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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-Q
(Mark One)

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

For the quarterly period ended March 31, 2012

OR

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

For the transition period from                                to                               
Commission file number: 001-35409

Verastem, Inc.
(Exact name of registrant as specified in its charter)

Delaware
(State or other jurisdiction of
incorporation or organization)

27-3269467
(I.R.S. Employer Identification Number)

215 First Street, Suite 440
Cambridge, MA

(Address of principal executive offices)

02142
(Zip Code)

(617) 252-9300
(Registrant's telephone number, including area code)

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

         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
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(or for such shorter period that the registrant was required to submit and post such files). Yes ý    No o

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

Large accelerated filer o Accelerated filer o Non-accelerated filer ý
(Do not check if a

smaller reporting company)

Smaller reporting company o

         Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act). Yes o    No ý

         As of May 4, 2012 there were 21,059,116 shares of Common Stock, $0.0001 par value per share, outstanding.
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 FORWARD-LOOKING STATEMENTS

        This Quarterly Report on Form 10-Q contains forward-looking statements that involve substantial risks and uncertainties. All statements,
other than statements of historical facts, contained in this Quarterly Report on Form 10-Q, including statements regarding our strategy, future
operations, future financial position, future revenues, projected costs, prospects, plans and objectives of management, are forward looking
statements. The words "anticipate," "believe," "estimate," "expect," "intend," "may," "plan," "predict," "project," "target," "potential," "will,"
"would," "could," "should," "continue" and similar expressions are intended to identify forward-looking statements, although not all
forward-looking statements contain these identifying words.

        The forward-looking statements in this Quarterly Report on Form 10-Q include, among other things, statements about:

�
our ongoing and planned discovery and development of drugs targeting cancer stem cells;

�
our expectations regarding the role of cancer stem cells in tumor recurrence and metastasis;

�
the potential advantages of our proprietary technology;

�
our ability to acquire or in-license any compounds or product candidates from third parties that we identify using our
proprietary technology or otherwise;

�
our plans to develop and commercialize our product candidates and companion diagnostics;

�
our ability to establish and maintain collaborations;

�
the timing of and our ability to obtain and maintain regulatory approvals for our product candidates;

�
the rate and degree of market acceptance and clinical utility of our products;

�
our intellectual property position;

�
our expectations regarding the use of proceeds from our initial public offering; and

�
our estimates regarding expenses, future revenues, capital requirements and needs for additional financing.

        We may not actually achieve the plans, intentions or expectations disclosed in our forward-looking statements, and you should not place
undue reliance on our forward-looking statements. Actual results or events could differ materially from the plans, intentions and expectations
disclosed in the forward-looking statements we make. We have included important factors in the cautionary statements included in this Quarterly
Report on Form 10-Q, particularly in the "Risk Factors" section, that could cause actual results or events to differ materially from the
forward-looking statements that we make. Our forward-looking statements do not reflect the potential impact of any future acquisitions,
mergers, dispositions, joint ventures or investments we may make.

        You should read this Quarterly Report on Form 10-Q and the documents that we have filed as exhibits to the Quarterly Report on
Form 10-Q completely and with the understanding that our actual future results may be materially different from what we expect. We do not
assume any obligation to update any forward-looking statements, whether as a result of new information, future events or otherwise, except as
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 PART I�FINANCIAL INFORMATION

 Item 1.    Financial Statements (Unaudited).

Verastem, Inc.

(A development stage company)

CONDENSED BALANCE SHEETS

(unaudited)

(in thousands, except per share amounts)

March 31,
2012

December 31,
2011

Assets
Current assets:
Cash and cash equivalents $ 25,470 $ 20,954
Short-term investments 15,597 26,857
Prepaid expenses and other current assets 490 130

Total current assets 41,557 47,941
Property and equipment, net 793 709
Long-term investments 68,269 8,994
Other assets � 1,307
Restricted cash 86 86

Total assets $ 110,705 $ 59,037

Liabilities, redeemable convertible preferred stock and stockholders' equity (deficit)
Current liabilities:
Accounts payable $ 1,936 $ 2,273
Accrued expenses 1,001 873

Total current liabilities 2,937 3,146
Deferred rent 66 74
Liability for shares subject to repurchase 27 36
Obligation to issue warrant � 406
Series A redeemable convertible preferred stock, $0.0001 par value; no shares and 16,000 shares authorized,
issued and outstanding at March 31, 2012 and December 31, 2011, respectively � 15,939
Series B redeemable convertible preferred stock, $0.0001 par value; no shares and 16,025 shares authorized,
issued and outstanding at March 31, 2012 and December 31, 2011, respectively � 31,948
Series C redeemable convertible preferred stock, $0.0001 par value; no shares and 9,068 shares authorized,
issued and outstanding at March 31, 2012 and December 31, 2011, respectively � 20,254
Stockholders' equity (deficit)
Preferred stock, $0.0001 par value; 5,000 shares authorized; none issued � �
Common stock, $0.0001 par value; 100,000 and 53,093, shares authorized at March 31, 2012 and
December 31, 2011, respectively, 19,791 and 1,559 shares issued and outstanding at March 31, 2012 and
December 31, 2011, respectively 2 1
Additional paid-in capital 129,056 1,702
Accumulated other comprehensive loss (45) (2)
Deficit accumulated during the development stage (21,338) (14,467)

Total stockholders' equity (deficit) 107,675 (12,766)
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Total liabilities, redeemable convertible preferred stock and stockholders' equity (deficit) $ 110,705 $ 59,037

See accompanying notes.
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Verastem, Inc.

(A development stage company)

CONDENSED STATEMENTS OF COMPREHENSIVE LOSS

(unaudited)

(in thousands, except per share amounts)

Period from
August 4,

2010
(inception) to

March 31,
2012

Three months ended,
March 31,

2012 2011
Operating expenses:
Research and development $ 4,803 $ 675 $ 15,086
General and administrative 2,125 471 6,324

Total operating expenses 6,928 1,146 21,410

Loss from operations (6,928) (1,146) (21,410)
Interest income 57 � 72

Net loss (6,871) (1,146) (21,338)

Accretion of preferred stock (6) (4) (40)

Net loss applicable to common stockholders $ (6,877) $ (1,150) $ (21,378)

Net loss per share applicable to common stockholders�basic and diluted $ (0.47) $ (1.06) $ (6.62)

Weighted-average number of common shares used in net loss per share applicable to common
stockholders�basic and diluted 14,693 1,089 3,228

Comprehensive loss $ (6,914) $ (1,146) $ (21,383)

See accompanying notes.
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Verastem, Inc.

(A development stage company)

CONDENSED STATEMENTS OF CASH FLOWS

(unaudited)

(in thousands)

Period from
August 4,

2010
(inception) to

March 31,
2012

Three months ended
March 31,

2012 2011
Operating activities
Net loss $ (6,871) $ (1,146) $ (21,338)
Adjustments to reconcile net loss to net cash used in operating activities:
Depreciation and amortization 46 � 129
Stock-based compensation expense 1,529 54 3,216
Common stock issued in exchange for license � � 46
Obligation to issue a warrant in exchange for license � � 439
Change in fair value of obligation to issue warrant 431 � 398
Changes in operating assets and liabilities:
Prepaid expenses and other current assets (360) (8) (490)
Accounts payable (337) 134 1,936
Accrued expenses and deferred rent 667 99 1,067

Net cash used in operating activities (4,895) (867) (14,597)
Investing activities
Purchases of property and equipment (130) � (923)
Purchases of investments (72,758) � (108,609)
Maturities of investments 24,700 � 24,700
Increase in restricted cash � � (86)

Net cash used in investing activities (48,188) � (84,918)
Financing activities
Proceeds from issuance of redeemable convertible preferred stock � � 68,107
Net proceeds from the issuance of common stock and restricted common stock 57,599 � 56,878

Net cash provided by financing activities 57,599 � 124,985

Increase (decrease) in cash and cash equivalents 4,516 (867) 25,470
Cash and cash equivalents at beginning of period 20,954 3,584 �

Cash and cash equivalents at end of period $ 25,470 $ 2,717 $ 25,470

Supplemental disclosure of non-cash financing activity
Accretion of redeemable convertible preferred stock to redemption value $ 6 $ 4 $ 40

Conversion of redeemable convertible preferred stock upon initial public offering $ 68,148 $ � $ 68,148

Reclassification of obligation to issue warrant from liabilities to equity $ 837 $ � $ 837
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Verastem, Inc.

(A development stage company)

NOTES TO CONDENSED FINANCIAL STATEMENTS

1. Summary of significant accounting policies

Basis of presentation

        The accompanying unaudited condensed financial statements of the Company have been prepared in accordance with accounting principles
generally accepted in the United States ("GAAP") for interim financial reporting and as required by Regulation S-X, Rule 10-01. Accordingly,
they do not include all of the information and footnotes required by GAAP for complete financial statements. In the opinion of management, all
adjustments (including those which are normal and recurring) considered necessary for a fair presentation of the interim financial information
have been included. When preparing financial statements in conformity with GAAP, the Company must make estimates and assumptions that
affect the reported amounts of assets, liabilities, revenues, expenses and related disclosures at the date of the financial statements. Actual results
could differ from those estimates. Additionally, operating results for the three months ended March 31, 2012 are not necessarily indicative of the
results that may be expected for any other interim period or for the fiscal year ending December 31, 2012. For further information, refer to the
financial statements and footnotes included in the Company's Annual Report on Form 10-K for the year ended December 31, 2011 as filed with
the Securities and Exchange Commission ("SEC") on March 30, 2012.

Subsequent Events

        In preparing the financial statements included in this Form 10-Q, the Company has evaluated all subsequent events that occurred after
March 31, 2012 through the date of the filing of this Form 10-Q. On May 11, 2012, the Company acquired from S*Bio Pte Ltd, or S*Bio,
compounds identified as dual inhibitors of PI3K and mTOR, including related patent rights. PI3K and mTOR are members of a network of
proteins, or signaling pathway, that promotes cancer cell proliferation and survival. Under the agreement, the Company paid S*Bio an upfront
fee of $350,000 and has agreed to pay S*Bio milestone payments of up to an aggregate of approximately $21.0 million upon the achievement of
specified development and regulatory milestones. In addition, the Company agreed to pay to S*Bio tiered, low to mid single digit royalties as a
percentage of annual net sales of each product containing an acquired compound as an ingredient. The obligation to pay royalties continues on a
product by product and country by country basis until the expiration of all acquired patent rights covering the product in such country. If the
Company obtains a license from a third party in order to commercialize an acquired compound contained in a product in a particular country,
then the Company may deduct up to 50% of the amount paid to such third party from the royalty payments that Company owes to S*Bio for
such product. The deduction is subject to specified limitations, including that in no event will any such deduction reduce a royalty payment owed
to S*Bio by more than 50% as a result of all such deductions in the aggregate. The Company did not have any other material recognizable or
unrecognizable subsequent events during this period.

