tosts of leasehold improvements we
make to the facility. We made these improvementsraneived the benefit of the $1.7 million inceetim 2010. The assets purchased with the
incentive are included in property and equipmeat,imthe accompanying balance sheets as of Dece3tb2013 and 2012, respectively. The
incentive is being recognized as a reduction dfaleexpense on a straight-line basis over the tdrthe underlying leases. The unamortized
leasehold improvement incentive totaled $0.9 millémd $1.1 million as of December 31, 2013 and 268spectively, of which $0.7 million
and $0.9 million is included in other long-termbilities in the accompanying balance sheets asegkebhber 31, 2013 and 2012, respectively.

Rent expense for each of the years ended Decerib2033, 2012 and 2011 was $1.9 million. The egtoh&uture minimum commitments
under these noncancelable operating leases aci@ss:

(in thousands)
Year ending December 3

2014 2,71(
2015 2,792
2016 2,871
2017 2,96(
Total estimated minimum paymer $11,34:
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6. Convertible Preferred Stock

In connection with the completion of the CompanhPO in September 2013, all outstanding sharesmfertible preferred stock converted i
9,929,159 shares of common stock.

7. Stockholders’ Equity (Deficit)
Stock Option Plan:

Our Board of Directors, or Board, and stockholgeeviously approved the 2002 Equity Incentive Ptarthe 2002 Plan, and the 2010 Equity
Incentive Plan, or the 2010 Plan, and collectiweiyr the 2002 Plan, the Prior Plans. The 2002 Rdaminated in March 2012. In September
2013, our stockholders approved the 2013 Omnibesnitive Plan, or the 2013 Plan. As of SeptembeP@3B3, the effective date of the 2013
Plan, we suspended the 2010 Plan and no additoverids may be granted under the 2010 Plan. Aneslaircommon stock covered by
awards granted under the Prior Plans that termaféte September 23, 2013 by expiration, forfeitasncellation or other means without the
issuance of such shares, will be added to the PtdiBreserve.

The initial number of shares of common stock atdddor issuance under the 2013 Plan was 3,500y00igh includes the 1,069,985 shares o
common stock that were available for issuance utidePrior Plans as of the effective date of the32Blan. Unless our Board provides
otherwise, beginning on January 1, 2014 and cainignuntil the expiration of the 2013 Plan, the totamber of shares of common stock
available for issuance under the 2013 Plan wilbaustically increase annually on January 1 by 4%heftotal number of issued and
outstanding shares of common stock as of Decenibef the immediately preceding year.

Incentive stock options may be granted with an@&@serprice of not less than estimated fair value, monstatutory stock options may be
granted with an exercise price of not less than 85%e estimated fair value of the common stockhendate of grant. Stock options grante

a stockholder owning more than 10% of our votirggktmust have an exercise price of not less th@aldf the estimated fair value of the
common stock on the date of grant. For all stodioop granted prior to our IPO, our Board deterrditiee estimated fair value of our common
stock. For all stock options granted after the cletiqn of our IPO in September 2013, the fair veloreour underlying common stock is
determined using the closing price as reportedlmNASDAQ Global Market or The NASDAQ Global Selétarket, as applicable, on the
date of grant. Stock options are granted with tesfngp to ten years and generally vest over a desfdour years.

In September 2013, our stockholders approved th8 Einployee Stock Purchase Plan, or the ESPP, voleichme effective as of

September 23, 2013. We have initially reserveda td 250,000 shares of common stock for issuamcker the ESPP. Unless our Board
provides otherwise, beginning on January 1, 20H4camtinuing until the expiration of the ESPP, tibal number of shares of common stock
available for issuance under the ESPP will autaraliyi increase annually on January 1 by the lesk@) 1% of the total number of issued and
outstanding shares of common stock as of Decentbef the immediately preceding year, or (i) 30@&hares of common stock.
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7. Stockholders’ Equity (Deficit) (continued)

The following table summarizes option activity under stock plans and related information:

OPTIONS OUTSTANDING

WEIGHTED -
AVERAGE
EXERCISE PRICE
NUMBER
OF SHARES PER SHARE

Balance at December 31, 2010 1,996,51. $ 4.0¢
Options grante 448,44 $ 8.3¢
Options exercise (26,157) $ 1.4¢
Options forfeitec (206,15) $ 5.0¢
Options expirec (21,269 $ 3.517
Balance at December 31, 20 2,191,38: $ 4.92
Options grante: 526,13: $ 5.7¢
Options exercise (64,209 $ 1.6C
Options forfeitec (32,61) $ 6.8¢
Options expiret (75,467 $ 3.2C
Balance at December 31, 20 2,545,23. $ 5.17
Options grante 584,52¢ $ 7.0¢
Options exercise (168,359 $ 3.07
Options forfeitec (53,24¢) $ 6.87
Options expirel (671,159 $ 412
Balance at December 31, 20 2,236,99 $ 6.0¢
Options exercisabl 1,287,35 $ 5.4¢

As of December 31, 2013, there were 3,466,450 sterailable for future issuance under the 2013.Plan

As of December 31, 2013, options to purchase 29B32shares of common stock were outstanding tledfudly vested or expected to vest with
a weighted-average exercise price of $6.07 peesinad a weighted-average remaining contractual 6¢mi3 years. As of December 31, 2013
the weighted-average remaining contractual ternofdions exercisable was 6.3 years. The aggregtinsic value of options outstanding was
$23.9 million. The aggregate intrinsic value ofiops exercisable was $14.6 million. The aggregatinisic value of options expected to vest
was $23.4 million. The aggregate intrinsic valueswalculated as the difference between the exepcise of the options and the closing price
of common stock of $16.79 per share as of Dece®bge2013.

Restricted Stock Award

During 2013, we issued an award of 1,000 restristeades of common stock under our 2013 Plan aart gate fair value of $15.64. Restricted
stock awards are share awards that entitle theehtddreceive freely tradable shares of our comstook upon vesting. This restricted stock
award will fully vest and become unforfeitable iralth 2014. In accordance with ASC718, the fair @adfithe restricted stock award was
based upon the closing sales price of our comnumk &in the grant date.

Employee Stock Purchase Ple

Under our ESPP, employees can purchase shares odiounon stock based on a percentage of their cosagpien subject to certain limits. T
purchase price per share is equal to the loweb%§ 8f the fair
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7. Stockholders’ Equity (Deficit) (continued)

market value of our common stock on the offeringeda the purchase date with a six-month lbakk feature. ESPP purchases are settled
common stock from the ESPP’s previously authoramed available pool of shares. No shares were issnéér the ESPP in 2013. A total of
250,000 shares of common stock have been reseneavailable for issuance under the ESPP as ofrbleee31, 2013.

The compensation expense related to the ESPP dBitgywas $42,000. As of December 31, 2013, thae$0.1 million of unrecognized
compensation cost related to the ESPP, which ie@gg to be recognized over 4.5 months.

Stock-Based Compensation

Effective March 2011, we amended the vesting camstfor two outstanding stock options with perfarme-based vesting criteria (the
performance-based options). The original term$iefgerformance-based options provided that thewptio two employees would partially
vest in the event we enter into a definitive agreettfior a strategic alliance or partnership wittugfront payment over $50 million. As
amended, the terms of the performance-based opiiongde that the options would partially vestlie event we enter into one or more
definitive agreements for strategic alliances atrgaships within a 12-month period with aggreggiéont payments over $50 million. As a
result of the amendment, 80,649 unvested shargscsiib the performance-based options vested anthtidification resulted in total
incremental stock-based compensation expense 6f$illion that was recorded in 2011.

