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FORM 10-Q
(Mark One)

},’QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF
1934
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OR
.TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF
1934
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Delaware 33-0903395
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2505 Meridian Parkway, Suite 100
Durham, North Carolina 27713
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(919) 806-1074
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Indicate by check mark whether the registrant: (1) has filed all reports required to be filed by Section 13 or 15(d) of
the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days. Yes y No ~

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

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,
smaller reporting company, or an emerging growth company. See the definitions of “large accelerated filer,” “accelerated

filer,” “smaller reporting company,” and “emerging growth company” in Rule 12b-2 of the Exchange Act. (Check one):
Large accelerated filer o Accelerated filer x
Non-accelerated filer o Smaller reporting company o

(Do not check if a smaller reporting company) Emerging growth company o
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If an emerging growth company, indicate by check mark if the registrant has elected not to use the extended transition
period for complying with any new or revised financial accounting standards provided pursuant to Section 13(a) of the
Exchange Act. o

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act). Yes
o Noy

As of July 31, 2017, the number of outstanding shares of the registrant’s common stock, par value $0.001 per share,
was 47,046,328.
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PART I - FINANCIAL INFORMATION
ITEM 1. CONSOLIDATED FINANCIAL STATEMENTS
CHIMERIX, INC.

CONSOLIDATED BALANCE SHEETS
(in thousands, except share and per share data)

(unaudited)
June 30, December
2017 31,2016
ASSETS
Current assets:
Cash and cash equivalents $23,891 $51,463
Short-term investments, available-for-sale 124,637 180,558
Accounts receivable — 1,599
Prepaid expenses and other current assets 3,148 2,845
Total current assets 151,676 236,465
Long-term investments 103,643 47,407
Property and equipment, net of accumulated depreciation 2,306 2,843
Other long-term assets 51 55
Total assets $257,676 $286,770

LIABILITIES AND STOCKHOLDERS' EQUITY
Current liabilities:

Accounts payable $1,609 $3,890
Accrued liabilities 6,159 6,215
Total current liabilities 7,768 10,105
Lease-related obligations 246 441
Total liabilities 8,014 10,546

Stockholders’ equity:

Preferred stock, $0.001 par value, 10,000,000 shares authorized at June 30, 2017 and

December 31, 2016; no shares issued and outstanding as of June 30, 2017 and December 31, — —
2016

Common stock, $0.001 par value, 200,000,000 shares authorized at June 30, 2017 and

December 31, 2016; 47,042,762 and 46,522,475 shares issued and outstanding as of June 30, 47 46

2017 and December 31, 2016, respectively

Additional paid-in capital 701,329 692,422
Accumulated other comprehensive loss, net (1,475 ) (440 )
Accumulated deficit (450,239 ) (415,804 )
Total stockholders’ equity 249,662 276,224
Total liabilities and stockholders’ equity $257,676 $286,770

The accompanying notes are an integral part of the consolidated financial statements.
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CHIMERIX, INC.
CONSOLIDATED STATEMENTS OF OPERATIONS AND COMPREHENSIVE LOSS
(in thousands, except share and per share data)

(unaudited)

Three Months Ended Six Months Ended

June 30, June 30,

2017 2016 2017 2016
Contract revenue $675 $1,841 $1,753 $3,069
Operating expenses:
Research and development 11,636 13,759 24,378 34,695
General and administrative 6,284 6,607 12,880 13,531
Total operating expenses 17,920 20,366 37,258 48,226
Loss from operations (17,245 ) (18,525 ) (35,505 ) (45,157 )
Interest income 565 377 1,071 749
Net loss (16,680 ) (18,148 ) (34,434 ) (44,408 )
Other comprehensive loss:
Unrealized (loss) gain on investments, net (1,366 ) 75 (1,035 ) 496
Comprehensive loss $(18,046) $(18,073 ) $(35,469) $(43,912 )
Per share information:
Net loss, basic and diluted $(0.36 ) $0.39 ) $0.74 ) $0.96 )

Weighted-average shares outstanding, basic and diluted 46,863,75346,214,086 46,719,36746,199,110

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




Edgar Filing: CHIMERIX INC - Form 10-Q

CHIMERIX, INC.