Recent Accounting Pronouncements

        In May 2011, the FASB issued ASU No. 2011-04, "Fair Value Measurement." This ASU clarifies the concepts related to highest and best
use and valuation premise, blockage factors and other premiums and discounts, the fair value measurement of financial instruments held in a
portfolio and of those instruments classified as a component of stockholders' deficit. The guidance includes enhanced disclosure requirements
about recurring Level 3 fair value measurements, the use of nonfinancial assets

5
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Verastem, Inc.

(A development stage company)

NOTES TO CONDENSED FINANCIAL STATEMENTS (Continued)

1. Summary of significant accounting policies (Continued)

and the level in the fair value hierarchy of assets and liabilities not recorded at fair value. The Company adopted the ASU on January 1, 2012.
The adoption did not have a significant impact on the financial statements.

        In June 2011, the FASB issued ASU No. 2011-05, "Comprehensive Income." This ASU enhances comparability and transparency of other
comprehensive income components. The guidance provides an option to present total comprehensive income, the components of net income and
the components of other comprehensive income in a single continuous statement or two separate but consecutive statements. This ASU
eliminates the option to present other comprehensive income components as part of the statement of changes in shareholder's equity (deficit).
The Company adopted this ASU on January 1, 2012. The adoption of this standard did not have a significant impact on the financial statements,
but it did impact the presentation of comprehensive loss in the financial statements.

2. Fair value of financial instruments

        The Company is required to disclose information on all assets and liabilities reported at fair value that enables an assessment of the inputs
used in determining the reported fair values. The fair value hierarchy is now established that prioritizes valuation inputs based on the observable
nature of those inputs. The fair value hierarchy applies only to the valuation inputs used in determining the reported fair value of the investments
and is not a measure of the investment credit quality. The hierarchy defines three levels of valuation inputs:

Level 1 inputs Quoted prices in active markets for identical assets or liabilities

Level 2 inputs Inputs other than quoted prices included within Level 1 that are observable for the asset or liability, either directly or
indirectly

Level 3 inputs Unobservable inputs that reflect the Company's own assumptions about the assumptions market participants would use
in pricing the asset or liability

        The following table presents information about the Company's financial assets that have been measured at fair value at March 31, 2012 and
indicates the fair value hierarchy of the valuation inputs utilized to determine such fair value (in thousands).

Description Total

Quoted prices
in

active
markets
(Level 1)

Significant
other

observable
inputs

(Level 2)

Significant
unobservable

inputs
(Level 3)

Financial assets
Cash equivalents $ 9,037 $ 9,037 $ � $ �
Short-term investments 15,597 � 15,597 �
Long-term investments 68,269 � 68,269 �

Total financial assets $ 92,903 $ 9,037 $ 83,866 $ �

6
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Verastem, Inc.

(A development stage company)

NOTES TO CONDENSED FINANCIAL STATEMENTS (Continued)

2. Fair value of financial instruments (Continued)

        The following table presents information about the Company's financial assets that have been measured at fair value at December 31, 2011
and indicates the fair value hierarchy of the valuation inputs utilized to determine such fair value (in thousands).

Description Total

Quoted prices
in

active
markets
(Level 1)

Significant
other

observable
inputs

(Level 2)

Significant
unobservable

inputs
(Level 3)

Financial assets
Cash equivalents $ 4,102 $ 3,102 $ 1,000 $ �
Short-term investments 26,857 � 26,857 �
Long-term investments 8,994 � 8,994 �

Total financial assets $ 39,953 $ 3,102 $ 36,851 $ �

Financial liabilities
Obligation to issue warrant $ 406 $ � $ � $ 406

Total financial liabilities $ 406 $ � $ � $ 406

        The Company's cash equivalents and investments are comprised of money market accounts, government-sponsored enterprise securities
and commercial paper of publicly traded companies secured by the U.S. government. These investments have been initially valued at the
transaction price and subsequently valued, at the end of each reporting period, utilizing third party pricing services or other market observable
data. The pricing services utilize industry standard valuation models, including both income and market based approaches and observable market
inputs to determine value. These observable market inputs include reportable trades, benchmark yields, credit spreads, broker/dealer quotes,
bids, offers, current spot rates and other industry and economic events. The Company validates the prices provided by third party pricing
services by reviewing their pricing methods and matrices, obtaining market values from other pricing sources, analyzing pricing data in certain
instances and confirming that the relevant markets are active. After completing its validation procedures, the Company did not adjust or override
any fair value measurements provided by the pricing services as of March 31, 2012.

        In connection with the license with Poniard Pharmaceuticals Inc., the Company is obligated to issue a warrant to Poniard for the purchase
of the Company's common stock upon the first patient dosing using a product licensed under the agreement with Poniard; such warrant will have
a three year term from the date of issuance. Prior to an initial public offering, the exercise price of the warrant is equal to the fair value of the
common stock on the date of the most recent preferred stock financing prior to the issuance of the warrant. Upon the completion of the
Company's initial public offering in January 2012, the exercise price of the warrant is equal to the average closing price of the Company's
common stock during the five trading days preceding the issuance of the warrant.

        Prior to January 2012, the obligation to issue the warrant is a level 3 liability because its value measurement is based, in part, on significant
inputs not observed in the market and reflects the Company's assumptions as to the expected warrant exercise price and the expected volatility of
the Company's common stock. The obligation to issue the warrant was initially recorded at fair value and,

7
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Verastem, Inc.

(A development stage company)

NOTES TO CONDENSED FINANCIAL STATEMENTS (Continued)

2. Fair value of financial instruments (Continued)

prior to the Company's initial public offering, was revalued at the end of each reporting period, with the change in the fair value reported in
research and development expense within the statement of operations. Upon the completion of the Company's initial public offering, the
obligation to issue the warrant met the definition of an equity-classified derivative instrument since the remaining variable inputs were consistent
with those in a fixed for fixed forward option agreement, and was therefore revalued as of January 26, 2012 with the change in fair value
reported in research and development expense within the statement of operations. The fair value of the obligation to issue the warrant was then
reclassified from liabilities to additional paid-in-capital on the Company's balance sheet. The Company will reassess the equity classification of
the obligation to issue the warrant upon a change in facts and circumstances in future reporting periods.

        As of December 31, 2011, the most recent issuance of the Company's Preferred Stock had been the issuance of the Series C Preferred Stock
in November 2011. The Company estimated the value of the obligation to issue the warrant using a probability-weighted scenario analysis that
incorporated the probability of the completion of an initial public offering. The analysis included estimating the stock price on each
measurement date assuming that achievement of the milestone would be 100% probable. The estimated stock price contingent upon milestone
achievement was determined by analyzing the post-announcement returns for public companies that progressed to Phase 1 clinical trials. The
following inputs were used to determine the fair value of the obligation to issue the warrant:

December 31, 2011

January 26, 2012 Non-IPO IPO
Exercise price $ 11.09 $ 6.86 $ 10.00
Estimated stock price contingent upon milestone achievement $ 12.60 $ 3.22 $ 8.54
Expected term 4.0 years 4.1 years 4.1 years
Volatility 75% 70% 70%
Dividend yield 0.00% 0.00% 0.00%
Risk-free rate 0.54% 0.60% 0.60%
Probability of achieving milestone 80% 80% 80%
Probability of scenario 100% 20% 80%
        As of December 31, 2011, the fair value of the obligation to issue the warrant was recorded at $406,000. As a result of the change in inputs
to the valuation model, the fair value of the obligation to issue the warrant increased by $431,000 to $837,000 at January 26, 2012. Reasonable
changes in the assumptions used to calculate the fair value of the obligation to issue the warrant would not result in significant changes in the
fair value.

3. Investments

        The Company's investments are classified as available-for-sale pursuant to Accounting Standards Codification (ASC) 320,
Investments�Debt and Equity Securities. The Company classifies investments available to fund current operations as current assets on its
balance sheets. Investments are classified as long-term assets on the balance sheets if (i) the Company has the intent and ability to hold the

8
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Verastem, Inc.

(A development stage company)

NOTES TO CONDENSED FINANCIAL STATEMENTS (Continued)

3. Investments (Continued)

investments for a period of at least one year and (ii) the contractual maturity date of the investments is greater than one year.

        Investments are carried at fair value with unrealized gains and losses included as a component of accumulated other comprehensive loss,
until such gains and losses are realized. If a decline in the fair value is considered other-than-temporary, based on available evidence, the
unrealized loss is transferred from other comprehensive loss to the statement of operations. There were no charges taken for
other-than-temporary declines in fair value of short-term or long-term investments during the three months ended March 31, 2012 and 2011.
Realized gains and losses are included in interest income in the statement of operations. There were no realized gains or losses recognized
during the three months ended March 31, 2012 or 2011. The Company utilizes the specific identification method as a basis to determine the cost
of securities sold.

        The Company reviews investments for other-than-temporary impairment whenever the fair value of an investment is less than the amortized
cost and evidence indicates that an investment's carrying amount is not recoverable within a reasonable period of time. To determine whether an
impairment is other-than-temporary, the Company considers the intent to sell, or whether it is more likely than not that the Company will be
required to sell, the investment before recovery of the investment's amortized cost basis. Evidence considered in this assessment includes reasons
for the impairment, compliance with the Company's investment policy, the severity and the duration of the impairment and changes in value
subsequent to year end. As of March 31, 2012, there were no investments with a fair value that was significantly lower than the amortized cost
basis or any investments that had been in an unrealized loss position for a significant period.

        Cash, cash equivalents and investments at March 31, 2012 and December 31, 2011 consist of the following (in thousands):

Amortized
Cost

Gross
Unrealized

Gains

Gross
Unrealized

Losses
Fair

Value
March 31, 2012
Cash and cash equivalents:
Cash and money market accounts $ 25,470 $ � $ � $ 25,470

Investments:
Government-sponsored enterprise securities (due within 1 year) $ 2,500 $ � $ � $ 2,500
Government-sponsored enterprise securities (due within 1 � 2 years) 68,315 8 (54) 68,269
Commercial paper secured by the U.S. government (due within 1 year) 13,097 � � 13,097

Total investments $ 83,912 $ 8 $ (54) $ 83,866

Total cash, cash equivalents, and investments $ 109,382 $ 8 $ (54) $ 109,336
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Verastem, Inc.

