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PART I. FINANCIAL INFORMATION

Item 1. Condensed Consolidated Financial Statements (Unaudited)
VISTAGEN THERAPEUTICS, INC.

CONDENSED CONSOLIDATED BALANCE SHEETS

(Amounts in Dollars, except share amounts)

December 31  March 31,

2016 2016
(Unaudited)

ASSETS
Current assets:
Cash and cash equivalents $4.372,000 $428,500
Sublicense fee receivable 1,250,000 -
Prepaid expenses and other current assets 146,400 426,800
Total current assets 5,768,400 855,300
Property and equipment, net 59,900 87,600
Security deposits and other assets 47,800 46,900
Total assets $5,876,100 $989,800

LIABILITIES AND STOCKHOLDERS’ EQUITY (DEFICIT)
Current liabilities:
Accounts payable $874,400 $936,000
Accrued expenses 961,800 814,000
Current portion of notes payable and accrued interest 35,800 43,600
Capital lease obligations 300 1,100
Total current liabilities 1,872,300 1,794,700
Non-current liabilities:
Notes payable - 27,200
Accrued dividends on Series B Preferred Stock 1,339,300 2,089,600
Deferred rent liability 75,900 55,500
Total non-current liabilities 1,415,200 2,172,300
Total liabilities 3,287,500 3,967,000

Commitments and contingencies
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Stockholders’ equity (deficit):

Preferred stock, $0.001 par value; 10,000,000 shares authorized at December 31,
2016 and March 31, 2016:

Series A Preferred, 500,000 shares authorized and outstanding at December 31, 2016
and March 31, 2016

Series B Preferred; 4,000,000 shares authorized at December 31, 2016 and March 31,
2016; 1,160,240 shares and 3,663,077 shares issued and outstanding at December 31, 1,200 3,700
2016 and March 31, 2016, respectively

Series C Preferred; 3,000,000 shares authorized at December 31, 2016 and March 31,

500 500

2016; 2,318,012 shares issued and outstanding at December 31, 2016 and March 31, 2,300 2,300

2016

Common stock, $0.001 par value; 30,000,000 shares authorized at December 31,

2016 and March 31, 2016; 8,717,136 and 2,623,145 shares issued at December 31, 8,700 2,600

2016 and March 31, 2016, respectivtly

Additional paid-in capital 145,993,900 132,725,000

Treasury stock, at cost, 135,665 shares of common stock held at December 31, 2016

and March 31, 2016 (3:968,100)  (3,968,100)

Accumulated deficit (139,449,900) (131,743,200)
Total stockholders’ equity (deficit) 2,588,600 (2,977,200)
Total liabilities and stockholders’ equity (deficit) $5,876,100 $989,800

See accompanying notes to Condensed Consolidated Financial Statements.



Edgar Filing: VistaGen Therapeutics, Inc. - Form 10-Q



Edgar Filing: VistaGen Therapeutics, Inc. - Form 10-Q

Table of Contents

VISTAGEN THERAPEUTICS, INC.

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS AND COMPREHENSIVE LOSS
(Unaudited)
(Amounts in dollars, except share amounts)

Three Months Ended Nine Months Ended
December 31, December 31,
2016 2015 2016 2015
Revenues:
Sublicense fees 1,250,000 - 1,250,000 -
Total revenues 1,250,000 - 1,250,000 -
Operating expenses:
Research and development 1,611,000 806,300 4,042,800 2,835,000
General and administrative 2,276,600 1,335,500 4,907,800 6,514,500
Total operating expenses 3,887,600 2,141,800 8,950,600 9,349,500
Loss from operations (2,637,600) (2,141,800) (7,700,600) (9,349,500)
Other expenses, net:
Interest expense, net (900) (2,500) (3,700) (769,800)
Change in warrant liability - - - (1,894,700)
Loss on extinguishment of debt - - - (26,700,200)
Other income (expense) - (2,300) - (2,300)
Loss before income taxes (2,638,500) (2,146,600) (7,704,300) (38,716,500)
Income taxes - - (2,400) (2,300)
Net loss $(2,638,500) $(2,146,600) $(7,706,700) $(38,718,800)
Accrued dividend on Series B Preferred stock (237,700) (631,300) (1,018,500) (1,459,300)
Deemed dividend on Series B Preferred Units - (668,700) (111,100) (1,811,800)
Net loss attributable to common stockholders $(2,876,200) $(3,446,600) $(8,836,300) $(41,989,900)
Basic and diluted net loss attributable to common
stockholders per common share $(0.34) $(1.95) $(1.23) $(25.45)