CONSOLIDATED STATEMENTS OF CASH FLOWS
(in thousands)

(unaudited)

Cash flows from operating activities:
Net loss

Adjustments to reconcile net loss to net cash used in operating activities:

Depreciation of property and equipment
Amortization of premium/discount on investments
Share-based compensation

Amortization of lease-related obligations

Changes in operating assets and liabilities:
Accounts receivable

Prepaid expenses and other assets

Accounts payable and accrued liabilities

Net cash used in operating activities

Cash flows from investing activities:

Purchases of property and equipment

Purchases of long-term investments

Proceeds from maturities of short-term investments
Net cash (used in) provided by investing activities

Cash flows from financing activities:

Proceeds from exercise of stock options

Proceeds from employee stock purchase plan

Net cash provided by financing activities

Net (decrease) increase in cash and cash equivalents
Cash and cash equivalents:

Beginning of period

End of period

Six Months Ended
June 30,
2017 2016

$(34,434) $(44,408)

558 525
72 747
8,260 8,239

(163 ) (33 )

1,599 2,134
(300 ) 1,276
(2,217 ) (9,667 )

(26,625 ) (41,187 )

(21 ) (504 )
(121,908 ) (26,818 )

120,485 79,779
(1,444 ) 52,457
111 152
386 33

497 185

(27,572 ) 11,455

51,463
$23,891

20,605
$32,060

The accompanying notes are an integral part of the consolidated financial statements.
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CHIMERIX, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(unaudited)

Note 1. The Business and Summary of Significant Accounting Policies
Description of Business

Chimerix, Inc. (the Company) is a biopharmaceutical company committed to discovering, developing and
commercializing medicines that improve outcomes for immunocompromised patients. The Company was founded in
2000 based on the promise of our proprietary lipid conjugate technology to unlock the potential of some of the most
broad-spectrum antivirals by enhancing their antiviral activity and safety profiles in convenient dosing regimens. The
Company's lead compound, brincidofovir, is in development as an oral and intravenous (IV) formulation for the
prevention and treatment of DNA viruses, including smallpox, adenoviruses, and the human herpesviruses. The
Company is also advancing the development of CMX521 for the treatment and prevention of norovirus. In addition,
the Company has an active discovery program focusing on viral targets for which limited or no therapies are currently
available.

Basis of Presentation

The accompanying unaudited consolidated financial statements include the accounts of the Company and its wholly
owned subsidiary. The accompanying unaudited consolidated financial statements have been prepared in accordance
with accounting principles generally accepted in the United States of America (GAAP) for interim financial
information, the instructions to Form 10-Q and Article 10 of Regulation S-X. Accordingly, they do not include all of
the information and footnotes required by GAAP for complete financial statements and should be read in conjunction
with the Company’s audited financial statements and notes thereto included in its Annual Report on Form 10-K for the
year ended December 31, 2016. In the opinion of the Company’s management, all adjustments, consisting of normal
recurring adjustments, necessary for a fair presentation of its financial position, operating results and cash flows for
the periods presented have been included. Operating results for the three and six months ended June 30, 2017 are not
necessarily indicative of the results that may be expected for the full year, for any other interim period or for any
future year.

Fair Value of Financial Instruments

The carrying amounts of certain financial instruments, including accounts receivable, accounts payable and accrued
expenses approximate their fair values due to the short-term nature of such instruments.

For assets and liabilities recorded at fair value, it is the Company’s policy to maximize the use of observable inputs and
minimize the use of unobservable inputs when developing fair value measurements, in accordance with the fair value
hierarchy. Fair value measurements for assets and liabilities where there exists limited or no observable market data
are based primarily upon estimates and are often calculated based on the economic and competitive environment, the
characteristics of the asset or liability and other factors. Therefore, fair value measurements cannot be determined with
precision and may not be realized in an actual sale or immediate settlement of the asset or liability. Additionally, there
may be inherent weaknesses in any calculation technique and changes in the underlying assumptions used, including
discount rates and estimates of future cash flows, could significantly affect the calculated current or future fair values.
The Company utilizes fair value measurements to record fair value adjustments to certain assets and liabilities and to
determine fair value disclosures.
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The Company groups assets and liabilities at fair value in three levels, based on the markets in which the assets and
liabilities are traded and the reliability of the assumptions used to determine fair value. An adjustment to the pricing

method used within either Level 1 or Level 2 inputs could generate a fair value measurement that effectively falls in a
lower level in the hierarchy. These levels are:

Level 1 — Valuations based on unadjusted quoted prices in active markets for identical assets or liabilities that the
Company has the ability to access.
Level 2 — Valuations based on quoted prices for similar assets or liabilities in active markets, quoted prices for identical

or similar assets or liabilities in markets that are not active, and models for which all significant inputs are observable,
either directly or indirectly.