In August 2011, we entered into a separation ageeémith our former President and Chief Executif@éd@r (former CEO) pursuant to which
(i) we accelerated the vesting of 50% of certaitstaunding nonvested options held by the former @REGn separation, which resulted in stock
based compensation of $0.5 million, and (ii) thetgermination exercise period for all of the form@EQ’s outstanding vested options were
extended upon separation from 3 months to 18 monthish resulted in additional incremental stoclsdxd compensation of $0.5 million.

In February 2013, we amended stock options heldunyformer CEO to extend the post-termination eiserperiod for the former CEO’s
outstanding vested options from 18 months to 20thmnwhich resulted in additional incremental stbelsed compensation of $157,000 in the
first quarter of 2013.

Employee stock-based compensation expense recdgnia® calculated based on awards ultimately exgeoteest and has been reduced for
estimated forfeitures. Forfeitures are estimatatie@time of grant and revised, if necessary, isequent periods if actual forfeitures differ
from those estimates. Total stock-based compemsatipense recognized was as follows:

(in thousands YEARS ENDED DECEMBER 31
2013 2012 2011
Research and development $ 96¢ $ 70t $ 66¢
General and administrati 1,17¢ 1,01¢ 2,25¢
Total $ 2,14¢ $1,72] $2,92i
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7. Stockholders’ Equity (Deficit) (continued)

The fair value of each stock option was estimatgdgithe Black-Scholes option-pricing model basedhe date of grant of such stock option
with the following assumptions:

Options ESPP
Year Ended December 31 Year Ended December 31
2013 2012 2011 2013 2012 2011
Expected term (years) 5.(-6.1 5.(-6.1 5.2-6.1 0.t — —
Expected volatility 85% 85% 85% 62% — —
Risk-free interest rat 0.6-2.C% 0.€-1.1% 1.2-2.€% 0.1% — —
Expected dividend yiel 0.0(% 0.0(% 0.0(% 0.0(% — —

The expected term of options granted representsethied of time that options granted are expeatdaetoutstanding and was determined by
calculating the midpoint between the date of vestind the contractual life of each option. The eiquterm of the ESPP rights equals to the
six-month look-back period. Volatility is based e average historical volatility of a peer grodguablic companies over the expected term.
The peer group was selected on the basis of opeehtand economic similarity with our principal mess operations. The risk-free interest
rate for the expected term of the options is basethe U.S. Treasury yield curve with a maturity&do the expected term in effect at the time
of grant. We have not paid, and do not anticipatgny, cash dividends on our shares of common sthekefore, the expected dividend yield
is zero.

The weighted-average grant-date fair value peresbBstock options granted during the years endsteBber 31, 2013, 2012 and 2011, was
$5.05, $4.06 and $6.03 per share, respectivelytdtheintrinsic value of options exercised durthg years ended December 31, 2013, 2012
and 2011, was $1.1 million, $0.3 million and $0.@ion, respectively. As of December 31, 2013, tharas $4.3 million of total unrecognized
compensation expense related to nonvested empéoykedirector stock options that is expected toesegnized over a weighted-average
period of 2.7 years.

8. Employee Benefit Plans

We sponsor a 401(k) plan that stipulates thattdbgemployees can elect to contribute to the 404lgk), subject to certain limitations, up to
lesser of the statutory maximum or 100% of eligiidenpensation on a pre-tax basis. Through Dece&i3, we have not elected to match
employee contributions as permitted by the plan.paiethe administrative costs for the plan.

9. Collaborative Research and Development Agreement
Pfizer Inc.

In May 2008, we entered into a discovery reseaotlalooration and license agreement with Pfizer (Rdizer). Under the terms of the
agreement, we received an upfront technology agzmgsent of $7.5 million in May 2008 and receive$i7a5 million milestone payment in
August 2008. In addition, Pfizer provided for resbafunding over the research program term, andeweived $3.8 million of such research
funding in the year ended December 31, 2011.

The $7.5 million upfront technology access paynvess recorded as deferred revenue and was recogmieedhe three-year research period
under the agreement. The $7.5 million milestonempayt was determined to not represent a substaativéesk milestone at the time we enterec
into the collaboration and, therefore, was recogghiaver the three-year research period under ttezagent.
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9. Collaborative Research and Development Agreemen{continued)

In connection with the agreement, Pfizer purchdsBd8,123 shares of our Series A-2 convertiblegoredl stock at a price of $22.76 per share
resulting in net cash proceeds to us of $35.0onillAs a result of the purchase of shares of otieS&-2 convertible preferred stock, in May
2008, Pfizer became a related party to us. We mhited that the purchase price of $22.76 per shareegled the estimated fair value of the
Series A-2 convertible preferred stock by $10.9iamland, therefore, recorded the $10.9 millioneasenue over the three-yaasearch periot

The agreement expired at the end of the reseanchine2011. Total revenue recognized under thisregement was $7.2 million for the year
ended December 31, 2011.

Fast Forward LLC

In May 2010, we entered into a sponsored reseanaement with Fast Forward LLC (Fast Forward), pang to which Fast Forward will fund
the development of our preclinical-stage therapetandidate for treatment of multiple sclerosisdeinthe agreement and subject to
advancement of the therapeutic candidate, Fastddris obligated to pay us an aggregate amourp ¢d $1.0 million, of which $0.6 million
was received in June 2010. Revenue will be receghiiased on expenses incurred by us in the copfitle research set forth in the
agreement. Revenues attributable to research argdlogeenent activities performed under the agreememée $0.1 million for each of the years
ended December 31, 2013, 2012 and 2011. As of Dieee81, 2013 and 2012, we had deferred revenuengla this research agreement of
$0.1 million and $0.3 million, respectively. In afilon, we are obligated to make certain contingemtments to Fast Forward, dependent solel
on the results of the research and developmenngduture economic benefit. Future contingent payisi¢o Fast Forward consist of a

$0.2 million milestone payment upon the adminigtrabf a certain compound to the first patient iRtese Ill trial in multiple sclerosis and
double-digit royalties, up to $2.8 million in thggregate, based on net sales after commercializatioertain jurisdictions, if any, of such
compounds.

The agreement will terminate upon the expiratiothefroyalty terms of any products that result fithva collaboration. In addition, Fast
Forward may terminate this agreement for certai@nsgific or commercial reasons with advance writterice, and either party may terminate
this agreement for the other party’s uncured maitbrieach or bankruptcy.

GlaxoSmithKline
Muscle Disorders Discovery Collaboratit

In July 2010, we entered into a research collamrand license agreement with GlaxoSmithKline L{&SK US) to identify potential drug
targets and drug candidates to treat skeletal mulstases. Under the terms of the agreement,og&/eel an upfront technology access
payment of $7.0 million in August 2010. The $7.0liom upfront technology access payment was reabetedeferred revenue and was being
recognized over the initial three-year researciogarnder the agreement. In addition, GSK US presifbr research funding over the researct
program term.