Weighted average shares used in computing basic

and diluted net loss

attributable to common stockholders per common share 8,381,824 1,765,641 7,181,307 1,650,160
Comprehensive loss $(2,638,500) $(2,146,600) $(7,706,700) $(38,718,800)

See accompanying notes to Condensed Consolidated Financial Statements.
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VISTAGEN THERAPEUTICS, INC.

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(Unaudited)
(Amounts in Dollars)

Cash flows from operating activities:

Net loss

Adjustments to reconcile net loss to net cash used in operating activities:
Depreciation and amortization

Amortization of discounts on convertible and promissory notes

Change in warrant liability

Stock-based compensation

Expense related to modification of warrants, including exchange of warrants for Series

C Preferred and common stock

Amortization of deferred rent

Fair value of common stock granted for services

Fair value of Series B Preferred stock granted for services
Fair value of warrants granted for services

Gain on currency fluctuation

Loss on disposition of fixed assets

Changes in operating assets and liabilities:

Sublicense fee receivable

Prepaid expenses, security deposit and other current assets
Accounts payable and accrued expenses, including accrued interest
Net cash used in operating activities

Cash flows from investing activities:
Purchases of equipment
Net cash used in investing activities

Cash flows from financing activities:

Net proceeds from issuance of common stock and warrants, including Units
Net proceeds from issuance of Series B Preferred Units

Repayment of capital lease obligations

Repayment of notes

Net cash provided by financing activities

Net increase in cash and cash equivalents

Cash and cash equivalents at beginning of period

Nine Months Ended

December 31,

2016

2015

$(7,706,700) $(38,718,800)

37,600

573,900
427,500

20,400
1,217,500
375,000
240,300

(1,250,000)
22,000
74,200
(5,968,300)

(9,900)
(9,900)

9,785,000
278,000
(800)
(140,500)
9,921,700
3,943,500
428,500

40,800
564,800
1,894,700
3,868,300

614,900

(19,500)
606,300
1,045,000
111,200
(6,400)
2,300

61,800
(264,500)
(3,498,900)

(4,600)
(4,600)

280,000
4,397,800
(700)
(85,200)
4,591,900
1,088,400
70,000

12
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Cash and cash equivalents at end of period $4.372,000

Supplemental disclosure of noncash activities:
Conversion of Senior Secured Notes, Subordinate Convertible Notes, Promissory

Notes, Accounts payable and other debt into Series B Preferred $-
Insurance premiums settled by issuing note payable $117,500
Accrued dividends on Series B Preferred $1,018,500

Accrued dividends on Series B Preferred settled upon conversion by issuance
of common stock $1,768,800

See accompanying notes to Condensed Consolidated Financial Statements.

4-

$1,158,400

$18,891,400
$79,400
$1,459,300

$43,500

13
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VISTAGEN THERAPEUTICS, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)

Note 1. Description of Business
Overview

VistaGen Therapeutics, Inc. (NASDAQ: VTGN), a Nevada corporation, is a clinical-stage biopharmaceutical

company focused on developing new generation medicines for depression and other central nervous system (CNS)
disorders. Our principal executive offices are located at 343 Allerton Avenue, South San Francisco, California 94080,
and our telephone number is (650) 577-3600. Our website address is www.vistagen.com. Unless the context otherwise
requires, the words “VistaGen Therapeutics, Inc.” “VistaGen,” “we,” “the Company,” “us” and “our” refer to VistaGen
Therapeutics, Inc., a Nevada corporation.

AV-101, our lead CNS product candidate, is a new generation oral antidepressant drug candidate in Phase 2
development, initially as an adjunctive treatment for Major Depressive Disorder (MDD) in patients with an inadequate
response to standard antidepressants approved by the U.S. Food and Drug Administration (FDA). We believe
AV-101 may also have the potential to treat additional CNS indications, including chronic neuropathic pain, epilepsy,
Huntington’s disease and Parkinson’s disease.