(A development stage company)

NOTES TO CONDENSED FINANCIAL STATEMENTS (Continued)

3. Investments (Continued)

Amortized
Cost

Gross
Unrealized

Gains

Gross
Unrealized

Losses
Fair

Value
December 31, 2011
Cash and cash equivalents:
Cash and money market accounts $ 19,954 $ � $ � $ 19,954
Government-sponsored enterprise securities 1,000 � � 1,000

Total cash and cash equivalents $ 20,954 $ � $ � $ 20,954
Investments:
Government-sponsored enterprise securities (due within 1 year) $ 10,900 $ 2 $ (1) $ 10,901
Government-sponsored enterprise securities (due within 1 � 2 years) 8,998 1 (5) 8,994
Commercial paper secured by the U.S. government (due within 1 year) 15,954 3 (1) 15,956

Total investments $ 35,852 $ 6 $ (7) $ 35,851

Total cash, cash equivalents, and investments $ 56,806 $ 6 $ (7) $ 56,805

4. Prepaid expenses and other current assets

        Prepaid expenses and other current assets consist of the following (in thousands):

March 31,
2012

December 31,
2011

Prepaid insurance $ 311 $ �
Prepaid other expense 80 77
Interest receivable 99 53

$ 490 $ 130

5. Accrued expenses

        Accrued expenses consist of the following (in thousands):

March 31,
2012

December 31,
2011

Compensation and related benefits $ 367 $ 86
Contract research organizations 349 217
Professional fees 180 520
Other expenses 76 23
Deferred rent 29 27

$ 1,001 $ 873
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Verastem, Inc.

(A development stage company)

NOTES TO CONDENSED FINANCIAL STATEMENTS (Continued)

6. Net loss per share

        Basic and diluted net loss per common share is calculated by dividing net loss applicable to common stockholders by the weighted-average
number of common shares outstanding during the period, without consideration for common stock equivalents. The Company's potentially
dilutive shares, which include redeemable convertible preferred stock, outstanding stock options and unvested restricted stock are considered to
be common stock equivalents and are only included in the calculation of diluted net loss per share when their effect is dilutive. The following
table reconciles net loss to net loss applicable to common shareholders (in thousands, except per share data):

Period from
August 4,

2010
(inception) to

March 31,
2012

Three Months ended

March 31,
2012

March 31,
2011

Net loss $ (6,871) $ (1,146) $ (21,338)
Accretion of redeemable convertible preferred stock (6) (4) (40)

Net loss applicable to common stockholders $ (6,877) $ (1,150) $ (21,378)

Weighted-average number of common shares used in net loss per share applicable to common
stockholders�basic and diluted 14,693 1,089 3,228
Net loss per share applicable to common stockholders�basic and diluted $ (0.47) $ (1.06) $ (6.62)
        The following potentially dilutive securities were excluded from the calculation of diluted net loss per share due to their anti-dilutive effect
(in thousands):

Period from
August 4,

2010
(inception) to

March 31,
2012

Three Months ended

March 31,
2012

March 31,
2011

Preferred stock � 1,143 �
Outstanding stock options 486 199 486
Unvested restricted stock 1,268 1,709 1,268
Unvested restricted stock units 600 � 600
7. Redeemable convertible preferred stock

        In November 2010, the Company sold 4 million shares of Series A redeemable convertible preferred stock (Series A Preferred Stock) at a
price of $1.00 per share for gross proceeds of $4 million. In accordance with the terms of the Series A Stock Purchase Agreement, the Company
sold an additional 12 million shares at $1.00 per share in a second subsequent closing. The milestones necessary to achieve the subsequent
closing were met in April 2011 and the Company sold 12 million shares of Series A Preferred Stock for gross proceeds of $12 million. The
Company incurred approximately $79,000 of issuance costs as part of the first closing of the Series A Preferred Stock. No additional issuance
costs were incurred as part of the second closing.
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Verastem, Inc.

(A development stage company)

NOTES TO CONDENSED FINANCIAL STATEMENTS (Continued)

7. Redeemable convertible preferred stock (Continued)

        In July 2011, the Company sold approximately 16 million shares of series B redeemable convertible preferred stock (Series B Preferred
Stock) at a price of $2.00 per share for gross proceeds of approximately $32 million. The Company incurred approximately $113,000 of issuance
costs as part of the closing of the Series B Preferred Stock.

        In November 2011, the Company sold approximately 9.1 million shares of Series C redeemable convertible preferred stock (Series C
Preferred Stock) at a price of $2.25 per share for gross proceeds of $20.4 million. The Company incurred approximately $153,000 of issuance
costs as part of the closing of the Series C Preferred Stock. The issuance costs associated with the Series A Preferred Stock, Series B Preferred
Stock and Series C Preferred Stock (collectively, the Preferred Stock) were accreted through the earliest redemption date.

        In connection with the Company's initial public offering, as discussed below, all shares of the Company's Preferred Stock were converted
into 11,740,794 shares of common stock.

8. Common stock

Reverse Stock Split

        In January 2012, the Company's board of directors and stockholders approved a one-for-3.5 reverse stock split of the Company's common
stock. The reverse stock split became effective on January 10, 2012. All share and per share amounts in the financial statements have been
retroactively adjusted for all periods presented to give effect to the reverse stock split, including reclassifying an amount equal to the reduction
in par value to additional paid-in capital.

Initital Public Offering

        In February 2012, the Company closed the initial public offering (IPO) of its common stock pursuant to a registration statement on
Form S-1, as amended. An aggregate of 6,325,000 shares of common stock registered under the registration statement were sold at a public
offering price of $10.00 per share, including the over-allotment option. Net proceeds of the IPO were $56.8 million.

9. Stock-based compensation

        In December 2011, the Company adopted the 2012 Incentive Plan (the 2012 Plan). The 2012 Plan became effective upon the closing of the
Company's IPO in February 2012. The 2012 Plan provides for the grant of incentive stock options, nonqualified stock options, stock
appreciation rights, restricted stock awards, restricted stock units and other stock-based and cash awards. Upon effectiveness, the number of
shares of common stock that are reserved under the 2012 Plan is the sum of 3,428,571 shares plus the number of shares available under the 2010
Plan. The number of shares reserved under the 2012 Plan is increased by the number of shares of common stock (up to a maximum of 571,242
shares) subject to outstanding awards under the 2010 Plan that expire, terminate or are otherwise surrendered, cancelled, forfeited or
repurchased. The 2012 Plan includes an "evergreen provision" that allows for an annual increase in the number of shares of common stock
available for issuance under the 2012 Plan. The annual increase will be added on the first day of each year beginning in 2013 and each
subsequent anniversary until the expiration of the 2012 Plan, equal to the lowest of 1,285,714
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Verastem, Inc.

(A development stage company)

NOTES TO CONDENSED FINANCIAL STATEMENTS (Continued)

9. Stock-based compensation (Continued)

shares of common stock, 4.0% of the number of shares of common stock outstanding and an amount determined by the board of directors.

Restricted stock

        A summary of the Company's nonvested restricted stock as of March 31, 2012 and changes during the three months ended March 31, 2012
is as follows (in thousands, except per share data):

Shares

Weighted-
average

purchase
price per

share
Nonvested at December 31, 2011 1,435 $ 0.025
Vested (167) 0.054

Nonvested at March 31, 2012 1,268 $ 0.021

        As of March 31, 2012, there was $9.6 million of total unrecognized stock-based compensation expense related to non-vested restricted
stock. The expense is expected to be recognized over a weighted average period 2.5 years.

        A summary of the Company's nonvested restricted stock units (RSUs) as of March 31, 2012 and changes during the three months ended
March 31, 2012 is as follows (in thousands, except per share data):

Shares

Weighted-
average

grant date fair value
Nonvested at December 31, 2011 � $ �
Granted 600 11.10

Nonvested at March 31, 2012 600 $ 11.10

        As of March 31, 2012, there was $6.3 million of total unrecognized stock-based compensation expense related to non-vested RSUs granted
under the 2012 Plan. The expense is expected to be recognized over a weighted-average period of 3.8 years.
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(A development stage company)

NOTES TO CONDENSED FINANCIAL STATEMENTS (Continued)

9. Stock-based compensation (Continued)

Stock options

        A summary of the Company's stock option activity and related information follows (in thousands, except per share data):

Shares

Weighted-
average

price
per share

Weighted-
average

remaining
contractual
term (years)

Aggregate
intrinsic

value
Outstanding at December 31, 2011 405 $ 0.75 9.9 $ 176
Granted 81 11.10

Outstanding at March 31, 2012 486 $ 2.47 9.2 $ 4,125

Exercisable at March 31, 2012 63 $ 0.28 8.7 $ 669

Vested and expected to vest at March 31, 2012 486 $ 2.47 9.2 $ 4,125

        The fair value of each stock-based award is estimated on the grant date using the Black-Scholes option-pricing model using the following
assumptions:

Three Months ended
March 31,

2012 2011
Risk-free interest rate 0.9-2.7% 2.0-2.7%
Dividend yield � �
Volatility 69-72% 67-69%
Expected term (years) 5.3-6.1 6.1
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 Item 2.    Management's Discussion and Analysis of Financial Condition and Results of Operations.

You should read the following discussion and analysis of our financial condition and results of operations together with our financial
statements and related notes appearing elsewhere in this quarterly report. The following discussion contains forward-looking statements that
involve risks and uncertainties. Our actual results and the timing of certain events could differ materially from those anticipated in these
forward-looking statements as a result of certain factors, including those discussed below and elsewhere in this quarterly report or in our
annual report on Form 10-K.

OVERVIEW

        We are a biopharmaceutical company focused on discovering and developing proprietary small molecule drugs targeting cancer stem cells
in breast and other cancers along with proprietary companion diagnostics. A cancer stem cell is a particularly aggressive type of tumor cell,
resistant to conventional cancer therapy, that we believe is an underlying cause of tumor recurrence and metastasis. Our scientific co-founders,
Robert Weinberg, Ph.D., Eric Lander, Ph.D., and Piyush Gupta, Ph.D., have made discoveries that link the epithelial-to-mesenchymal transition,
or EMT, to the emergence of cancer stem cells. This transition involves the transformation of one type of cancer cell into a more aggressive and
drug resistant type of cancer cell. Building on these discoveries, our scientific co-founders developed proprietary technology to create a stable
population of cancer stem cells that we use to screen for and identify small molecule compounds that target cancer stem cells.

        We commenced active operations in the second half of 2010. Our operations to date have been limited to organizing and staffing our
company, business planning, raising capital, acquiring and developing our technology, identifying potential product candidates and undertaking
preclinical studies of our most advanced product candidates. To date, we have not generated any revenues and have financed our operations with
net proceeds from the private placement of our preferred stock and our initial public offering. In February 2012, we completed an initial public
offering of 6,325,000 shares of our common stock at a public offering price of $10.00 per share and received net proceeds of approximately
$56.8 million, after deducting underwriting discounts and commissions and offering expenses.