In May 2011, we amended the agreement to expan#iearch plan in scope and duration to includadaiitional cell-based screen andiman
vivo screen using our RIPPS technology. Under the amentJi@SK US agreed to provide an additional $61Baniof research funding ovet
three-year research program term beginning ondke af the expansion. We received $1.5 million2$#illion and $3.6 million of research
funding in the years ended December 31, 2013, 20812011, respectively, related to all researchdperformed under the GSK US
collaboration. Due to this amendment, in May 20ElLrevised our estimate of our
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substantive performance period under this collaimrdo extend through the end of this additiomeearch term and began recognizing the
remaining unamortized portion of the upfront paytmarer this revised period into May 2014.

We are eligible to receive certain option and s@egayments related to targets identified in¢bhBaboration, payments for the achievement
of certain development activities, and royaltiestom sales of products related to targets GSK U sefor exclusive development, if any.

We are eligible to receive up to $1.8 million oéplinical milestone payments for each screeningyagéen a target is claimed or selected for
further development. Substantive uncertainty existto whether any of these milestones will beeaadd because of the numerous variables
that may affect our ability to identify targets tiaSK US would be interested in further evaluatingvith respect to which GSK US would
develop products. In accordance with ASU No. 20Z0wile concluded that these milestones under theeaggnt with GSK are substantive and
will be accounted for under the milestone methotewénue recognition.

In accordance with ASU No. 2010-17, we determired the remaining contingent payments under theesgent with GSK US do not
constitute milestone payments and will not be antedifor under the milestone method of revenuegeition. The events leading to these
payments under the agreement with GSK US do not thealefinition of a milestone under ASU 2010-Et&use the achievement of these
events is solely dependent on GSK US’s performafing.revenue from these contingent payments woaldubject to an allocation of
arrangement consideration and would be recognizedany remaining period of performance obligatiahany, relating to this arrangement.
If there are no remaining performance obligationdar the arrangement at the time the contingennpayis triggered, the contingent paym
would be recognized as revenue in full upon thggeting event.

In connection with the agreement, GSK US purch@28d597 shares of our Series A-2 convertible prefestock at a price of $22.76 per
share, resulting in net cash proceeds to us of @illdn. We determined that the purchase pric82®.76 per share exceeded the estimated fe
value of the Series &-convertible preferred stock by $3.0 million atitkrefore, recorded the $3.0 million as revenubénsame manner as
upfront technology access payment.

In December 2012, GSK US selected a protein thetapearget for further evaluation. The relatedesibne payment of $0.3 million was
received in 2013 and was recorded as accountsvedteias of December 31, 2012. In September 20&&nd GSK US entered into an
agreement to extend the evaluation period forghitein therapeutic target by approximately eigbnths. In connection with the extension of
the evaluation period, GSK US paid a $0.2 milliateasion fee. We are recognizing the $0.2 milligteesion fee over the eight-month
extension period.

In October 2013, GSK US exercised its right to resdor further evaluation several protein therdjuetargets for muscle diseases that we
discovered in this agreement with GSK US. In cotinaavith reserving these targets for further eatibn, GSK US paid us a selection fee of
$0.3 million in 2013.

Total revenue recognized under this arrangementhvasmillion, $5.8 million and $5.2 million for ¢hyears ended December 31, 2013, 2012
and 2011, respectively. As of December 31, 2013281@, we had deferred revenue relating to thibolation agreement of $1.9 million ¢
$5.7 million, respectively.

The agreement will terminate upon the expiratiothefroyalty terms of any products that incorpomatéarget a protein exclusively licensed
under the collaboration. In addition, GSK US mayri@ate this agreement at any
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time with advance written notice, and either pangy terminate this agreement with written noticetfe other party’s material breach if such
party fails to cure the breach or upon certainliresacy events.

Respiratory Diseases Discovery Collaborat

In April 2012, we entered into a research collaboraand license agreement with Glaxo Group Lim{@&K UK) to identify new therapeutic
approaches to treat refractory asthma and chrdrstractive pulmonary disease (COPD) function withaaicular focus on identifying novel
protein therapeutics and antibody targets. We farmonduct up to six customized cbised screens of our protein library under thisemgent
The four-year research term will end in April 20Ukhder the terms of the agreement, GSK UK paidrugpdront technology access payment
of $7.5 million in April 2012.

We applied ASU No. 2009-1R)ultiple-Deliverable Revenue Arrangements evaluating the appropriate accounting for #gseement. In
accordance with this guidance, we concluded traathangement should be accounted for as a singlefuaccounting and that the
arrangement consideration should be recognizetkisame manner as the final deliverable, whichegé¢search service. The $7.5 million
upfront technology access payment was recordeéfasrdd revenue and is being recognized over itialifour-year research period under the
agreement. In addition, GSK UK agreed to pay us%dllion of research funding over the researabgpam term. We received $3.4 million
and 1.3 million of research funding in the yeardezhDecember 31, 2013 and 2012, respectively ectlatall research being performed under
the GSK UK discovery collaboration.

We are eligible to receive certain option and g@egayments, payments for the achievement ofizedevelopment activities, and royalties
on the sales of products related to targets GSKselKcts for exclusive development, if any.

We are eligible to receive up to $1.8 million oéplinical milestone payments for each screen ast@y a target is claimed or selected for
further development. In addition, prior to the ti@EK UK exercises its right to obtain an exclusika@ldwide license to a protein target, we
and GSK UK will discuss and agree on Track 1 Tagshich GSK UK will have sole responsibility fdret further development and
commercialization of products that incorporateasgét the protein targets, and Track 2 Targetsghvivie will develop biologics that
incorporate or target the protein targets throwgtiinical proof of mechanism in either a Phasdirfiaal trial or Phase 2 clinical trial. We and
GSK UK will take into consideration each party’sadable resources and capabilities at the timeeiriding which protein targets will be Track
1 Targets or Track 2 Targets, but subject to eactyls general right to alternate in such selectigth GSK UK have the right to first select.
For each Track 2 Target, we are eligible to recai$.0 million milestone payment upon initiatidrttee first GLP toxicology study, a $6.5
million milestone payment upon the initiation ofadRke 1 clinical trial and a $11.0 million milestqueeyment upon the initiation of Phase 2
clinical trial. We are also eligible to receive 2480 million option exercise milestone if GSK UKeggises its option to develop the Track 2
Target prior to the initiation of Phase 2 clinit@l or a $23.0 million option exercise milestdh&SK UK exercises after the initiation of
Phase 2 clinical trial for the Track 2 Targets. Sahtive uncertainty exists at the inception ofageesement as to whether any of these
milestones will be achieved because of the numeratiables that may affect our ability to identifrgets that GSK UK would be interested in
further evaluating or with respect to which GSK uiéuld develop products. In accordance with ASU R@il0-17, we concluded that these
milestones under the agreement with GSK UK aretaunkise and will be accounted for under the milastmethod of revenue recognition.

In accordance with ASU No. 2010-17, we determirned the remaining contingent payments under theeagent with GSK UK do not
constitute milestone payments and will not be anteaifor under the milestone
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method of revenue recognition. The events leadirthese payments under the agreement with GSK Ukotioneet the definition of a
milestone under ASU 2010-17 because the achieveofighése events is solely dependent on GSK UKrfopmance. Any revenue from these
contingent payments would be subject to an allooadf arrangement consideration and would be razedrover any remaining period of
performance obligations, if any, relating to thismagement. If there are no remaining performartigations under the arrangement at the
time the contingent payment is triggered, the cm@nt payment would be recognized as revenuelinfoin the triggering event.