{.evel 3 — Valuations based on inputs that are unobservable and significant to the overall fair value measurement.
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The determination of where an asset or liability falls in the hierarchy requires significant judgment. The Company
evaluates hierarchy disclosures and, based on various factors, it is possible that an asset or liability may be classified
differently from period to period. However, the Company expects that changes in classification between levels will be
rare. In June 2016, the Company's preferred stock investment in ContraVir Pharmaceuticals (NASDAQ: CTRV)
(ContraVir) was transferred from Level 3 to Level 2. In September 2016, the Company's investment in ContraVir was
transferred from Level 2 to Level 1. See below for further discussion. There were no transfers between Level 1 and
Level 2 and no transfers to or from Level 3 during the six months ended June 30, 2017.

At June 30, 2017 and December 31, 2016, the Company had cash equivalents, consisting of money market accounts,
and short-term and long-term investments consisting of U.S. Treasury securities, whose value is based on using
quoted market prices. Accordingly, these securities are classified as Level 1.

At June 30, 2017 and December 31, 2016 the Company had cash equivalents consisting of commercial paper, and
short-term investments consisting of brokered certificates of deposit. As quoted prices are not available for these
securities, they are valued using independent pricing models or other model-based valuation techniques such as the
present value of future cash flows, adjusted for the security’s credit rating, prepayment assumptions and other factors
such as credit loss assumptions. Accordingly, these securities are classified as Level 2.

In December 2014, the Company entered into a license agreement with ContraVir for the development and
commercialization of CMX157 for certain antiviral indications. Under the terms of the agreement, ContraVir has sole
responsibility with respect to the control of the development and commercialization of CMX157. In exchange for the
license to CM X157 rights, the Company received an upfront payment consisting of ContraVir Series B Convertible
Preferred Stock. On September 30, 2016, the Company converted its preferred stock investment in ContraVir into
1,071,429 shares of ContraVir common stock. The Company's investment in ContraVir common stock was
categorized as a Level 1 asset and valued based on ContraVir's common stock value at June 30, 2017 and

December 31, 2016.

There was no material re-measurement to fair value of financial assets and liabilities that are not measured at fair
value on a recurring basis. For additional information regarding the Company's investments, please refer to Note 2,
"Investments."

10
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Below is a table that presents information about certain assets measured at fair value on a recurring basis (in

thousands):

Cash equivalents
Money market funds
Commercial paper
Total cash equivalents
Short-term investments
Certificates of deposit
U.S. treasury securities
Common stock of U.S. corporation
Total short-term investments
Long-term investments
U.S. treasury securities
Total long-term investments
Total assets

Cash equivalents
Money market funds
Commercial paper
Total cash equivalents
Short-term investments
Certificates of deposit
U.S. treasury securities
Common stock of U.S. corporation
Total short-term investments
Long-term investments
U.S. treasury securities
Total long-term investments
Total assets

Fair Value Measurements
June 30, 2017

Total

$13,865
5,996
19,861

960
123,055
622
124,637

103,643
103,643

Quoted Prices in
Active Markets

for Identical Assets
(Level 1)

$ 13,865

13,865

123,055
622
123,677

103,643
103,643

$248,141 $ 241,185

Fair Value Measurements
December 31, 2016

Total

$15,733
35,097
50,830

7,450
171,822
1,286
180,558

47,407
47,407

Quoted Prices in
Active Markets

for Identical Assets
(Level 1)

$ 15,733

15,733

171,822
1,286
173,108

47,407
47,407

$278,795 $ 236,248

Significant Other

Observable Inputs Unobservable Inputs

(Level 2)

$ —
5,996
5,996

960

960

$ 6,956

Significant Other
Observable Inputs
(Level 2)

$ —
35,097
35,097

7,450

7,450

$ 42,547

Significant

(Level 3)

&+
|

Significant
Unobservable Inputs
(Level 3)

&+
|

&+
|

11
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Accrued Liabilities

Accrued liabilities consisted of the following (in thousands):

;l(l)r’le December

2017 31, 2016
Accrued research and development expenses $2,610 $ 2,257
Accrued compensation 2,100 2,906
Other accrued liabilities 1,449 1,052
Total accrued liabilities $6,159 $ 6,215

Revenue Recognition

The Company’s revenues generally consist of (i) contract revenue — revenue generated under federal contracts, and (ii)
collaboration and licensing revenue — revenue related to non-refundable upfront fees, royalties and milestone payments
earned under license agreements. Revenue is recognized in accordance with the criteria outlined in the Securities and
Exchange Commission (SEC)’s Topic 13 and Accounting Standards Codification (ASC) 605-25 issued by the
Financial Accounting Standards Board (FASB). Following these accounting pronouncements, revenue is recognized
when all four of the following criteria are met: (1) persuasive evidence of an arrangement exists; (2) delivery of the
products and/or services has occurred and risk of loss has passed; (3) the selling price is fixed or determinable; and (4)
collectability is reasonably assured. The Company recognizes revenue under government contracts as qualifying
research activities are conducted based on invoices received.