        As of March 31, 2012, we had a deficit accumulated during the development stage of $21.3 million. We had net losses of $6.9 million,
$1.2 million and $21.3 million for the three months ended March 31, 2012 and 2011 and for the period from August 4, 2010 (inception) to
March 31, 2012. We expect to incur significant expenses and increasing operating losses for the foreseeable future. We expect our expenses to
increase in connection with our ongoing activities, particularly as we continue the research and development and later initiate clinical trials of,
and seek marketing approval for, our product candidates. In addition, if we obtain marketing approval for any of our product candidates, we
expect to incur significant commercialization expenses related to product sales, marketing, manufacturing and distribution. Furthermore, we
expect to incur additional costs associated with operating as a public company. Accordingly, we will need to obtain substantial additional
funding in connection with our continuing operations. Adequate additional financing may not be available to us on acceptable terms, or at all. If
we are unable to raise capital when needed or on attractive terms, we would be forced to delay, reduce or eliminate our research and
development programs or any future commercialization efforts. We will need to generate significant revenues to achieve profitability, and we
may never do so.

CRITICAL ACCOUNTING POLICIES AND SIGNIFICANT JUDGMENTS AND ESTIMATES

        We believe that several accounting policies are important to understanding our historical and future performance. We refer to these policies
as "critical" because these specific areas generally require us to make judgments and estimates about matters that are uncertain at the time we
make the
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estimate, and different estimates�which also would have been reasonable�could have been used, which would have resulted in different financial
results.

        The critical accounting policies we identified in our most recent Annual Report on Form 10-K for the fiscal year ended December 31, 2011
related to accrued research and development expenses and stock-based compensation. There were no changes to these critical accounting
policies in the quarter ended March 31, 2012. It is important that the discussion of our operating results that follows be read in conjunction with
the critical accounting policies disclosed in our Annual Report on Form 10-K, as filed with the SEC on March 30, 2012.

        The Company has elected to follow the extended transition period guidance provided for in Securities Act Section 7(a)(2)(B) for complying
with new or revised accounting standards. The Company will disclose the date on which adoption of such standards is required for non-emerging
growth companies and the date on which the Company will adopt the recently issued accounting standards.

RESULTS OF OPERATIONS

Comparison of the Three Months ended March 31, 2012 and March 31, 2011

        Research and development expense.    Research and development expense for the three months ended March 31, 2012 (2012 Quarter) was
$4.8 million compared to $675,000 for the three months ended March 31, 2011 (2011 Quarter). The $4.1 million increase from the 2011 Quarter
to the 2012 Quarter is primarily related to an increase of $1.4 million in contract research organization expense for outsourced biology,
chemistry and development services, an increase of $1.4 million for personnel costs, including stock-based compensation of $856,000, primarily
due to increased headcount and higher fair value of our common stock, an increase of $482,000 in license fee expense primarily related to the
revaluation of the obligation to issue the warrant to Poniard Pharmaceuticals and an increase of $315,000 for laboratory supplies.

        General and administrative expense.    General and administrative expense for the 2012 Quarter was $2.1 million compared to $471,000 for
the 2011 Quarter. The $1.7 million increase from the 2011 Quarter to the 2012 Quarter principally resulted from an increase of $973,000 for
personnel costs, including stock-based compensation of $620,000, primarily due to higher fair value of our common stock, an increase of
$274,000 in professional fees primarily related to additional legal and accounting fees for being a publicly traded company, an increase of
$157,000 in consulting fees and an increase of $96,000 in insurance costs primarily related to being a publicly traded company.

        Interest income.    Interest income increased to $57,000 for the 2012 Quarter from none for the 2011 Quarter. During the 2011 Quarter, our
cash was deposited in non-interest bearing accounts.

        Accretion of preferred stock.    We recorded $6,000 of accretion in the 2012 Quarter reflecting the periodic accretion of issuance costs
associated with our series A, series B and series C preferred stock compared to $4,000 in the 2011 Quarter reflecting the periodic accretion of
issuance costs associated with our series A preferred stock.

LIQUIDITY AND CAPITAL RESOURCES

Sources of liquidity

        To date, we have not generated any revenues. Since our inception in August 2010, we have financed our operations principally through
private placements and public offerings of our equity securities, including our initial public offering, which we completed in February 2012. As
of March 31, 2012, we had $109.3 million in cash and cash equivalents, short-term investments and long-term

16

Edgar Filing: Verastem, Inc. - Form 10-Q

22



Table of Contents

investments. We primarily invest our cash, cash equivalents and investments in a U.S. Treasury money market fund, government-sponsored
enterprise securities and commercial paper.

Cash flows

        Operating activities.    The use of cash in all periods resulted primarily from our net losses adjusted for non-cash charges and favorable
changes in the components of working capital. The significant increase in cash used in operating activities for the 2012 Quarter compared to the
2011 Quarter is due to an increase in research and development expenses as we increased our research and development headcount and
increased spending on external research and development costs.

        Investing activities.    The cash used in investing activities for the 2012 Quarter reflects the net purchases of investments of $48.1 million
and the purchase of $130,000 of property and equipment. There were no investing activities in the 2011 Quarter.

        Financing activities.    The cash provided by financing activities in the 2012 Quarter reflects the $56.8 million of net proceeds from our
initial public offering less issuance costs paid in prior periods. There were no financing activities in the 2011 Quarter.

Funding requirements

        We expect our existing cash, cash equivalents and investments will enable us to fund our current operating plan and capital expenditure
requirements into 2016.

OFF-BALANCE SHEET ARRANGEMENTS

        We did not have during the periods presented, and we do not currently have, any off-balance sheet arrangements, as defined under
Securities and Exchange Commission rules.

RECENTLY ADOPTED ACCOUNTING STANDARDS

Recent Accounting Pronouncements

        In May 2011, the FASB issued ASU No. 2011-04, "Fair Value Measurement." This ASU clarifies the concepts related to highest and best
use and valuation premise, blockage factors and other premiums and discounts, the fair value measurement of financial instruments held in a
portfolio and of those instruments classified as a component of stockholders' deficit. The guidance includes enhanced disclosure requirements
about recurring Level 3 fair value measurements, the use of nonfinancial assets and the level in the fair value hierarchy of assets and liabilities
not recorded at fair value. We adopted the ASU on January 1, 2012. The adoption did not have a significant impact on the financial statements.

        In June 2011, the FASB issued ASU No. 2011-05, "Comprehensive Income." This ASU enhances comparability and transparency of other
comprehensive income components. The guidance provides an option to present total comprehensive income, the components of net income and
the components of other comprehensive income in a single continuous statement or two separate but consecutive statements. This ASU
eliminates the option to present other comprehensive income components as part of the statement of changes in shareholder's equity (deficit).
We adopted this ASU on January 1, 2012. The adoption of this standard did not have a significant impact on the financial statements, but it did
impact the presentation of comprehensive loss in the financial statements.

 Item 3.    Quantitative and Qualitative Disclosures About Market Risk.

        We are exposed to market risk related to changes in interest rates. We had cash, cash equivalents and investments of $109.3 million as of
March 31, 2012, consisting of cash, U.S. Treasury money market
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fund, government-sponsored enterprise securities and commercial paper. Our primary exposure to market risk is interest rate sensitivity, which is
affected by changes in the general level of U.S. interest rates, particularly because most of our investments are in short-term securities. Our
available-for-sale securities are subject to interest rate risk and will fall in value if market interest rates increase. Due to the short-term duration
most of our investment portfolio and the low risk profile of our investments, an immediate 100 basis point change in interest rates would not
have a material effect on the fair market value of our portfolio.

        We contract with CROs and contract manufacturers globally. We may be subject to fluctuations in foreign currency rates in connection
with these agreements. Transactions denominated in currencies other than the functional currency are recorded based on exchange rates at the
time such transactions arise. As of March 31, 2012, approximately $8,000 of our total liabilities were denominated in currencies other than the
functional currency.

 Item 4.    Controls and Procedures.

Evaluation of Disclosure Controls and Procedures

        Our management, with the participation of our Chief Executive Officer and Chief Operating Officer, evaluated the effectiveness of our
disclosure controls and procedures as of March 31, 2012. The term "disclosure controls and procedures," as defined in Rules 13a-15(e) and
15d-15(e) under the Exchange Act, means controls and other procedures of a company that are designed to ensure that information required to
be disclosed by a company in the reports that it files or submits under the Exchange Act is recorded, processed, summarized and reported, within
the time periods specified in the SEC's rules and forms. Disclosure controls and procedures include, without limitation, controls and procedures
designed to ensure that information required to be disclosed by a company in the reports that it files or submits under the Exchange Act is
accumulated and communicated to the company's management, including its principal executive and principal financial officers, as appropriate
to allow timely decisions regarding required disclosure. Management recognizes that any controls and procedures, no matter how well designed
and operated, can provide only reasonable assurance of achieving their objectives and management necessarily applies its judgment in
evaluating the cost-benefit relationship of possible controls and procedures. Based on the evaluation of our disclosure controls and procedures as
of March 31, 2012, our Chief Executive Officer and Chief Operating Officer concluded that, as of such date, our disclosure controls and
procedures were effective at the reasonable assurance level.

Changes in Internal Control Over Financial Reporting

        No change in our internal control over financial reporting occurred during the fiscal quarter ended March 31, 2012 that has materially
affected, or is reasonably likely to materially affect, the Company's internal control over financial reporting.
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 PART II�OTHER INFORMATION

 Item 1.    Legal Proceedings.

        None.

 Item 1A.    Risk Factors.

RISKS RELATED TO OUR FINANCIAL POSITION AND NEED FOR ADDITIONAL CAPITAL

We have incurred significant losses since our inception. We expect to incur losses for the foreseeable future and may never achieve or
maintain profitability.

        Since inception, we have incurred significant operating losses. As of March 31, 2012, we had a deficit accumulated during the development
stage of $21.3 million. To date, we have not generated any revenues and have financed our operations through private placements of our
preferred stock and our initial public offering completed in February 2012. We have devoted substantially all of our efforts to research and
development. We have not initiated clinical development of any product candidates and expect that it will be many years, if ever, before we have
a product candidate ready for commercialization. We expect to continue to incur significant expenses and increasing operating losses for the
foreseeable future. The net losses we incur may fluctuate significantly from quarter to quarter. We anticipate that our expenses will increase
substantially if and as we:

�
continue our research and preclinical development of our product candidates;

�
seek to identify additional product candidates that target cancer stem cells, or CSCs;

�
acquire or in-license other products and technologies;

�
initiate clinical trials for our product candidates;

�
seek marketing approvals for our product candidates that successfully complete clinical trials;

�
ultimately establish a sales, marketing and distribution infrastructure to commercialize any products for which we may
obtain marketing approval;

�
maintain, expand and protect our intellectual property portfolio;

�
hire additional clinical, quality control and scientific personnel; and

�
add operational, financial and management information systems and personnel, including personnel to support our product
development and planned future commercialization efforts.