In connection with the agreement, GSK UK purche&®H 693 shares of our Series A-3 convertible pretestock at a price of $26.20 per
share, resulting in net cash proceeds to us oD$tilion. We determined that the purchase pric828.20 per share exceeded the estimated
fair value of the Series A-3 convertible preferstdck by $3.1 million and, therefore, recorded$Bel million as deferred revenue to be
recognized initially over the four-year researchiqu

Total revenue recognized under this arrangementba@smillion and $3.2 million for the years endgeicember 31, 2013 and 2012,
respectively. As of December 31, 2013 and 2012hackdeferred revenue relating to this collaboratigreement of $6.8 million and

$8.8 million, respectively. Additionally, GSK UK @bligated to reimburse us for certain specializstarch and development costs associate
with the screens under the agreement. As of DeceBihe2013 and 2012, the receivable from GSK UKauritle agreement related to such
costs was $0.1 million and zero, respectively.

The agreement will terminate upon the expiratiothefroyalty terms of any products that incorpomatéarget a protein exclusively licensed
under the collaboration. In addition, GSK UK masnisate this agreement at any time with advanc#ewrinotice, and either party may
terminate this agreement with written notice far tther party’s material breach if such party feolsure the breach or immediately in the cas
of failure to comply with certain anti-bribery aadti-corruption policies or upon certain insolversents.

Human Genome Sciences, In

In March 2011, we entered into a license and colation agreement with Human Genome Sciences(H@S), which was acquired by
GlaxoSmithKline (GSK) in 2012 and we refer to HGSGSK-HGS. Pursuant to the agreement we grantedBS& an exclusive license to
develop and commercialize our BB39 product and other FGFRL1 fusion proteins foltipla cancers in the United States, the Europeaioh
and Canada. Under the terms of the agreement, GS8-phid us an upfront license fee of $50 milliore Wceived full payment of the

$50 million upfront license fee in March 2011. Tdgreement also calls for tiered double-digit petag® royalty payments on net sales. GSK-
HGS has exclusive rights to develop and commereidtiP-1039 for all indications in the United Statee European Union and Canada. We
have an option to co-promote AR39 in the United States, and retain developmeeshicammercialization rights in territories outsttle Unitec
States, the European Union and Canada.

We applied ASU No. 2009-18/ultiple-Deliverable Revenue Arrangemenis evaluating the appropriate accounting for #gseement. In
accordance with this guidance, we identified thiahlicense, associated technology transfer adises for the conduct of the then-
concluding FP-1039 Phase 1 clinical trial as sutista deliverables under this agreement. Howevecesall of the deliverables were fully
delivered by December 31, 2011, the $50 milliorropf license fee associated with the deliverablas @ntirely recognized as revenue in 2

Additionally, GSK-HGS is obligated to reimbursefasall future research and development costs &ssatwith FP1039 incurred by us in t
conduct of research and development activitiesasralh of GSK-HGS. At
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the time we entered into the FP-1039 license, weeabto perform services for the conduct of tha#encluding Phase 1 clinical trial. We &
elected to conduct a Phase 2 clinical trial of BB2Llin endometrial cancer for which we were reirsbdrby GSK-HGS. The Phase 2 clinical
trial was terminated in January 2012 and we arlonger conducting any activities with respect tig thial. Additionally, GSK-HGS is

obligated to pay us for the costs of other FP-1@3ed research and development activities we #amdertake on behalf of GSK-HGS.
Revenue from GSK-HGS related to these developnmsis @associated with FP-1039 is recognized as eus these costs. For the years endec
December 31, 2013, 2012 and 2011, we recognizddrfillion, $0.9 million and $2.4 million, respeatly, in revenue from GSK-HGS related
to development costs associated with FP-1039. A3ecEmber 31, 2013 and 2012, the receivable froik-B6S under the agreement related
to such costs was zero and $0.1 million, respédgtive

GSK-HGS is obligated to pay us certain amountsingaht upon the achievement of pre-specified dgmbnt, regulatory and commercial
criteria, which could total approximately $435 naifi. We determined that these contingent paymeilts@t be accounted for under the
milestone method of revenue recognition as thetewbat trigger these payments under the agreewithGSK-HGS do not meet the
definition of a milestone under ASU 2010-17 becahseachievement of these milestones is solelyrtbg® on GSK-HGS'’s performance.
Revenue from these contingent payments will begeized if and when such payments become due, dubjsatisfaction of all the criteria
necessary to recognize revenue at that time, beaa@glo not have any outstanding performance diiggunder this arrangement.

The agreement will terminate upon the expiratiothefroyalty terms of any products that result fribv@ collaboration. In addition, GSK-HGS
may terminate this agreement at any time with adeanrritten notice, and either party may terminhts agreement for the other party’s
material breach if such party fails to cure thealbheor upon certain insolvency events.

UCB Pharma S.A.

In March 2013, we and UCB Pharma, S.A. (UCB) emténéo a research collaboration and license agraetoadentify potential biologics
targets and therapeutics in the areas of fibradeted inflammatory diseases and central nervostesydisorders. We plan to conduct five
customized cell-based amdvivoscreens of our protein library under this agreeméafat currently expect to complete our initial resba
activities under this agreement by March 2016. Ugnencompletion of those research activities, U@B hp to a two-year evaluation period
during which we may be obligated to perform additibservices at the request of UCB.

We applied ASU No. 2009-13, Multiple-DeliverablevRaue Arrangements, in evaluating the approprietewnting for this agreement. In
accordance with this guidance, we concluded thasheaild account for the arrangement as a singteofiaccounting and recognize the
arrangement consideration in the same manner dm#ieleliverable, which is research service.

Under the terms of the agreement, UCB paid us &onipayment of $6.0 million in March 2013. In diitoth, we received $2.2 million of a
$6.6 million technology access fee in March 20113 Temaining $4.4 million technology access feduis in two equal installments on the first
and second anniversaries of this agreement. UGBagjeeed to pay us $2.0 million of research fundindng the second and the third years of
the research program term. We recorded the $6lmipfront payment and $2.2 million technologgess payment as deferred revenue,
which we will recognize over the initial five-yes¥search period under the agreement.

We are eligible to receive certain evaluation agldction fees and contingent payments with resjpeeach protein target that UCB elects to
obtain an exclusive license, and royalties on #iessof products related to such targets, if any.
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We are eligible to receive up to $0.4 million ofget evaluation and selection fees with respeetitth target we offer to UCB in the
collaboration. Substantive uncertainty exists atittteption of the agreement as to whether ankeasfe fees will be received because of the
numerous variables that may affect our abilitydenitify targets that UCB would be interested inifar evaluating or with respect to which
UCB would develop products. In accordance with A$&l 2010-17, we concluded that these fees undeagheement with UCB are
substantive and will be accounted for under thesbine method of revenue recognition.

In accordance with ASU No. 2010-17, we determirnead the remaining contingent payments under theeagent with UCB do not constitute
milestone payments and will not be accounted faleaithe milestone method of revenue recognitior &rents leading to these payments
under the agreement with UCB do not meet the definbf a milestone under ASU 2010-17 because théegement of these events solely
depends on UCB's performance. Any revenue frometltestingent payments would be subject to an dilmea@f arrangement consideration
and would be recognized over any remaining perfquedormance obligations, if any, relating to taisangement. If we have no remaining
performance obligations under the arrangementedtiitie the contingent payment is triggered, we waatognize the contingent payment as
revenue in full upon the triggering event.