For arrangements that involve the delivery of more than one element, each product, service and/or right to use assets is
evaluated to determine whether it qualifies as a separate unit of accounting. This determination is based on whether

the deliverable has “stand-alone value” to the customer. The consideration that is fixed or determinable is then allocated
to each separate unit of accounting based on the relative selling prices of each deliverable. The consideration allocated
to each unit of accounting is recognized as the related goods and services are delivered, limited to the consideration

that is not contingent upon future deliverables. If the arrangement constitutes a single unit of accounting, the revenue
recognition policy must be determined for the entire arrangement and the consideration received is recognized over

the period of inception through the date the last deliverable within the single unit of accounting is expected to be
delivered. Revisions to the estimated period of recognition are reflected in revenue prospectively.

Non-refundable upfront fees are recorded as deferred revenue and recognized into revenue as license fees from
collaborations on a straight-line basis over the estimated period of the Company’s substantive performance obligations.
If the Company does not have substantive performance obligations, the Company recognizes non-refundable upfront
fees into revenue through the date the deliverable is satisfied. Analyzing the arrangement to identify deliverables
requires the use of judgment and each deliverable may be an obligation to deliver services, a right or license to use an
asset, or another performance obligation.

Milestone payments are recognized when earned, provided that (i) the milestone event is substantive; (ii) there is no
ongoing performance obligation related to the achievement of the milestone earned; and (iii) it would result in
additional payments. Milestone payments are considered substantive if all of the following conditions are met: the
milestone payment is non-refundable; achievement of the milestone was not reasonably assured at the inception of the
arrangement; substantive effort is involved to achieve the milestone; and the amount of the milestone appears
reasonable in relation to the effort expended and the other milestones in the arrangement; and the related risk
associated with the achievement of the milestone. Contingent based event payments the Company may receive under a
license or collaboration agreement will be recognized when received.

12



Edgar Filing: CHIMERIX INC - Form 10-Q

Research and Development Prepaids and Accruals

As part of the process of preparing financial statements, the Company is required to estimate its expenses resulting
from its obligation under contracts with vendors and consultants and clinical site agreements in connection with its
research and development efforts. The financial terms of these contracts are subject to negotiations which vary
contract to contract and may result in payment flows that do not match the periods over which materials or services
are provided to the Company under such contracts.

The Company’s objective is to reflect the appropriate research and development expenses in its financial statements by
matching those expenses with the period in which services and efforts are expended. The Company accounts for these
expenses according to the progress of its research and development efforts. The Company determines prepaid and
accrual estimates through discussion with applicable personnel and outside service providers as to the progress or state
of communication of clinical trials, or other services completed. The Company adjusts its rate of research and
development expense recognition if actual results differ from its estimates. The Company makes estimates of its
prepaid and accrued expenses as of each balance sheet date in its financial

9
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statements based on facts and circumstances known at that time. Although the Company does not expect its estimates
to be materially different from amounts actually incurred, its understanding of status and timing of services performed
relative to the actual status and timing of services performed may vary and may result in the Company reporting
amounts that are too high or too low for any particular period. Through June 30, 2017, there had been no material
adjustments to the Company’s prior period estimates of prepaid and accruals for research and development expenses.
The Company’s research and development prepaids and accruals are dependent upon the timely and accurate reporting
of contract research organizations and other third-party vendors.

Basic and Diluted Net Loss Per Share of Common Stock

Basic net loss per share of common stock is computed by dividing net loss by the weighted-average number of shares
of common stock outstanding during the period, excluding the dilutive effects of warrants to purchase common stock,
non-vested restricted stock, stock options, and employee stock purchase plan purchase rights. Diluted net loss per
share of common stock is computed by dividing net loss by the sum of the weighted-average number of shares of
common stock outstanding during the period plus the potential dilutive effects of warrants to purchase common stock,
non-vested restricted stock, stock options, and employee stock purchase plan purchase rights outstanding during the
period calculated in accordance with the treasury stock method, but are excluded if their effect is anti-dilutive.
Because the impact of these items is anti-dilutive during the periods of net loss, there was no difference between basic
and diluted loss per share of common stock for the three and six months ended June 30, 2017 and 2016.