        To become and remain profitable, we must develop and eventually commercialize a product or products with significant market potential.
This will require us to be successful in a range of challenging activities, including completing preclinical testing and clinical trials of our product
candidates, obtaining marketing approval for these product candidates and manufacturing, marketing and selling those products for which we
may obtain marketing approval. We may never succeed in these activities and, even if we do, may never generate revenues that are significant or
large enough to achieve profitability. We are currently only in the preclinical testing stages for our most advanced product candidates and have
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not yet completed preclinical development of any of our lead product candidates, VS-507, VS-4718 and VS-5095. If we do achieve profitability,
we may not be able to sustain or increase profitability on a quarterly or annual basis. Our failure to become and remain profitable would
decrease the value of the company and could impair our ability to raise capital, maintain our research and development efforts, expand our
business or continue our operations. A decline in the value of our company could also cause you to lose all or part of your investment.
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Our short operating history may make it difficult for you to evaluate the success of our business to date and to assess our future viability.

        We are an early stage company. We commenced active operations in the second half of 2010. Our operations to date have been limited to
organizing and staffing our company, business planning, raising capital, acquiring and developing our technology, identifying potential product
candidates and undertaking preclinical studies of our most advanced product candidates. We completed our initial public offering in February
2012. All of our product candidates are still in preclinical development. We have not yet demonstrated our ability to initiate or successfully
complete any clinical trials, including large-scale, pivotal clinical trials, obtain marketing approvals, manufacture a commercial scale product, or
arrange for a third party to do so on our behalf, or conduct sales and marketing activities necessary for successful product commercialization. It
takes about ten to 15 years to develop one new medicine from the time it is discovered to when it is available for treating patients. Consequently,
any predictions you make about our future success or viability may not be as accurate as they could be if we had a longer operating history.

        In addition, as a new business, we may encounter unforeseen expenses, difficulties, complications, delays and other known and unknown
factors. We will need to transition from a company with a research focus to a company capable of supporting commercial activities. We may not
be successful in such a transition.

We will need substantial additional funding. If we are unable to raise capital when needed, we would be forced to delay, reduce or eliminate
our product development programs or commercialization efforts.

        We expect our expenses to increase in connection with our ongoing activities, particularly as we continue the research and development and
later initiate clinical trials of, and seek marketing approval for, our product candidates. In addition, if we obtain marketing approval for any of
our product candidates, we expect to incur significant commercialization expenses related to product sales, marketing, manufacturing and
distribution. Accordingly, we will need to obtain substantial additional funding in connection with our continuing operations. If we are unable to
raise capital when needed or on attractive terms, we would be forced to delay, reduce or eliminate our research and development programs or
any future commercialization efforts.

        We expect our existing cash, cash equivalents and investments, will enable us to fund our current operating plan and capital expenditure
requirements into 2016. Our future capital requirements will depend on many factors, including:

�
the scope, progress, results and costs of compound discovery, preclinical development, laboratory testing and clinical trials
for our product candidates;

�
the extent to which we acquire or in-license other products and technologies;

�
the costs, timing and outcome of regulatory review of our product candidates;

�
the costs of future commercialization activities, including product sales, marketing, manufacturing and distribution, for any
of our product candidates for which we receive marketing approval;

�
revenue, if any, received from commercial sales of our product candidates, should any of our product candidates receive
marketing approval;

�
the costs of preparing, filing and prosecuting patent applications, maintaining and enforcing our intellectual property rights
and defending intellectual property-related claims; and

�
our ability to establish collaborations on favorable terms, if at all.
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        Identifying potential product candidates and conducting preclinical testing and clinical trials is a time-consuming, expensive and uncertain
process that takes years to complete, and we may never generate the necessary data or results required to obtain marketing approval and achieve
product sales. In addition, our product candidates, if approved, may not achieve commercial success. Our commercial revenues, if any, will be
derived from sales of products that we do not expect to be commercially available for many years, if at all. Accordingly, we will need to
continue to rely on additional financing to achieve our business objectives. Adequate additional financing may not be available to us on
acceptable terms, or at all.

Raising additional capital may cause dilution to our stockholders, restrict our operations or require us to relinquish rights to our
technologies or product candidates.

        Until such time, if ever, as we can generate substantial product revenues, we expect to finance our cash needs through a combination of
equity offerings, debt financings, collaborations, strategic alliances and licensing arrangements. We do not have any committed external source
of funds. To the extent that we raise additional capital through the sale of equity or convertible debt securities, the ownership interest of our
existing stockholders will be diluted, and the terms of these securities may include liquidation or other preferences that adversely affect the
rights of our existing stockholders. Debt financing, if available, may involve agreements that include covenants limiting or restricting our ability
to take specific actions, such as incurring additional debt, making capital expenditures or declaring dividends.

        If we raise additional funds through collaborations, strategic alliances or licensing arrangements with third parties, we may have to
relinquish valuable rights to our technologies, future revenue streams, research programs or product candidates or to grant licenses on terms that
may not be favorable to us. If we are unable to raise additional funds through equity or debt financings when needed, we may be required to
delay, limit, reduce or terminate our product development or future commercialization efforts or grant rights to develop and market product
candidates that we would otherwise prefer to develop and market ourselves.

RISKS RELATED TO THE DISCOVERY, DEVELOPMENT AND COMMERCIALIZATION OF OUR PRODUCT CANDIDATES

Our approach to the discovery and development of product candidates that target CSCs is unproven, and we do not know whether we will be
able to develop any products of commercial value.

        Our scientific approach focuses on using proprietary technology to create a stable population of CSCs in the laboratory that we then use to
screen for and identify product candidates targeting these CSCs. Research on CSCs is an emerging field and, consequently, there is ongoing
debate regarding the existence of CSCs, whether the appropriate nomenclature to refer to these cells is cancer stem cells, tumor-initiating cells or
another term and the importance of these cells as an underlying cause of tumor recurrence and metastasis.

        Although there is general consensus that some cancer cells have tumor-initiating capacity, there also is some debate in the scientific
community regarding the defining characteristics of these cells, which we call CSCs, and the origin of these cells. Some believe that normal
adult stem cells mutate and transform into CSCs. Others believe that all cancer cells have tumor-initiating capabilities, these capabilities cannot
be attributed to a factor intrinsic to a particular cell and, therefore, a definitive CSC cannot be isolated or targeted. We believe that the discovery
by our scientific co-founders of the link between the epithelial-to-mesenchymal transition, or EMT, and the emergence of cancer stem cells is
one way a cancer cell can transition to a CSC, but this view is not universally accepted.

        Even if our beliefs regarding the existence, characteristics and function of CSCs are correct, any drugs that we develop may not effectively
target CSCs. We do not believe that any drugs that target

21

Edgar Filing: Verastem, Inc. - Form 10-Q

28



Table of Contents

CSCs have been successfully developed to date for the treatment of cancer. If we are able to develop a drug that targets CSCs in preclinical
studies, we may nonetheless not succeed in demonstrating safety and efficacy of the drug in human clinical trials. Our focus on using our
proprietary technology to screen for and identify product candidates targeting CSCs may not result in the discovery and development of
commercially viable drugs to treat cancer.

We may not be successful in our efforts to identify or discover additional potential product candidates.

        A key element of our strategy is to identify and test additional compounds that target CSCs in a variety of different types of cancer. A
significant portion of the research that we are conducting involves new compounds, new uses of existing compounds and new and unproven
drug discovery methods, including our proprietary technology. The drug discovery that we are conducting using our EMT technology may not
be successful in identifying compounds that are useful in treating cancer. Our research programs may initially show promise in identifying
potential product candidates, yet fail to yield product candidates for clinical development for a number of reasons, including:

�
the research methodology used may not be successful in identifying potential product candidates; or

�
potential product candidates may, on further study, be shown to have harmful side effects or other characteristics that
indicate that they are unlikely to be products that will receive marketing approval and achieve market acceptance.

        In particular, because our EMT technology induces the EMT process to create a stable population of CSCs, it is possible that these stable
CSCs may not react in precisely the same manner as naturally occurring CSCs when treated with a particular product candidate. As a result, a
product candidate that shows initial promise in targeting our stable population of CSCs may not have the same effect on tumors with naturally
occurring CSCs.

        Research programs to identify new product candidates require substantial technical, financial and human resources. We may choose to
focus our efforts and resources on a potential product candidate that ultimately proves to be unsuccessful.

        If we are unable to identify suitable compounds for preclinical and clinical development, we will not be able to obtain product revenues in
future periods, which likely would result in significant harm to our financial position and adversely impact our stock price.

We may not be successful in obtaining necessary rights to compounds and product candidates for our development pipeline through
acquisitions and in-licenses.

        Because we are screening a range of compounds, including compounds with proprietary rights held by third parties, for their activity
against CSCs, the growth of our business will depend in significant part on our ability to acquire or in-license rights to these compounds.
However, we may be unable to acquire or in-license any compounds or product candidates from third parties that we identify using our
proprietary EMT technology or otherwise. The licensing and acquisition of proprietary compounds is a competitive area, and a number of more
established companies are also pursuing strategies to license or acquire compounds and product candidates that we may consider attractive.
These established companies may have a competitive advantage over us due to their size, cash resources and greater clinical development and
commercialization capabilities.

        For example, although the Broad Institute has granted us a right of first negotiation for specified compounds and other intellectual property
owned by the Broad Institute, we may be unable to negotiate a license within the specified time frame. If we are unable to do so, the Broad
Institute may offer the intellectual property to other parties. In addition, the Whitehead Institute and affiliated parties have retained the right to
use the EMT technology that we license from it for research, teaching
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and educational purposes and could seek to license to third parties any intellectual property rights that it discovers using the EMT technology
while pursuing these purposes. Pursuant to our drug discovery platform license agreement with the Whitehead Institute, we will have an
opportunity, subject to the Whitehead Institute's obligations under any third-party research funding agreements, to negotiate a license to any such
intellectual property under the drug discovery platform license agreement that is developed or conceived on or prior to a specified date in Robert
Weinberg's laboratory at the Whitehead Institute. Our failure to reach an agreement with either the Broad Institute or the Whitehead Institute for
any applicable intellectual property could result in a third party acquiring the related rights.

        In addition, companies that perceive us to be a competitor may be unwilling to assign or license rights to us. We also may be unable to
license or acquire the relevant compound or product candidate on terms that would allow us to make an appropriate return on our investment.

        In addition, we expect competition for acquisition and in-licensing product candidates that are attractive to us may increase in the future,
especially if our approach of targeting CSCs gains greater scientific acceptance, which may mean fewer suitable opportunities for us as well as
higher acquisition or licensing prices. If we are unable to successfully obtain rights to suitable compounds or product candidates, our business,
financial condition and prospects for growth could suffer.

All of our product candidates are still in preclinical development. Preclinical testing and clinical trials of our product candidates may not be
successful. If we are unable to commercialize our product candidates or experience significant delays in doing so, our business will be
materially harmed.