For the year ended December 31, 2013, we recogfz€dmillion of revenue under this arrangementoABecember 31, 2013, we have
deferred revenue relating to this collaboratioreagrent of $6.2 million. Additionally, UCB is oblitgal to reimburse us for certain specialized
research and development costs associated witittkens under the agreement. As of December 33, g receivable from UCB under the
agreement related to such costs was $0.2 million.

The agreement will terminate upon the expiratiothefroyalty terms of any products that incorpomatéarget a protein exclusively licensed
under the collaboration. In addition, UCB may taraie this agreement at any time with advance writtgtice, and either party may terminate
the agreement with written notice for the othetydamaterial breach if such party fails to cure ireach or upon certain insolvency events.

10. Acquired Technologies
Galaxy Biotech, LLC

In December 2011, we entered into an exclusiveieeagreement with Galaxy Biotech, LLC (Galaxy)tf@ development, manufacturing, i
commercialization of certain anti-FGFR2b (fibrolllgeowth factor receptor 2) monoclonal antibodigsder the terms of the agreement, we
agreed to pay Galaxy an upfront license paymef8di million. The upfront payment was paid in twel installments in January 2012 and
July 2012. As we had full access to the technolyy materials upon execution of the agreementetitecompound is in an early stage of
development, and the underlying technology hadteonative future uses, the entire upfront paynvesxt recorded to research and develop
expenses in our statement of operations for thesmded December 31, 2011. We are also requirethke additional payments based upon
the achievement of certain intellectual propergyalopment, regulatory, and commercial milestoassyell as royalties on future net sales of
products resulting from development of this puredba®chnology, if any.
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11. Income Taxes

No income tax benefit or expense was recordechioyears ended December 31, 2013, 2012 and

A reconciliation of the federal statutory incoma tate to our effective income tax rate is as folo

(in thousands YEARS ENDED DECEMBER 31,
2013 2012 2011
Federal statutory income tax rate $(10,10%) $(9,65¢) $ 6,89¢
Nondeductible stock compensati 45E 38¢ 414
Nontaxable equity premiun (532) (452) (825)
Deferred tax assets (utilized) not benefit 10,33¢ 9,75( (6,527
Other permanent iten (15€) (26) 39
(Benefit) from income taxe $ — $ — $ —

The tax effects of temporary differences and camyérds that give rise to significant portions loé tdeferred tax assets consist of the follov
(in thousands):

YEARS ENDED DECEMBER 31,

2013 2012 2011
Net operating loss carryforwar $ 59,55: $ 48,61 $ 37,90t
Research and development cre 6,56¢ 5,37 5,21¢
Reserves and accrus 5,93¢ 6,02( 5,204
Total deferred tax asse 72,05: 60,00¢ 48,32’

Deferred tax liability — — —
Net deferred tax ass 72,05: 60,00¢ 48,32’
Less: valuation allowanc (72,057) (60,00%) (48,32

Net deferred tax asse $ — $ — $ —

Realization of deferred tax assets is dependermi fygare taxable income, if any, the amount andrigrof which are uncertain. Accordingly,
net deferred tax assets have been fully offsetyglaation allowance. Our valuation allowance iased by approximately $12.1 million,
increased by $11.7 million and decreased by $7l®miduring 2013, 2012 and 2011 respectively. Vdgenestablished a full valuation
allowance against our deferred tax assets duestantbertainty surrounding the realization of susbets. We evaluate on a periodic basis the
recoverability of deferred tax assets and the fieed valuation allowance. At such time that itletermined that it is more likely than not that
the deferred tax assets are realizable, the vatuatlowance will be reduced.

At December 31, 2013, we had approximately $144lkomand $168.3 million of federal and state peerating loss carryforwards,
respectively, available to offset future taxableome. The net operating loss carryforwards begexfore in 2024 for federal and 2015 for s
purposes. We also had approximately $5.4 millioth $4.0 million of federal and state tax creditspectively, available to offset future tax.
These credits begin to expire in 2023 for fedetappses, and state research and development @itsaran be carried forward indefinitely.

Utilization of the net operating loss and creditrgirwards may be subject to substantial annuaitdition due to ownership change provisions
of the Internal Revenue Code of 1986 and similatiegprovisions. The annual limitation may resulthia expiration of net operating losses and
credits before utilization. To the extent net opiatploss carryforwards, when realized, relateda-qualified stock option deductions, the
resulting benefits will be credited to stockholderguity.
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As of December 31, 2013 and 2012, we had no acénteest or penalties related to income taxes,rensuch interest and penalties have |
incurred through December 31, 2013. As of DecerBieR013, no significant increases or decreasesxaected to our uncertain tax positions
within the next 12 months. A reconciliation of awnrecognized tax benefits for the years ended Dbeefil, 2013, 2012 and 201 as
follows:

UNRECOGNIZED

INCOME TAX
(in thousands BENEFITS
Balance as of January 1, 2011 $ 1,31:
Additions for current year tax positio 144
Balance as of December 31, 2( 1,457
Additions for current year tax positio 78
Balance as of December 31, 2( 1,53¢
Deductions for prior year tax positio 27
Additions for current year tax positio 21¢
Balance as of December 31, 2( $ 1,781

We file U.S. and state income tax returns with iragystatutes of limitations. The tax years fromeption in 2001 forward remain open to
examination due to the carryover of unused netadjmey losses and tax credits. We have no ongogtaminations by tax authorities at this
time.

12. Commitments and Contingencies
Indemnifications

As permitted under Delaware law and in accordarnitie eur bylaws, we have agreed to indemnify ourceifs and directors for certain events
or occurrences, subject to certain limits, while dfficer or director is or was serving at the mguest in such capacity. The term of the
indemnification period is equal to the officer'sdirector’s lifetime.

The maximum amount of potential future indemnifigatis unlimited; however, we currently hold direcand officer liability insurance. This
insurance limits our exposure and may enable usdover a portion of any future amounts paid. Weele that the fair value of these
indemnification obligations is minimal. Accordinghwe have not recognized any liabilities relatinghtese obligations for any period
presented.

We have certain agreements with service providedsogher parties with which we do business thataiorindemnification provisions pursuz
to which we have agreed to indemnify the party agfaiertain types of third-party claims. We acdiareknown indemnification issues when a
loss is probable and can be reasonably estimatedvdild also accrue for estimated incurred butemtified indemnification issues based on
historical activity. As we have not incurred angémnification losses to date, there were no aceffiealor expenses related to indemnification
issues for any period presented.
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FIVE PRIME THERAPEUTICS, INC.
Notes to Financial Statements (continued)

13. Selected Quarterly Financial Information (Unaudted)

The following amounts are in thousands, excepshare amounts:

Quarter Ended

March 31, September 3C December 31
June 30,
Quarterly Results of Operations 2013 2013 2013 2013
(Unaudited)
(In thousands, except per share amount
Revenue $ 2,97t $ 3,54¢ $ 3,48: $ 3,78t
Net loss (7,049 (7,274 (7,239 (7,317
Basic and diluted net loss per sh (5.79) (5.82) (2.74) (0.4%)
Quarter Ended
March 31, September 3C December 31
June 30,
Quarterly Results of Operations 2012 2012 2012 2012
(Unaudited)
(In thousands, except per share amountt
Revenue $ 2,01/ $2,18¢ $ 2,86: $ 2,92¢
Net loss (8,08)) (6,849 (5,859 (6,819
Basic and diluted net loss per sh (6.92) (5.72) (4.85) (5.59)

Basic and diluted net loss per share is computgehiendently for each of the quarters presentedeldre, the sum of quarterly basic :
diluted per share amounts may not equal annuat basi diluted net loss per share amounts.