The calculation of weighted-average diluted shares outstanding excludes the dilutive effect of warrants to purchase
common stock, non-vested restricted stock, stock options to purchase common stock, and employee stock purchase
plan purchase rights as the impact of such items are anti-dilutive during periods of net loss. Potential common shares
excluded from the calculations were 1.7 million and 0.8 million for the three months ended June 30, 2017 and 2016,
respectively, and 1.8 million and 0.6 million for the six months ended June 30, 2017 and 2016, respectively.

Impact of Recently Issued Accounting Standards

In May 2014, the FASB issued Accounting Standards Update (ASU) No. 2014-09, “Revenue from Contracts with
Customers (Topic 606).” The ASU establishes a principles-based approach for accounting for revenue arising from
contracts with customers and supersedes existing revenue recognition guidance. The ASU provides that an entity
should apply a five-step approach for recognizing revenue, including (1) identify the contract with a customer; (2)
identify the performance obligations in the contract; (3) determine the transaction price; (4) allocate the transaction
price to the performance obligations in the contract; and (5) recognize revenue when, or as, the entity satisfies a
performance obligation. Also, the entity must provide various disclosures concerning the nature, amount and timing of
revenue and cash flows arising from contracts with customers. The FASB has issued several updates to the standard
which (1) defer the original effective date to annual periods and interim periods within those annual periods beginning
after December 15, 2017, while allowing for early adoption as of January 1, 2017 (ASU 2015-14); (2) clarify the
application of the principal versus agent guidance (ASU 2016-08); and (3) clarify the guidance on inconsequential and
perfunctory promises and licensing (ASU 2016-10). The Company has made progress toward completing its
evaluation of the potential changes from adopting this new standard on its financial reporting and disclosures. The
Company expects to complete this evaluation in the second half of 2017.

In January 2016, the FASB issued ASU No. 2016-01, “Financial Instruments-Overall (Subtopic 825-10)-Recognition
and Measurement of Financial Assets and Financial Liabilities.” The new standard enhances reporting for financial
instruments. The ASU is effective for financial statements issued for annual periods and interim periods within those
annual periods beginning after December 15, 2017. Earlier adoption is permitted for interim and annual reporting
periods as of the beginning of the fiscal year of adoption. The Company does not expect the adoption of ASU 2016-01
to have a material impact on its consolidated financial statements.

14
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In February 2016, the FASB issued ASU No. 2016-02, “Leases (Topic 842)”, which increases transparency and
comparability among companies accounting for lease transactions. The most significant change of this update will
require the recognition of lease assets and liabilities on the balance sheet for lessees for operating lease arrangements
with lease terms greater than 12 months. This update will require a modified retrospective application which includes
a number of optional practical expedients related to the identification and classification of leases commenced before
the effective date. This ASU is effective for financial statements issued for annual periods and interim periods within
those annual periods, beginning after December 15, 2018. The Company is currently analyzing the impact of the
adoption of ASU No. 2016-02 on its consolidated financial statements.

10

15



Edgar Filing: CHIMERIX INC - Form 10-Q

Impact of Recently Adopted Accounting Standards

In March 2016, the FASB issued ASU No. 2016-09, "Improvements to Employee Share-Based Payment Accounting”,
which simplifies several aspects of accounting for share-based payment transactions, including the income tax
consequences, classification of awards as either equity or liabilities, and classification on the statement of cash flows.
The ASU is effective for financial statements issued for annual periods and interim periods within those annual
periods, beginning after December 15, 2016, with early adoption permitted. ASU No. 2016-09 became effective for
the Company beginning in the first quarter of 2017. The Company elected to continue estimating the number of
awards expected to be forfeited and adjusting the estimate when it is no longer probable that the employee will fulfill
the service condition. The Company's adoption of ASU No. 2016-09 did not have a material impact on its
consolidated financial statements.