        We have invested a significant portion of our efforts and financial resources in the identification and preclinical development of drugs that
target CSCs. Our ability to generate product revenues, which we do not expect will occur for many years, if ever, will depend heavily on the
successful development and eventual commercialization of our product candidates. The success of our product candidates will depend on several
factors, including the following:

�
successful completion of preclinical studies and clinical trials;

�
receipt of marketing approvals from applicable regulatory authorities;

�
establishing commercial manufacturing capabilities or making arrangements with third-party manufacturers;

�
obtaining and maintaining patent and trade secret protection and regulatory exclusivity for our product candidates;

�
launching commercial sales of the products, if and when approved, whether alone or in collaboration with others;

�
acceptance of the products, if and when approved, by patients, the medical community and third-party payors;

�
effectively competing with other therapies; and

�
a continued acceptable safety profile of the products following approval.

        If we do not achieve one or more of these factors in a timely manner or at all, we could experience significant delays or an inability to
successfully commercialize our product candidates, which would materially harm our business.
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If clinical trials of our product candidates fail to demonstrate safety and efficacy to the satisfaction of regulatory authorities or do not
otherwise produce positive results, we may incur additional costs or experience delays in completing, or ultimately be unable to complete, the
development and commercialization of our product candidates.

        Before obtaining marketing approval from regulatory authorities for the sale of our product candidates, we must complete preclinical
development and then conduct extensive clinical trials to demonstrate the safety and efficacy of our product candidates in humans. Clinical
testing is expensive, difficult to design and implement, can take many years to complete and is uncertain as to outcome. A failure of one or more
clinical trials can occur at any stage of testing. The outcome of preclinical testing and early clinical trials may not be predictive of the success of
later clinical trials, and interim results of a clinical trial do not necessarily predict final results. Moreover, preclinical and clinical data are often
susceptible to varying interpretations and analyses, and many companies that have believed their product candidates performed satisfactorily in
preclinical studies and clinical trials have nonetheless failed to obtain marketing approval of their products. For example, standard measures of
clinical activity with respect to solid tumors, such as Response Criteria in Solid Tumors, or RECIST, measurement guidelines, which are based
on gross changes in the size of tumor lesions, may not be sufficient to detect the targeting of CSCs by our product candidates.

        We may experience numerous unforeseen events during, or as a result of, clinical trials that could delay or prevent our ability to receive
marketing approval or commercialize our product candidates, including:

�
regulators or institutional review boards may not authorize us or our investigators to commence a clinical trial or conduct a
clinical trial at a prospective trial site;

�
we may have delays in reaching or fail to reach agreement on acceptable clinical trial contracts or clinical trial protocols with
prospective trial sites;

�
clinical trials of our product candidates may produce negative or inconclusive results, and we may decide, or regulators may
require us, to conduct additional clinical trials or abandon product development programs;

�
the number of patients required for clinical trials of our product candidates may be larger than we anticipate, enrollment in
these clinical trials may be slower than we anticipate or participants may drop out of these clinical trials at a higher rate than
we anticipate;

�
our third-party contractors may fail to comply with regulatory requirements or meet their contractual obligations to us in a
timely manner, or at all;

�
we might have to suspend or terminate clinical trials of our product candidates for various reasons, including a finding that
the participants are being exposed to unacceptable health risks;

�
regulators or institutional review boards may require that we or our investigators suspend or terminate clinical research for
various reasons, including noncompliance with regulatory requirements or a finding that the participants are being exposed
to unacceptable health risks;

�
the cost of clinical trials of our product candidates may be greater than we anticipate;

�
the supply or quality of our product candidates or other materials necessary to conduct clinical trials of our product
candidates may be insufficient or inadequate; and

�
our product candidates may have undesirable side effects or other unexpected characteristics, causing us or our investigators,
regulators or institutional review boards to suspend or terminate the trials.
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        If we are required to conduct additional clinical trials or other testing of our product candidates beyond those that we currently contemplate,
if we are unable to successfully complete clinical trials of our product candidates or other testing, if the results of these trials or tests are not
positive or are only modestly positive or if there are safety concerns, we may:

�
be delayed in obtaining marketing approval for our product candidates;

�
not obtain marketing approval at all;

�
obtain approval for indications or patient populations that are not as broad as intended or desired;

�
obtain approval with labeling that includes significant use or distribution restrictions or safety warnings, including boxed
warnings;

�
be subject to additional post-marketing testing requirements; or

�
have the product removed from the market after obtaining marketing approval.

        Our product development costs will also increase if we experience delays in testing or marketing approvals. We do not know whether any
clinical trials will begin as planned, will need to be restructured or will be completed on schedule, or at all. Significant clinical trial delays also
could shorten any periods during which we may have the exclusive right to commercialize our product candidates or allow our competitors to
bring products to market before we do and impair our ability to successfully commercialize our product candidates and may harm our business
and results of operations.

If we experience delays or difficulties in the enrollment of patients in clinical trials, our receipt of necessary regulatory approvals could be
delayed or prevented.

        We may not be able to initiate or continue clinical trials for our product candidates if we are unable to locate and enroll a sufficient number
of eligible patients to participate in these trials as required by the U.S. Food and Drug Administration, or FDA, or similar regulatory authorities
outside the United States. In addition, many of our competitors have ongoing clinical trials for product candidates that treat the same indications
as our product candidates, and patients who would otherwise be eligible for our clinical trials may instead enroll in clinical trials of our
competitors' product candidates.

        Patient enrollment is affected by other factors including:

�
severity of the disease under investigation;

�
eligibility criteria for the study in question;

�
perceived risks and benefits of the product candidate under study;

�
efforts to facilitate timely enrollment in clinical trials;

�
patient referral practices of physicians;

�
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the ability to monitor patients adequately during and after treatment; and

�
proximity and availability of clinical trial sites for prospective patients.

        Our inability to enroll a sufficient number of patients for our clinical trials would result in significant delays or may require us to abandon
one or more clinical trials altogether. Enrollment delays in our clinical trials may result in increased development costs for our product
candidates, which would cause the value of our company to decline and limit our ability to obtain additional financing.
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If serious adverse or inappropriate side effects are identified during the development of our product candidates, we may need to abandon or
limit our development of some of our product candidates.

        All of our product candidates are still in preclinical development and their risk of failure is high. It is impossible to predict when or if any of
our product candidates will prove effective or safe in humans or will receive marketing approval. If our product candidates are associated with
undesirable side effects or have characteristics that are unexpected, we may need to abandon their development or limit development to certain
uses or subpopulations in which the undesirable side effects or other characteristics are less prevalent, less severe or more acceptable from a
risk-benefit perspective. Many compounds that initially showed promise in early stage testing for treating cancer have later been found to cause
side effects that prevented further development of the compound.

We may expend our limited resources to pursue a particular product candidate or indication and fail to capitalize on product candidates or
indications that may be more profitable or for which there is a greater likelihood of success.

        Because we have limited financial and managerial resources, we focus on research programs and product candidates that we identify for
specific indications. As a result, we may forego or delay pursuit of opportunities with other product candidates or for other indications that later
prove to have greater commercial potential. Our resource allocation decisions may cause us to fail to capitalize on viable commercial products or
profitable market opportunities. Our spending on current and future research and development programs and product candidates for specific
indications may not yield any commercially viable products. If we do not accurately evaluate the commercial potential or target market for a
particular product candidate, we may relinquish valuable rights to that product candidate through collaboration, licensing or other royalty
arrangements in cases in which it would have been more advantageous for us to retain sole development and commercialization rights to such
product candidate.

If we are unable to successfully develop companion diagnostics for our therapeutic product candidates, or experience significant delays in
doing so, we may not realize the full commercial potential of our therapeutics.

        We plan to develop companion diagnostics for our therapeutic product candidates. There has been limited success to date industry wide in
developing these types of companion diagnostics. To be successful, we would need to address a number of scientific, technical and logistical
challenges. We have only recently initiated development of companion diagnostics. We have limited experience in the development of
diagnostics and may not be successful in developing appropriate diagnostics to pair with any of our therapeutic product candidates that receive
marketing approval. Companion diagnostics are subject to regulation by the FDA and similar regulatory authorities outside the United States as
medical devices and require separate regulatory approval prior to commercialization. Given our limited experience in developing diagnostics, we
expect to rely in part on third parties for their design and manufacture. If we or any third parties that we engage to assist us, are unable to
successfully develop companion diagnostics for our therapeutic product candidates, or experience delays in doing so:

�
the development of our therapeutic product candidates may be adversely affected if we are unable to appropriately select
patients for enrollment in our clinical trials;

�
our therapeutic product candidates may not receive marketing approval if safe and effective use of a therapeutic product
candidate depends on an in vitro diagnostic; and

�
we may not realize the full commercial potential of any therapeutics that receive marketing approval if, among other reasons,
we are unable to appropriately select patients who are likely to benefit from therapy with our drugs.

        As a result, our business would be harmed, possibly materially.
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Even if any of our product candidates receive marketing approval, they may fail to achieve the degree of market acceptance by physicians,
patients, healthcare payors and others in the medical community necessary for commercial success.

        If any of our product candidates receive marketing approval, they may nonetheless fail to gain sufficient market acceptance by physicians,
patients, healthcare payors and others in the medical community. For example, current cancer treatments like chemotherapy and radiation
therapy are well established in the medical community, and doctors may continue to rely on these treatments. If our product candidates do not
achieve an adequate level of acceptance, we may not generate significant product revenues and we may not become profitable. The degree of
market acceptance of our product candidates, if approved for commercial sale, will depend on a number of factors, including:

�
efficacy and potential advantages compared to alternative treatments;

�
the ability to offer our products for sale at competitive prices;

�
convenience and ease of administration compared to alternative treatments;

�
the willingness of the target patient population to try new therapies and of physicians to prescribe these therapies;

�
the strength of marketing and distribution support;

�
sufficient third-party coverage or reimbursement; and

�
the prevalence and severity of any side effects.

If, in the future, we are unable to establish sales and marketing capabilities or enter into agreements with third parties to sell and market our
product candidates, we may not be successful in commercializing our product candidates if and when they are approved.

        We do not have a sales or marketing infrastructure and have no experience in the sale, marketing or distribution of pharmaceutical products.
To achieve commercial success for any approved product, we must either develop a sales and marketing organization or outsource these
functions to third parties. In the future, we may choose to build a focused sales and marketing infrastructure to market or co-promote some of
our product candidates if and when they are approved.

        There are risks involved with both establishing our own sales and marketing capabilities and entering into arrangements with third parties to
perform these services. For example, recruiting and training a sales force is expensive and time consuming and could delay any product launch.
If the commercial launch of a product candidate for which we recruit a sales force and establish marketing capabilities is delayed or does not
occur for any reason, we would have prematurely or unnecessarily incurred these commercialization expenses. This may be costly, and our
investment would be lost if we cannot retain or reposition our sales and marketing personnel.