14. Subsequent Events
Financing

In February 2014, we completed a public offerin@@f50,000 shares of our common stock, which iredughares we issued pursuant to our
underwriters’ exercise of their over-allotment optiand received net proceeds of $40.0 milliorerafhderwriting discounts, commissions anc
estimated offering expenses.

Bristol-Myers Squibb Company Research Collaboratiorand License Agreement

On March 14, 2014, we entered into a researchlzmidion and license agreement with Bridtblers Squibb Company, or BMS, to carry ol
research program to (i) discover novel interacpimgteins in two undisclosed immune checkpoint patysywhich we refer to as the checkps
pathways, using our target discovery platform;f(ifther the understanding of target biology wigspect to targets in these checkpoint
pathways; and (iii) discover and pre-clinically éap compounds suitable for development for hurhanapeutic uses against targets in these
checkpoint pathways. Under the agreement, we giadBltéS an exclusive, worldwide license to reseadgvelop and commercialize products
directed towards targets in two undisclosed immetheckpoint pathways. BMS will have an option toetaixclusive licenses to additional
interactive proteins we may identify in these chmiht pathways during the course of our collaborati

We are entitled to receive an upfront payment & §#@llion from BMS in connection with our entry mthe agreement and will receive $9.5
million in research funding over the course of tifvee-year research term. BMS may extend the reflséamm for two additional one-year
periods on a year-by-year basis. We will be eligitol receive up to $240 million per collaboratiarget in specified developmental, regulatory
and commercialization contingent payments and wBtmillion in sales-based contingent paymentscp#aboration product. We are also
entitled to tiered mid-single digit to low douldiégit percentage royalty payments on net salesoii €ollaboration product, subject to reduc

in certain circumstances. In connection with theeagent, BMS purchased 994,352 shares of our constock at a price per share of $21.16,
for an aggregate purchase price of $21.0 million.
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Amended and Restated Certificate of Incorporatinoofporated herein by reference to Exhibit 3.thescompany’s Current
Report on Form-K (File No. 00:-36070), filed with the SEC on September 23, 20

Amended and Restated Bylaws (incorporated hereiefgyence to Exhibit 3.4 to the company’s RegigiraStatement on Form
S-1 (File No. 33-190194), filed with the SEC on July 26, 201

Specimen common stock certificate (incorporate@indsy reference to Exhibit 4.1 to the company’sefaiment No. 3 to the
Registration Statement on Forr-1 (File No. 33-190194), filed with the SEC on September 4, 20

Seventh Amended and Restated Investor Rights Agreehy and among the company and the investorsdhéimeeein, dated as
of April 16, 2012 (incorporated herein by referet@dxhibit 10.1 to the company’s Registration &ta¢nt on Form S-1 (File
No. 33:-190194), filed with the SEC on July 26, 201

2002 Equity Incentive Plan (incorporated hereirrdfgrence to Exhibit 10.2 to the company’s RegistraStatement on Form S-
1 (File No. 33-190194), filed with the SEC on July 26, 201

Form of Option Agreement under 2002 Equity Incemflan (incorporated herein by reference to ExHibiB to the company’s
Registration Statement on Forr-1 (File No. 33-190194), filed with the SEC on July 26, 201

2010 Equity Incentive Plan (incorporated hereirrdfgrence to Exhibit 10.4 to the company’s RegistraStatement on Form S-
1 (File No. 33-190194), filed with the SEC on July 26, 201

Form of Option Agreement under 2010 Equity Incemftan (incorporated herein by reference to ExHibib to the company’s
Registration Statement on Forr-1 (File No. 33-190194), filed with the SEC on July 26, 201

2013 Omnibus Incentive Plan (incorporated hereindbgrence to Exhibit 4.8 to the company’s RegigtraStatement on Form
S-8 (File No. 33-191700), filed with the SEC on October 11, 20:

Form of Incentive Stock Option Agreement under 20t3nibus Incentive Plan (incorporated herein begnexfice to Exhibit 10.7
to the compar’s Registration Statement on Fori-1 (File No. 33-190194), filed with the SEC on July 26, 201

Form of Non-Qualified Option Agreement under 2018r@bus Incentive Plan (incorporated herein by eafee to Exhibit 10.8
to the compar’s Registration Statement on Fori-1 (File No. 33-190194), filed with the SEC on July 26, 201

Form of Restricted Stock Agreement under 2013 Ommlhcentive Plan (incorporated herein by refergadexhibit 10.9 to the
compan’s Registration Statement on Forr-1 (File No. 33-193491), filed with the SEC on January 22, 20

Offer Letter Agreement by and between the compamaly/ron M. Knickerbocker, dated as of Septemb&099 (incorporated
herein by reference to Exhibit 10.9 to the compaiRegistration Statement on Form S-1 (File No. 333194), filed with the
SEC on July 26, 2013

Offer Letter Agreement by and between the compawlyJallie Hambleton, dated as of November 19, 20t porated herein
by reference to Exhibit 10.11 to the company’s Rigtion Statement on Form S-1 (File No. 333-1934fl&#d with the SEC on
January 22, 2014

Offer Letter Agreement by and between the companalyMarc L. Belsky, dated as of September 3, 2008(porated herein by
reference to Exhibit 10.12 to the company’s Regti&in Statement on Form S-1 (File No. 333-1934filgy with the SEC on
January 22, 2014



Table of Contents

Exhibit
No.

10.13+

10.14+

10.15+

10.16+

10.17+

10.18+

10.19+

10.20t

10.21t

10.22t

10.23t
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Executive Severance Benefits Agreement by and letwee company and Lewis T. Williams, dated as mfilA9, 2007
(incorporated herein by reference to Exhibit 1Gd the company’s Registration Statement on Form(Sié No. 333-190194),
filed with the SEC on July 26, 201!