Note 2. Investments
The following tables summarize the Company's short-term and long-term investments (in thousands):

June 30, 2017

Amortize ClGross . Gross ‘ EsFimated
Cost Unrealized Unrealized Fair
Gains Losses Value
Certificates of deposit $960 $ — $— $960
U.S. treasury securities 227249 — (551 ) 226,698
Common stock of U.S. corporation 1,545 — (923 ) 622
Total investments $229,754 $§ — $ (1,474 ) $228,280
December 31, 2016
Amortize ClGross . Gross ‘ EsFimated
Cost Unrealized Unrealized Fair
Gains Losses Value
Certificates of deposit $7445 $ 5 $— $7,450
U.S. treasury securities 219,415 15 (201 ) 219,229
Common stock of U.S. corporation 1,545 — (259 ) 1,286
Total investments $228,405 $ 20 $460 ) $227,965

11
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The following tables summarize the Company's investments with unrealized losses, aggregated by investment type

and the length of time that individual investments have been in a continuous unrealized loss position (in thousands,

except number of securities):

U.S. treasury securities

Common stock of U.S. corporation

Total

Number of securities with unrealized losses

U.S. treasury securities

Common stock of U.S. corporation

Total

Number of securities with unrealized losses

June 30, 2017
Greater than 12

Less than 12 Months Total
Months
Fair Unrealized Fair  Unrealized Fair Unrealized
Value Loss Value Loss Value Loss
$215,706 $ (527 ) $8992 $ (24 ) $224,698 $(551 )
622 (923 ) — — 622 (923 )
$216,328 $(1,450 ) $8,992 $ (24 ) $225,320 $(1,474 )
45 2 47
December 31, 2016
Less than 12 Months Greater than 12 Total
Months
Fair Unrealized Fair  Unrealized Fair Unrealized
Value Loss Value Loss Value Loss
$128,204 $ (201 ) $— $ — $128,204 $ (201 )
1,286 (259 ) — — 1,286 (259 )
$129,490 $ (460 ) $— $ — $129,490 $ (460 )
24 — 24

The Company periodically reviews available-for-sale securities for other-than-temporary declines in fair value below
the cost basis and whenever events or changes in circumstances indicate that the carrying amount of an asset may not
be recoverable. The Company evaluates, among other things, the duration and extent to which the fair value of a
security is less than its cost; the financial condition of the issuer and any changes thereto; and the Company’s intent to
sell, or whether it will more likely than not be required to sell, the security before recovery of its cost basis. At
June 30, 2017, the Company did not intend to sell, and was not more likely than not to be required to sell, the
available-for-sale securities in an unrealized loss position before recovery of the cost basis of the securities, which
may be at maturity. There were no such declines in value for the three and six months ended June 30, 2017 and 2016.
Unrealized gains and losses on investments are recorded to unrealized (loss) gain on investments, net in the
Consolidated Statements of Operations and Comprehensive Loss. The Company recognizes interest income on an
accrual basis in interest income in the Consolidated Statements of Operations and Comprehensive Loss.

The following table summarizes the scheduled maturity for the Company's debt investments at June 30, 2017 (in

thousands):

Maturing in one

$ 124,015
year or less
Maturing after one
year through two 103,643
years
. Total debt 227,658
investments
Common stock of 622

U.S. corporation

Total investments $ 228.280

17
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Note 3. Commitments and Contingencies
Leases

The Company leases its facilities and certain office equipment under long-term non-cancelable operating leases that
expire at various dates through 2021. Rent expense under non-cancelable operating leases and other month-to-month
equipment rental agreements, including common area maintenance fees, totaled approximately $0.1 million and $0.2
million for the three months ended June 30, 2017 and 2016, respectively, and $0.2 million and $0.4 million for the six
months ended June 30, 2017 and 2016, respectively.

12
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Significance of Revenue Source

The Company is the recipient of federal research contract funds from the Biomedical Advanced Research and
Development Authority (BARDA), the sole source of the Company's contract revenue. Periodic audits are required
under the Company’s BARDA agreement and certain costs may be questioned as appropriate under the BARDA
agreement. Management believes that such amounts in the current year, if any, are not significant. Accordingly, no
provision for refundable amounts under the BARDA agreement had been made as of June 30, 2017 and December 31,
2016.

Note 4. Equity Transactions and Share-based Compensation
Warrants

For the three and six months ended June 30, 2017, there were no exercises of warrants for the purchase of shares of
the Company's common stock.

Stock Options

In connection with the Company’s IPO, the Company adopted the 2013 Equity Incentive Plan (the 2013 Plan). The
2013 Plan provides for the grant of incentive stock options (ISOs), non-statutory stock options (NSOs), stock
appreciation rights, restricted stock awards, restricted stock unit (RSU) awards, performance-based stock awards, and
other forms of equity compensation (collectively, stock awards), all of which may be granted to employees, including
officers, non-employee directors and consultants of the Company and its affiliates. Additionally, the 2013 Plan
provides for the grant of performance cash awards. The number of shares of common stock reserved for future
issuance automatically increases on January 1 of each calendar year by 4% of the total number of shares of capital
stock outstanding on December 31 of the preceding calendar year, or a lesser number of shares determined by the
Company’s board of directors. On January 1, 2017, the common stock reserved for issuance under the 2013 Plan was
automatically increased by 1.9 million shares. As of June 30, 2017, there was a total of 1.1 million shares reserved for
future issuance under the 2013 Plan. The Company issued approximately 24,000 and 26,000 shares of common stock
pursuant to the exercise of stock options for the three and six months ended June 30, 2017, respectively.