        Factors that may inhibit our efforts to commercialize our products on our own include:

�
our inability to recruit and retain adequate numbers of effective sales and marketing personnel;

�
the inability of sales personnel to obtain access to physicians or persuade adequate numbers of physicians to prescribe any
future products;

�
the lack of complementary products to be offered by sales personnel, which may put us at a competitive disadvantage
relative to companies with more extensive product lines; and
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        If we enter into arrangements with third parties to perform sales, marketing and distribution services, our product revenues or the
profitability of these product revenues to us are likely to be lower than if we were to market and sell any products that we develop ourselves. In
addition, we may not be successful in entering into arrangements with third parties to sell and market our product candidates or may be unable to
do so on terms that are favorable to us. We likely will have little control over such third parties, and any of them may fail to devote the necessary
resources and attention to sell and market our products effectively. If we do not establish sales and marketing capabilities successfully, either on
our own or in collaboration with third parties, we will not be successful in commercializing our product candidates.

We face substantial competition, which may result in others discovering, developing or commercializing products before or more successfully
than we do.

        The development and commercialization of new drug products is highly competitive. We face competition with respect to our current
product candidates, and will face competition with respect to any product candidates that we may seek to develop or commercialize in the future,
from major pharmaceutical companies, specialty pharmaceutical companies and biotechnology companies worldwide. There are a number of
large pharmaceutical and biotechnology companies that currently market and sell products or are pursuing the development of products for the
treatment of the disease indications for which we are developing our product candidates. Some of these competitive products and therapies are
based on scientific approaches that are the same as or similar to our approach, and others are based on entirely different approaches. Potential
competitors also include academic institutions, government agencies and other public and private research organizations that conduct research,
seek patent protection and establish collaborative arrangements for research, development, manufacturing and commercialization.

        We are developing our product candidates for the treatment of cancer. There are a variety of available therapies marketed for cancer. In
many cases, these drugs are administered in combination to enhance efficacy. Some of these drugs are branded and subject to patent protection,
and others are available on a generic basis. Many of these approved drugs are well established therapies and are widely accepted by physicians,
patients and third-party payors. Insurers and other third-party payors may also encourage the use of generic products. We expect that if our
product candidates are approved, they will be priced at a significant premium over competitive generic products. This may make it difficult for
us to achieve our business strategy of using our product candidates in combination with existing therapies or replacing existing therapies with
our product candidates.

        There are also a number of products in clinical development by third parties to treat cancer by targeting CSCs. These companies include
divisions of large pharmaceutical companies, including Astellas Pharma US, Inc., Sanofi-Aventis US LLC, GlaxoSmithKline plc, Boehringer
Ingelheim GmbH, Pfizer Inc. and others. There are also biotechnology companies of various sizes that are developing therapies against CSCs,
including OncoMed Pharmaceuticals, Inc., Boston Biomedical, Inc. and Stemline Therapeutics, Inc. Our competitors may develop products that
are more effective, safer, more convenient or less costly than any that we are developing or that would render our product candidates obsolete or
non-competitive. In addition, our competitors may discover biomarkers that more efficiently measure CSCs than our methods, which may give
them a competitive advantage in developing potential products. Our competitors may also obtain marketing approval from the FDA or other
regulatory authorities for their products more rapidly than we may obtain approval for ours, which could result in our competitors establishing a
strong market position before we are able to enter the market.

        Many of our competitors have significantly greater financial resources and expertise in research and development, manufacturing,
preclinical testing, conducting clinical trials, obtaining regulatory approvals and marketing approved products than we do. Mergers and
acquisitions in the pharmaceutical and biotechnology industries may result in even more resources being concentrated
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among a smaller number of our competitors. Smaller and other early stage companies may also prove to be significant competitors, particularly
through collaborative arrangements with large and established companies. These third parties compete with us in recruiting and retaining
qualified scientific and management personnel, establishing clinical trial sites and patient registration for clinical trials, as well as in acquiring
technologies complementary to, or necessary for, our programs.

Even if we are able to commercialize any product candidates, the products may become subject to unfavorable pricing regulations,
third-party reimbursement practices or healthcare reform initiatives, which would harm our business.

        The regulations that govern marketing approvals, pricing and reimbursement for new drug products vary widely from country to country. In
the United States, recently passed legislation may significantly change the approval requirements in ways that could involve additional costs and
cause delays in obtaining approvals. Some countries require approval of the sale price of a drug before it can be marketed. In many countries, the
pricing review period begins after marketing or product licensing approval is granted. In some foreign markets, prescription pharmaceutical
pricing remains subject to continuing governmental control even after initial approval is granted. As a result, we might obtain marketing
approval for a product in a particular country, but then be subject to price regulations that delay our commercial launch of the product, possibly
for lengthy time periods, and negatively impact the revenues we are able to generate from the sale of the product in that country. Adverse pricing
limitations may hinder our ability to recoup our investment in one or more product candidates, even if our product candidates obtain marketing
approval.

        Our ability to commercialize any products successfully also will depend in part on the extent to which reimbursement for these products
and related treatments will be available from government health administration authorities, private health insurers and other organizations.
Government authorities and third-party payors, such as private health insurers and health maintenance organizations, decide which medications
they will pay for and establish reimbursement levels. A primary trend in the U.S. healthcare industry and elsewhere is cost containment.
Government authorities and third-party payors have attempted to control costs by limiting coverage and the amount of reimbursement for
particular medications. Increasingly, third-party payors are requiring that drug companies provide them with predetermined discounts from list
prices and are challenging the prices charged for medical products. We cannot be sure that reimbursement will be available for any product that
we commercialize and, if reimbursement is available, the level of reimbursement. Reimbursement may impact the demand for, or the price of,
any product candidate for which we obtain marketing approval. Obtaining reimbursement for our products may be particularly difficult because
of the higher prices often associated with drugs administered under the supervision of a physician. If reimbursement is not available or is
available only to limited levels, we may not be able to successfully commercialize any product candidate for which we obtain marketing
approval.

        There may be significant delays in obtaining reimbursement for newly approved drugs, and coverage may be more limited than the
purposes for which the drug is approved by the FDA or similar regulatory authorities outside the United States. Moreover, eligibility for
reimbursement does not imply that any drug will be paid for in all cases or at a rate that covers our costs, including research, development,
manufacture, sale and distribution. Interim reimbursement levels for new drugs, if applicable, may also not be sufficient to cover our costs and
may not be made permanent. Reimbursement rates may vary according to the use of the drug and the clinical setting in which it is used, may be
based on reimbursement levels already set for lower cost drugs and may be incorporated into existing payments for other services. Net prices for
drugs may be reduced by mandatory discounts or rebates required by government healthcare programs or private payors and by any future
relaxation of laws that presently restrict imports of drugs from countries where they may be sold at lower prices than in the United States.
Third-party payors often rely upon Medicare coverage policy and payment
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limitations in setting their own reimbursement policies. Our inability to promptly obtain coverage and profitable payment rates from both
government-funded and private payors for any approved products that we develop could have a material adverse effect on our operating results,
our ability to raise capital needed to commercialize products and our overall financial condition.

Product liability lawsuits against us could cause us to incur substantial liabilities and to limit commercialization of any products that we may
develop.

        We face an inherent risk of product liability exposure related to the testing of our product candidates in human clinical trials and will face
an even greater risk if we commercially sell any products that we may develop. If we cannot successfully defend ourselves against claims that
our product candidates or products caused injuries, we will incur substantial liabilities. Regardless of merit or eventual outcome, liability claims
may result in:

�
decreased demand for any product candidates or products that we may develop;

�
injury to our reputation and significant negative media attention;

�
withdrawal of clinical trial participants;

�
significant costs to defend the related litigation;

�
substantial monetary awards to trial participants or patients;

�
loss of revenue; and

�
the inability to commercialize any products that we may develop.

        We currently hold $3.0 million in product liability insurance coverage in the aggregate, with a per incident limit of $3.0 million, which may
not be adequate to cover all liabilities that we may incur. We may need to increase our insurance coverage when we begin clinical trials or the
commercialization of our product candidates, if ever. Insurance coverage is increasingly expensive. We may not be able to maintain insurance
coverage at a reasonable cost or in an amount adequate to satisfy any liability that may arise.

If we fail to comply with environmental, health and safety laws and regulations, we could become subject to fines or penalties or incur costs
that could have a material adverse effect on the success of our business.

        We are subject to numerous environmental, health and safety laws and regulations, including those governing laboratory procedures and the
handling, use, storage, treatment and disposal of hazardous materials and wastes. Our operations involve the use of hazardous and flammable
materials, including chemicals and biological materials. Our operations also produce hazardous waste products. We generally contract with third
parties for the disposal of these materials and wastes. We cannot eliminate the risk of contamination or injury from these materials. In the event
of contamination or injury resulting from our use of hazardous materials, we could be held liable for any resulting damages, and any liability
could exceed our resources. We also could incur significant costs associated with civil or criminal fines and penalties.

        Although we maintain workers' compensation insurance to cover us for costs and expenses we may incur due to injuries to our employees
resulting from the use of hazardous materials, this insurance may not provide adequate coverage against potential liabilities. We do not maintain
insurance for environmental liability or toxic tort claims that may be asserted against us in connection with our storage or disposal of biological,
hazardous or radioactive materials.

        In addition, we may incur substantial costs in order to comply with current or future environmental, health and safety laws and regulations.
These current or future laws and regulations
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may impair our research, development or production efforts. Failure to comply with these laws and regulations also may result in substantial
fines, penalties or other sanctions.

RISKS RELATED TO OUR DEPENDENCE ON THIRD PARTIES

We expect to depend on collaborations with third parties for the development and commercialization of our product candidates. If those
collaborations are not successful, we may not be able to capitalize on the market potential of these product candidates.

        We may seek third-party collaborators for the development and commercialization of our product candidates. Our likely collaborators for
any collaboration arrangements include large and mid-size pharmaceutical companies, regional and national pharmaceutical companies and
biotechnology companies. If we do enter into any such arrangements with any third parties, we will likely have limited control over the amount
and timing of resources that our collaborators dedicate to the development or commercialization of our product candidates. Our ability to
generate revenues from these arrangements will depend on our collaborators' abilities to successfully perform the functions assigned to them in
these arrangements.

        Collaborations involving our product candidates would pose the following risks to us:

�
collaborators have significant discretion in determining the efforts and resources that they will apply to these collaborations;

�
collaborators may not pursue development and commercialization of our product candidates or may elect not to continue or
renew development or commercialization programs based on clinical trial results, changes in the collaborator's strategic
focus or available funding or external factors such as an acquisition that diverts resources or creates competing priorities;

�
collaborators may delay clinical trials, provide insufficient funding for a clinical trial program, stop a clinical trial or
abandon a product candidate, repeat or conduct new clinical trials or require a new formulation of a product candidate for
clinical testing;

�
collaborators could independently develop, or develop with third parties, products that compete directly or indirectly with
our products or product candidates if the collaborators believe that competitive products are more likely to be successfully
developed or can be commercialized under terms that are more economically attractive than ours;

�
a collaborator with marketing and distribution rights to one or more products may not commit sufficient resources to the
marketing and distribution of such product or products;

�
collaborators may not properly maintain or defend our intellectual property rights or may use our proprietary information in
such a way as to invite litigation that could jeopardize or invalidate our proprietary information or expose us to potential
litigation;

�
disputes may arise between the collaborators and us that result in the delay or termination of the research, development or
commercialization of our products or product candidates or that result in costly litigation or arbitration that diverts
management attention and resources; and

�
collaborations may be terminated and, if terminated, may result in a need for additional capital to pursue further
development or commercialization of the applicable product candidates.