Executive Severance Benefits Agreement by and leetwiee company and Aron M. Knickerbocker, datedfddecember 30,
2009 (incorporated herein by reference to ExhiBifl2 to the company’s Registration Statement omF8+1 (File No. 333-
190194), filed with the SEC on July 26, 201

Amendment No. 1 to the Executive Severance Bengfiteement by and between the company and Aron hckerbocker,
effective December 5, 2012 (incorporated hereindbgrence to Exhibit 10.13 to the company’s Regi&in Statement on Form
S-1 (File No. 33-190194), filed with the SEC on July 26, 201

Executive Severance Benefits Agreement by and lestwee company and Julie Hambleton, dated as oéibker 3, 2012
(incorporated herein by reference to Exhibit 1Gd éhe company’s Registration Statement on Form(Sié No. 333-193491),
filed with the SEC on January 22, 201

Executive Severance Benefits Agreement by and leetwlee company and Marc L. Belsky, dated as of Bes 30, 2009
(incorporated herein by reference to Exhibit 1Gd e company’s Registration Statement on Form(Sié No. 333-193491),
filed with the SEC on January 22, 201

Amendment No. 1 to the Executive Severance Bengfiteement by and between the company and Marelsk, effective
January 16, 2014 (incorporated herein by referémé&sxhibit 10.18 to the company’s Registration &taént on Form S-1 (File
No. 33%-193491), filed with the SEC on January 22, 20

Form of Indemnification Agreement by and betweendbmpany and each of its directors and officersofiporated herein by
reference to Exhibit 10.16 to the company’s Amenainido. 1 to the Registration Statement on Form(Bi& No. 333-190194),
filed with the SEC on August 16, 201

Research Collaboration and License Agreement bybatwleen the company and UCB Pharma S.A., datetidarch 14, 2013
(incorporated herein by reference to Exhibit 1Gd.the company’s Amendment No. 1 to the Registnafitatement on Form S-1
(File No. 33:-190194), filed with the SEC on August 16, 20!

License and Collaboration Agreement by and betvwieertompany and Human Genome Sciences, Inc., datefiMarch 16,
2011 (incorporated herein by reference to ExhibitL® to the company’'s Amendment No. 1 to the Reggish Statement on
Form &1 (File No. 33-190194), filed with the SEC on August 16, 201

Respiratory Diseases Research Collaboration arehk& Agreement by and between the company and Gleup Limited,
dated as of April 11, 2012 (incorporated hereirrdfgrence to Exhibit 10.19 to the company’s Ameniinidp. 1 to the
Registration Statement on Forr-1 (File No. 33-190194), filed with the SEC on August 16, 20!

Amendment No. 1 to the Respiratory Diseases Rds&oltaboration and License Agreement by and betviiee company and
Glaxo Group Limited, dated as of August 9, 2012dmporated herein by reference to Exhibit 10.2theocompany’s
Registration Statement on Forr-1 (File No. 33-190194), filed with the SEC on July 26, 201

Research Collaboration and License Agreement bybahdeen the company and GlaxoSmithKline LLC, dateadf July 29,
2010 (incorporated herein by reference to ExhibiR1 to the company’'s Amendment No. 1 to the Reggish Statement on
Form &1 (File No. 33-190194), filed with the SEC on August 16, 201

Amendment No. 1 to the Research Collaboration daoerise Agreement by and between the company an@StaithKline
LLC, dated as of May 17, 2011 (incorporated hebgimeference to Exhibit 10.22 to the company’s Adrmaent No. 1 to the
Registration Statement on Forr-1 (File No. 33-190194), filed with the SEC on August 16, 20!
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Exclusive License Agreement by and between the emypnd Galaxy Biotech, LLC, dated as of DecemBePQ11
(incorporated herein by reference to Exhibit 1a@&he company’s Amendment No. 1 to the Registnafitatement on Form S-1
(File No. 33:-190194), filed with the SEC on August 16, 20!

Exclusive License Agreement by and between the emypnd the Regents of the University of Califorciated as of
September 7, 2006 (incorporated herein by refertm&hibit 10.24 to the company’s Amendment N¢o the Registration
Statement on Form-1 (File No. 33-190194), filed with the SEC on August 16, 20

Master Services Agreement by and between the coyrgoash Cytovance Biologics Inc., dated as of Octdhe@012 (incorporate
herein by reference to Exhibit 10.25 to the comp@Registration Statement on Form S-1 (File No.-398194), filed with the
SEC on July 26, 2013

Lease by and between the company and Britannie&ioBateway Limited Partnership, dated as of Mag010
(incorporated herein by reference to Exhibit 1G®€éhe company’s Registration Statement on Form(Sié No. 333-190194),
filed with the SEC on July 26, 201!

Sublease by and between the company and AMGEN ISE, dlated as of March 22, 2010 (incorporated hegireference to
Exhibit 10.27 to the compa’s Registration Statement on Fori-1 (File No. 33-190194), filed with the SEC on July 26, 201

Stock Option Grant Notice by and between the comaaud Aron M. Knickerbocker, dated as of Decemlr2D09
(incorporated herein by reference to Exhibit 1a@&e company’s Registration Statement on Form(iSié No. 333-190194),
filed with the SEC on July 26, 201!

Amendment to Stock Option by and between the commpad Aron M. Knickerbocker, dated as of March 2811 (incorporated
herein by reference to Exhibit 10.29 to the comfmRegistration Statement on Form S-1 (File No.-398194), filed with the
SEC on July 26, 2013

Non-Exclusive License Agreement by and among the compBioWa, Inc. and Lonza Sales AG, dated as ofraaty 6, 2012
(incorporated herein by reference to Exhibit 1G@€he company’s Amendment No. 1 to the RegistnaBatement on Form S-1
(File No. 33:-190194), filed with the SEC on August 16, 20!

2013 Employee Stock Purchase Plan (incorporatesirhby reference to Exhibit 4.11 to the comparigegistration Statement
Form &8 (File No. 33-191700), filed with the SEC on October 11, 20:

Non-Exclusive License Agreement by and between thepamy and the Board of Trustees of the Leland Stdnfanior
University, dated as of February 1, 2006 (incorpetderein by reference to Exhibit 10.32 to the pany’'s Amendment No. 2
the Registration Statement on For-1 (File No. 33-190194), filed with the SEC on August 23, 20!

Amendment No. 1 to the License Agreement effedgbruary 1, 2006 by and between the company amddstUniversity,
dated as of January 22, 2010 (incorporated hesemgfierence to Exhibit 10.33 to the company’s Anmaedt No. 2 to the
Registration Statement on Forr-1 (File No. 33-190194), filed with the SEC on August 23, 20!

Agreement by and between the company and Natioas¢&tch Council of Canada, effective December B3 Zibicorporated
herein by reference to Exhibit 10.1 to the compar@urrent Report on Form 8-K (File No. 001-3607iyd with the SEC on
December 9, 2013

Subsidiaries of the company (incorporated hereirelfigrence to Exhibit 21.1 to the company’s Regt&in Statement on Form
S-1 (File No. 33-190194), filed with the SEC on July 26, 201

Consent of Independent Registered Accounting F
Power of Attorney (included on the signature pagthis report)
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Certification of Principal Executive Officer pursudo Rules 13a-14(a) and 15d-14(a) promulgatecutice Securities
Exchange Act of 1934, as amend

Certification of Principal Financial and Accounti@ficer pursuant to Rules 13a-14(a) and 15d-1gfainulgated under the
Securities Exchange Act of 1934, as amen

Certifications of Chief Executive Officer pursuaatl8 U.S.C. Section 1350, as adopted pursuargdtd® 906 of the
Sarbane-Oxley Act of 2002

Certifications of Chief Financial Officer pursuantl8 U.S.C. Section 1350, as adopted pursuarg¢tdh 906 of the Sarbanes-
Oxley Act of 2002

Financial statements from the Annual Report on FbdaK of the company for the year ended DecembgePB13, formatted in
XBRL (eXtensible Business Reporting Language)th@ Balance Sheets, (ii) the Statements of Ope&stidii) the Statements
of Comprehensive (Loss) Income, (iii) the Staterm@fitConvertible Preferred Stock and StockholdPeficit, (iv) the
Statements of Cash Flows and (v) Notes to Finastatements