Employee Stock Purchase Plan

In February 2013, the Company’s board of directors adopted the 2013 Employee Stock Purchase Plan (ESPP), which
was subsequently ratified by stockholders and became effective in April 2013. Initially, the ESPP authorized the
issuance of 704,225 shares of common stock pursuant to purchase rights granted to the Company’s employees or to
employees of any of its designated affiliates. The number of shares of common stock reserved for issuance
automatically increases on January 1 of each calendar year, from January 1, 2014 through January 1, 2023 by the
lesser of (a) 1% of the total number of shares of common stock outstanding on December 31 of the preceding calendar
year, (b) 422,535 shares, or (c) a number determined by the Company’s board of directors that is less than (a) and (b).
On January 1, 2017, the common stock reserved for issuance under the ESPP was automatically increased by an
additional 0.4 million shares.

The Company has reserved a total of 2.2 million shares of common stock to be purchased under the ESPP, of which
1.9 million shares remained available for purchase as of June 30, 2017. The ESPP provides for an automatic reset
feature to start participants on a new twenty-four month participation period in the event that the common stock
market value on a purchase date is less than the common stock value on the first day of the twenty-four month
offering period. Eligible employees may authorize an amount up to 15% of their salary to purchase common stock at
the lower of a 15% discount to the beginning price of their offering period or a 15% discount to the ending price of

19



Edgar Filing: CHIMERIX INC - Form 10-Q

each six-month purchase interval. The Company issued no shares of common stock pursuant to the ESPP for the three
months ended June 30, 2017. The Company issued approximately 94,000 shares of common stock pursuant to the
ESPP for the six months ended June 30, 2017. Compensation expense for shares purchased under the ESPP related to
the purchase discount and the “look-back”™ option and were determined using a Black-Scholes option pricing model.

Restricted Stock Units

In January 2017 and May 2016, the Company issued RSUs to certain employees which vest based on service criteria.
When vested, the RSU represents the right to be issued the number of shares of the Company's common stock that is
equal to the number of RSUs granted. The grant date fair value for RSUs is based upon the market price of the
Company's common stock on the date of the grant. The fair value is then amortized to compensation expense over the
requisite service period or vesting term. The Company issued 366,650 shares of common stock pursuant to the vesting
of RSUs for the three and six months ended June 30, 2017.
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In January 2017, the Company also granted performance-based RSUs which, when vested, represent the right to be
issued the number of shares of the Company’s common stock that is equal to the number of RSUs granted. The grant
date fair value for performance-based RSUs is based upon the market price of the Company’s common stock on the
date of the grant. For the portion of the performance-based RSUs of which the achievement of the performance
condition is considered probable, the Company recognizes stock-based compensation expense on the related estimated
fair value of such RSUs ratably for each vesting tranche from the service inception date to the end of the requisite
service period. For the performance conditions that are not considered probable of achievement at the grant date or
upon quarterly re-evaluation, prior to the event actually occurring, the Company begins recognizing the related
stock-based compensation expense ratably when the event occurs or when the Company can determine that
achievement of the performance condition is probable. In those cases, the Company recognizes the change in estimate
at the time it determines the performance condition is probable of achievement (by recognizing stock-based
compensation expense as cumulative catch-up adjustment as if the Company had estimated at the grant date that the
performance condition would have been achieved) and recognize the remaining compensation cost through the end of
the requisite service period. The Company issued no shares of common stock pursuant to the vesting of
performance-based RSUs for the three and six months ended June 30, 2017.