        Collaboration agreements may not lead to development or commercialization of product candidates in the most efficient manner or at all. If
a present or future collaborator of ours were to be involved in a business combination, the continued pursuit and emphasis on our product
development or commercialization program could be delayed, diminished or terminated.
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If we are not able to establish collaborations, we may have to alter our development and commercialization plans.

        Our drug development programs and the potential commercialization of our product candidates will require substantial additional cash to
fund expenses. For some of our product candidates, we may decide to collaborate with pharmaceutical and biotechnology companies for the
development and potential commercialization of those product candidates.

        We face significant competition in seeking appropriate collaborators. Whether we reach a definitive agreement for a collaboration will
depend, among other things, upon our assessment of the collaborator's resources and expertise, the terms and conditions of the proposed
collaboration and the proposed collaborator's evaluation of a number of factors. Those factors may include the design or results of clinical trials,
the likelihood of approval by the FDA or similar regulatory authorities outside the United States, the potential market for the subject product
candidate, the costs and complexities of manufacturing and delivering such product candidate to patients, the potential of competing products,
the existence of uncertainty with respect to our ownership of technology, which can exist if there is a challenge to such ownership without regard
to the merits of the challenge and industry and market conditions generally. The collaborator may also consider alternative product candidates or
technologies for similar indications that may be available to collaborate on and whether such a collaboration could be more attractive than the
one with us for our product candidate. We may also be restricted under existing license agreements from entering into agreements on certain
terms with potential collaborators. Collaborations are complex and time-consuming to negotiate and document. In addition, there have been a
significant number of recent business combinations among large pharmaceutical companies that have resulted in a reduced number of potential
future collaborators.

        We may not be able to negotiate collaborations on a timely basis, on acceptable terms, or at all. If we are unable to do so, we may have to
curtail the development of such product candidate, reduce or delay its development program or one or more of our other development programs,
delay its potential commercialization or reduce the scope of any sales or marketing activities, or increase our expenditures and undertake
development or commercialization activities at our own expense. If we elect to increase our expenditures to fund development or
commercialization activities on our own, we may need to obtain additional capital, which may not be available to us on acceptable terms or at
all. If we do not have sufficient funds, we may not be able to further develop our product candidates or bring them to market and generate
product revenue.

We expect to rely on third parties to conduct our clinical trials and some aspects of our compound formulation research and preclinical
testing, and those third parties may not perform satisfactorily, including failing to meet deadlines for the completion of such trials, research
or testing.

        We do not plan to independently conduct all aspects of clinical trials of our product candidates. In addition, we do not expect to
independently conduct all aspects of our compound formulation research or preclinical testing of our product candidates. We expect to rely on
third parties, such as contract research organizations, clinical data management organizations, medical institutions and clinical investigators, to
conduct our clinical trials. We currently rely and expect to continue to rely on third parties to conduct some aspects of our compound
formulation research and preclinical testing. For example, we currently rely on third parties in the development of various formulations of
VS-507, VS-4718 and VS-5095. We cannot finish preclinical testing and initiate clinical trials of these product candidates until the development
of a formulation is complete. Any of these third parties may terminate their engagements with us at any time. If we need to enter into alternative
arrangements, it would delay our product development activities.

        Our reliance on these third parties for research and development activities will reduce our control over these activities but will not relieve us
of our responsibilities. For example, we will remain
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responsible for ensuring that each of our clinical trials is conducted in accordance with the general investigational plan and protocols for the
trial. Moreover, the FDA requires us to comply with standards, commonly referred to as Good Clinical Practices, for conducting, recording and
reporting the results of clinical trials to assure that data and reported results are credible and accurate and that the rights, integrity and
confidentiality of trial participants are protected. We also are required to register ongoing clinical trials and post the results of completed clinical
trials on a government-sponsored database, ClinicalTrials.gov, within certain timeframes. Failure to do so can result in fines, adverse publicity
and civil and criminal sanctions.

        Furthermore, these third parties may also have relationships with other entities, some of which may be our competitors. If these third parties
do not successfully carry out their contractual duties, meet expected deadlines or conduct our clinical trials in accordance with regulatory
requirements or our stated protocols, we will not be able to obtain, or may be delayed in obtaining, marketing approvals for our product
candidates and will not be able to, or may be delayed in our efforts to, successfully commercialize our product candidates.

        We also expect to rely on other third parties to store and distribute drug supplies for our clinical trials. Any performance failure on the part
of our distributors could delay clinical development or marketing approval of our product candidates or commercialization of our products,
producing additional losses and depriving us of potential product revenue.

We contract with third parties for the manufacture of our product candidates for preclinical testing and expect to continue to do so for
clinical trials and for commercialization. This reliance on third parties increases the risk that we will not have sufficient quantities of our
product candidates or products or such quantities at an acceptable cost, which could delay, prevent or impair our development or
commercialization efforts.

        We do not have any manufacturing facilities or personnel. We currently rely, and expect to continue to rely, on third-party manufacturers
for the manufacture of our product candidates for preclinical testing, other than small amounts of compounds that we may synthesize ourselves
for such purpose. To date, we have obtained starting materials for our supply of the cGMP bulk drug substance for our product candidates from
one third-party manufacturer. We do not have a long term supply agreement with this third-party manufacturer, and we purchase our required
drug supply on a purchase order basis.

        We expect to rely on third-party manufacturers or third-party collaborators for the manufacture of our product candidates for clinical trials
and for commercial supply of any of these product candidates for which we or our collaborators obtain marketing approval. We may be unable
to establish any agreements with third-party manufacturers or to do so on acceptable terms. Even if we are able to establish agreements with
third-party manufacturers, reliance on third-party manufacturers entails additional risks, including:

�
reliance on the third party for regulatory compliance and quality assurance;

�
the possible breach of the manufacturing agreement by the third party; and

�
the possible termination or nonrenewal of the agreement by the third party at a time that is costly or inconvenient for us.

        Third-party manufacturers may not be able to comply with current good manufacturing practices, or cGMP, regulations or similar
regulatory requirements outside the United States. Our failure, or the failure of our third-party manufacturers, to comply with applicable
regulations could result in sanctions being imposed on us, including fines, injunctions, civil penalties, delays, suspension or withdrawal of
approvals, license revocation, seizures or recalls of product candidates or products, operating restrictions and criminal prosecutions, any of
which could significantly and adversely affect supplies of our products and harm our business and results of operations.
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        Any products that we may develop may compete with other product candidates and products for access to manufacturing facilities. There
are a limited number of manufacturers that operate under cGMP regulations and that might be capable of manufacturing for us.

        Any performance failure on the part of our existing or future manufacturers could delay clinical development or marketing approval. We do
not currently have arrangements in place for redundant supply or a second source for bulk drug substance. If our current contract manufacturer
cannot perform as agreed, we may be required to replace that manufacturer. Although we believe that there are several potential alternative
manufacturers who could manufacture our product candidates, we may incur added costs and delays in identifying and qualifying any such
replacement.

        Our current and anticipated future dependence upon others for the manufacture of our product candidates or products may adversely affect
our future profit margins and our ability to commercialize any products that receive marketing approval on a timely and competitive basis.

RISKS RELATED TO OUR INTELLECTUAL PROPERTY

If we fail to comply with our obligations under our intellectual property licenses with third parties, we could lose license rights that are
important to our business.

        We are a party to a number of intellectual property license agreements with third parties, including the Whitehead Institute and Poniard
Pharmaceuticals, Inc., or Poniard, and expect to enter into additional license agreements in the future. Our existing license agreements impose,
and we expect that future license agreements will impose, various diligence, milestone payment, royalty, insurance and other obligations on us.
For example, under our license agreements with the Whitehead Institute and Poniard, we are required to use commercially reasonable efforts to
develop and commercialize licensed products under the agreement and to satisfy other specified obligations. If we fail to comply with our
obligations under these licenses, our licensors may have the right to terminate these license agreements, in which event we might not be able to
market any product that is covered by these agreements, or to convert the exclusive licenses to non-exclusive licenses, which could materially
adversely affect the value of the product candidate being developed under these license agreements. Termination of these license agreements or
reduction or elimination of our licensed rights may result in our having to negotiate new or reinstated licenses with less favorable terms. If the
Whitehead Institute were to terminate its drug discovery platform license agreement with us for any reason, we would lose access to the EMT
technology and the ability to use the stable population of CSCs for high-throughput screening. If Poniard were to terminate its license agreement
with us for any reason, we would lose our rights to VS-4718 and VS-5095.

If we are unable to obtain and maintain patent protection for our technology and products, or if our licensors are unable to obtain and
maintain patent protection for the technology or products that we license from them, or if the scope of the patent protection obtained is not
sufficiently broad, our competitors could develop and commercialize technology and products similar or identical to ours, and our ability to
successfully commercialize our technology and products may be adversely affected.

        Our success depends in large part on our and our licensors' ability to obtain and maintain patent protection in the United States and other
countries with respect to our proprietary technology and products. We and our licensors seek to protect our proprietary position by filing patent
applications in the United States and abroad related to our novel technologies and products that are important to our business. To date, one U.S.
patent has issued that covers an aspect of our proprietary technology, with claims covering certain methods of predicting the likelihood that a
tumor will metastasize. However, no patents have issued that cover our proprietary EMT technology or our product candidates, and we cannot
be certain that any patents will issue with claims that cover our proprietary EMT technology or product candidates.
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        The patent prosecution process is expensive and time-consuming, and we may not be able to file and prosecute all necessary or desirable
patent applications at a reasonable cost or in a timely manner. It is also possible that we will fail to identify patentable aspects of our research
and development output before it is too late to obtain patent protection. Moreover, in some circumstances, we do not have the right to control the
preparation, filing and prosecution of patent applications, or to maintain the patents, covering technology or products that we license from third
parties and are reliant on our licensors. For example, we do not control the prosecution of the patent applications licensed to us under our
agreements with the Whitehead Institute or those patent applications owned by The Scripps Research Institute, or Scripps, licensed to us under
our agreement with Poniard. Therefore, we cannot be certain that these patents and applications will be prosecuted and enforced in a manner
consistent with the best interests of our business. If such licensors fail to maintain such patents, or lose rights to those patents, the rights we have
licensed may be reduced or eliminated.

        The patent position of biotechnology and pharmaceutical companies generally is highly uncertain, involves complex legal and factual
questions and has in recent years been the subject of much litigation. As a result, the issuance, scope, validity, enforceability
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