Filed herewith
Pursuant to Rule 406T of Regulation S-T, theshactive Data Files on Exhibit 101 hereto are deknw filed or part of a registration

statement or prospectus for purposes of Sectiarr 12 of the Securities Act of 1933, as amendezidaemed not filed for purposes of
Section 18 of the Securities and Exchange Act 8418s amended, and otherwise are not subjecttibity under those section
Indicates a management contract or compensatomy

Registrant has requested confidential treatmgrdrtain portions of this agreement. This exhiliits the information subject to this
confidentiality request. The omitted portions héeen filed separately with the SE



Exhibit 23.1

Consent of Independent Registered Public Accountingirm

We consent to the incorporation by reference inRbgistration Statement (Form S-8 No. 333-1917@®gining to the 2002 Equity Incentive
Plan, the 2010 Equity Incentive Plan, the 2013 Gm#sincentive Plan, and the 2013 Employee StockHise Plan of Five Prime Therapel
Inc. of our report dated March 25, 2014, with respe the financial statements Five Prime Therapsulnc. included in its Annual Report
(Form 10-K) for the year ended December 31, 20883] fvith the Securities and Exchange Commission.

/sl Ernst & Young LLP

Redwood City, California
March 25, 2014



Exhibit 31.1

CERTIFICATION OF THE CHIEF EXECUTIVE OFFICER
Pursuant to Section 302 of the Sarbanes-Oxley Acf 2002

[, Lewis T. Williams, certify that:
1. I have reviewed this annual report on Form 16fkive Prime Therapeutics, Inc.;

2. Based on my knowledge, this report does notador@ny untrue statement of a material fact or dmnéttate a material fact necessary to mak
the statements made, in light of the circumstanoger which such statements were made, not misigadih respect to the period covered by
this report;

3. Based on my knowledge, the financial statemeamis,other financial information included in théport, fairly present in all material respects
the financial condition, results of operations aadh flows of the registrant as of, and for, thegoks presented in this report;

4. The registrant’s other certifying officer(s) anare responsible for establishing and maintainiisglosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&)}5¢r the registrant and have:

(a) Designed such disclosure controls and procedorecaused such disclosure controls and procsdorge designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhsubsidiaries, is made known to us by
others within those entities, particularly duriig period in which this report is being prepared;

(b) Evaluated the effectiveness of the registradisslosure controls and procedures and presentisi report our conclusions about the
effectiveness of the disclosure controls and proees] as of the end of the period covered by #psnt based on such evaluation; and

(c) Disclosed in this report any change in thestgit’s internal control over financial reportithgait occurred during the registrant’s most
recent fiscal quarter (the registrantourth fiscal quarter in the case of an annuadrig that has materially affected, or is reasopdikély
to materially affect, the registrant’s internal tohover financial reporting; and

5. The registrant’s other certifying officer(s) andave disclosed, based on our most recent evatuaf internal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct@spersons performing the equivalent
functions):

(a) All significant deficiencies and material weakses in the design or operation of internal cootrer financial reporting which are
reasonably likely to adversely affect the regisfeaability to record, process, summarize and refioancial information; and

(b) Any fraud, whether or not material, that invedvmanagement or other employees who have a s@mifiole in the registrant’s
internal control over financial reporting.

Dated: March 26, 201

/sl Lewis T. Williams

Lewis T. Williams

President and Chief Executive Offic
(Principal Executive Officer




Exhibit 31.2

CERTIFICATION OF THE CHIEF FINANCIAL OFFICER
Pursuant to Section 302 of the Sarbanes-Oxley Acf 2002

I, Marc L. Belsky, certify that:
1. I have reviewed this annual report on Form 16fkive Prime Therapeutics, Inc.;

2. Based on my knowledge, this report does notador@ny untrue statement of a material fact or dméttate a material fact necessary to mak
the statements made, in light of the circumstanoger which such statements were made, not misigadih respect to the period covered by
this report;

3. Based on my knowledge, the financial statemeamis,other financial information included in théport, fairly present in all material respects
the financial condition, results of operations aadh flows of the registrant as of, and for, thegoks presented in this report;

4. The registrant’s other certifying officer(s) anare responsible for establishing and maintainiisglosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&)}5¢r the registrant and have:

(a) Designed such disclosure controls and procsdorecaused such disclosure controls and procsdorge designed under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhsibsidiaries, is made known to us by
others within those entities, particularly duriig period in which this report is being prepared;

(c) Evaluated the effectiveness of the registragisslosure controls and procedures and presentesi report our conclusions about the
effectiveness of the disclosure controls and proees] as of the end of the period covered by #psit based on such evaluation; and

(d) Disclosed in this report any change in thegegnt's internal control over financial reportititat occurred during the registrant’s mos
recent fiscal quarter (the registrantourth fiscal quarter in the case of an annuadrig that has materially affected, or is reasopdikély
to materially affect, the registrant’s internal tohover financial reporting; and

5. The registrant’s other certifying officer(s) andave disclosed, based on our most recent evatuaf internal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct@spersons performing the equivalent
functions):

(a) All significant deficiencies and material weakses in the design or operation of internal cootrer financial reporting which are
reasonably likely to adversely affect the regisfeaability to record, process, summarize and refioancial information; and

(b) Any fraud, whether or not material, that invedvmanagement or other employees who have a s@mifiole in the registrant’s
internal control over financial reporting.

Dated: March 26, 201

/sl Marc L. Belsky

Marc L. Belsky

Senior Vice President and Chief Financial Offi
(Principal Financial and Accounting Office




Exhibit 32.1

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report on Form 10{fK-tve Prime Therapeutics, Inc. (“Five Prime”) thie year ended December 31,
2013, as filed with the Securities and Exchange @@sion on the date hereof (the “Report”), I, LewidNilliams, President and Chief

Executive Officer of Five Prime, certify, pursuaotl8 U.S.C. Section 1350, as adopted pursuargdtidh 906 of the Sarbanes-Oxley Act of
2002, that to the best of my knowledge:

(1) The Report fully complies with the requiremeatsSection 13(a) or 15(d) of the Securities Ex@eAct of 1934, as amended; and

(2) The information contained in the Report faplgsents, in all material respects, the finanaaldition and results of operations of F
Prime.

Dated: March 26, 201

/s/ Lewis T. Williams

Lewis T. Williams

President and Chief Executive Offic
(Principal Executive Officer




Exhibit 32.2

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report on Form 10{fK-tve Prime Therapeutics, Inc. (“Five Prime”) thie year ended December 31,
2013, as filed with the Securities and Exchange @@sion on the date hereof (the “Report”), I, Mar@elsky, Senior Vice President and
Chief Financial Officer of Five Prime, certify, muwant to 18 U.S.C. Section 1350, as adopted pursu&@ection 906 of the Sarbanes-Oxley
Act of 2002, that to the best of my knowledge:

(1) The Report fully complies with the requiremeatsSection 13(a) or 15(d) of the Securities Ex@eAct of 1934, as amended; and

(2) The information contained in the Report faplgsents, in all material respects, the finanaaldition and results of operations of F
Prime.

Dated: March 26, 201

/sl Marc L. Belsky

Marc L. Belsky

Senior Vice President and Chief Financial Offi
(Principal Financial and Accounting Office