For awards with only service conditions and graded-vesting features, the Company recognizes compensation expense
on a straight-line basis over the requisite service period. Employee and non-employee share-based compensation
expense recognized related to stock options, the ESPP and RSUs was as follows (in thousands):

Three Months ~ Six Months

Ended June 30, Ended June 30,

2017 2016 2017 2016
Research and development expense:

Employee $1,851 $1,852 $3,610 $3,431
Non-employee 1 — 5 —
General and administrative expense:

Employee 2,381 2,472 4,645 4,808

Non-employee — — — —
Total share-based compensation expense $4,233 $4,324 $8,260 $8,239

Note 5. Income Taxes

The Company estimates an annual effective tax rate of 0% for the year ending December 31, 2017 as the Company
incurred losses for the six month period ended June 30, 2017 and is forecasting additional losses through the second
half of 2017, resulting in an estimated net loss for both financial statement and tax purposes for the year ending
December 31, 2017. Therefore, no federal or state income taxes are expected and none have been recorded at this
time. Income taxes have been accounted for using the liability method in accordance with FASB ASC 740.

Due to the Company's history of losses since inception, there is not enough evidence at this time to support that the
Company will generate future income of a sufficient amount and nature to utilize the benefits of its net deferred tax
assets. Accordingly, the deferred tax assets have been reduced by a full valuation allowance, since the Company does

not currently believe that realization of its deferred tax assets is more likely than not.

At June 30, 2017, the Company had no unrecognized tax benefits that would reduce the Company’s effective tax rate if
recognized.

Note 6. Significant Agreements
The Regents of the University of California
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In May 2002, the Company entered into a license agreement with The Regents of the University of California (UC)
under which the Company obtained an exclusive, worldwide license to UC’s patent rights in certain inventions (the UC
Patent Rights) related to lipid-conjugated antiviral compounds and their use, including certain patents relating to
brincidofovir. The license agreement was amended in September 2002 in order to expand the scope of the license and
again in December 2010 in order to modify certain financial terms. The agreement was amended a third time in
September 2011 to add additional patents related to certain metabolically stable lipid-conjugate compounds. A fourth
amendment was executed in July 2012 to alter the rights and obligations of the parties in light of the Company’s
current business plans. In connection with the development and commercialization of brincidofovir and CMX157, the
Company could be required to pay UC up to an aggregate of $3.4 million in milestone payments, assuming the
achievement of all applicable milestone events under the license agreement.
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Under the license agreement, the Company is permitted to research, develop, manufacture and commercialize
products utilizing the UC Patent Rights for all human and veterinary uses, and to sublicense such rights. UC retained
the right, on behalf of itself and other non-profit institutions, to use the UC Patent Rights for educational and research
purposes and to publish information about the UC Patent Rights.

In consideration for the rights granted under the license agreement, the Company has issued UC an aggregate of
64,788 shares of common stock. As additional consideration, the Company is required to pay certain cash milestone
payments in connection with the development and commercialization of compounds that are covered by the UC Patent
Rights, plus certain annual fees to maintain such patents until the Company commercializes a product utilizing UC
Patent Rights. In addition, upon commercialization of any product utilizing the UC Patent Rights (which would
include the commercialization of brincidofovir), the Company will be required to pay low single digit royalties on net
sales of such product.

In the event the Company sublicenses a UC Patent Right (including UC Patent Rights relating to brincidofovir or
CMX157) the Company is obligated to pay to UC a fee, which amount will vary depending upon the amount of any
payments the Company receives and the clinical development stage of the compound being sublicensed, but which
could be up to approximately 50% of the sublicense fee in certain circumstances. With respect to brincidofovir, the fee
payable to UC will not exceed 5% of the sublicense fee. In addition, the Company will also be required to pay to UC a
low single digit sublicense royalty on net sales of products that use the sublicensed UC Patent Rights, but in no event
will the Company be required to pay more than 50% of the royalties it receives in connection with the relevant
sublicense. Any such royalty payment will be reduced by other payments the Company is required to make to third
parties until a minimum royalty has been reached.

The Company did not recognize expenses under this agreement for the three and six months ended June 30, 2017 and
2016.

Biomedical Advanced Research and Development Authority (BARDA)

In February 2011, the Company entered into a contract with BARDA for the advanced development of brincidofovir
as a medical countermeasure in the event of a smallpox release. Under the contract, BARDA will reimburse the
Company, plus pay a fixed fee, for the research and development of brincidofovir as a broad-spectrum therapeutic
antiviral for the treatment of smallpox infections. The contract consists of an initial performance period, referred to as
the base performance segment, plus up to four extension periods, referred to as option segments, each of which may

be exercised at BARDA'’s sole discretion. The Company must complete the agreed upon milestones and deliverables in
each discrete work segment before the next option segment is eligible to be exercised. Under the contract as currently
in effect, the Company may receive up to $75.8 million in expense reimbursement and $5.3 million in fees.

The Company is currently performing under the second and third option segments of the contract during which the
Company may receive up to a total of $17.5 million and $13 million in exp