AV-101’s mechanism of action, as an N-methyl D aspartate receptor (NMDAR) antagonist binding selectively at the
glycine binding (GlyB) co-agonist site of the NMDAR, is fundamentally differentiated from all FDA-approved
antidepressants, as well as all atypical antipsychotics often used adjunctively with standard antidepressants.

A Phase 2a clinical study of AV-101 as a monotherapy in subjects with treatment-resistant MDD is being conducted
and fully funded by the U.S. National Institute of Mental Health (NIMH), part of the U.S. National Institutes of Health
(NIH), under our February 2015 Cooperative Research and Development Agreement (CRADA) with the NIMH
(Phase 2a Study). The Principal Investigator of the Phase 2a Study is Dr. Carlos Zarate, Jr., Chief of the NIMH’s
Experimental Therapeutics & Pathophysiology Branch and its Section on Neurobiology and Treatment of Mood and
Anxiety Disorders. Previous NIMH studies, including studies conducted by Dr. Zarate, have focused on the
antidepressant effects of low dose, intravenous (I.V.) ketamine, a NMDAR antagonist, in patients with
treatment-resistant MDD. These NIMH studies, as well as clinical research by Yale University and other academic
institutions, have demonstrated robust antidepressant effects in MDD patients within twenty-four hours of a single low
dose of I.V. ketamine. We believe orally-administered AV-101 may have potential to deliver ketamine-like fast-acting
antidepressant effects without ketamine’s serious side effects. We currently anticipate that the NIMH will complete the
Phase 2a Study by the end of 2017.

We are preparing to launch our Phase 2b clinical study of AV-101 as a new generation adjunctive treatment of MDD
in adult patients with an inadequate response to standard, FDA-approved antidepressants (Phase 2b Study). We
currently anticipate commencement of this multi-center, multi-dose, double blind, placebo-controlled efficacy and
safety study of AV-101 by the end of the second quarter of 2017. Dr. Maurizio Fava, Professor of Psychiatry at
Harvard Medical School and Director, Division of Clinical Research, Massachusetts General Hospital (MGH)
Research Institute, will be the Principal Investigator of the Phase 2b Study. Dr. Fava was the co-Principal Investigator
with Dr. A. John Rush of the STAR*D study, the largest clinical trial conducted in depression to date, whose findings
were published in journals such as the New England Journal of Medicine (NEJM) and the Journal of the American
Medical Association (JAMA). We currently anticipate top line results of the Phase 2b Study by the end of 2018.
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VistaStem Therapeutics (VistaStem) is our wholly owned subsidiary focused on applying human pluripotent stem cell
(hPSC) technology, internally or with third-party collaborators, to discover, rescue, develop and commercialize (i)
proprietary new chemical entities (NCEs), including small molecule NCEs with regenerative potential, for CNS and
other diseases and (ii) cellular therapies involving stem cell-derived blood, cartilage, heart and liver cells. Our
internal small molecule drug rescue programs utilize CardioSafe 3D, our customized cardiac bioassay system, to
develop NCE:s for our pipeline. In December 2016, we exclusively sublicensed to BlueRock Therapeutics LP, a next
generation regenerative medicine company established in December 2016 by Bayer AG and Versant Ventures, rights
to certain proprietary technologies relating to the production of cardiac stem cells for the treatment of heart disease
(the BlueRock Agreement). VistaStem may also pursue additional potential regenerative medicine (RM) applications,
including using blood, cartilage, and/or liver cells derived from hPSCs for (A) cell-based therapy, (B) cell repair
therapy, and/or (C) tissue engineering. In a manner similar to our exclusive sublicense agreement with BlueRock
Therapeutics, VistaStem may pursue these additional RM applications in collaboration with third-parties.

AV-101 and Major Depressive Disorder

Background

The World Health Organization (WHO) estimates that 350 million people worldwide are affected by depression.
According to the NIH, major depression is one of the most common mental disorders in the U.S. The NIMH reports
that, in 2014, an estimated 15.7 million adults aged 18 or older in the U.S. had at least one major depressive episode in
the past year. This represented 6.7 percent of all U.S. adults. According to the U.S. Centers for Disease Control and

Prevention (CDC) one in 10 Americans over the age of 12 takes a standard, FDA-approved antidepressant.

5.
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Most standard, FDA-approved antidepressants target neurotransmitter reuptake inhibition — either serotonin
(antidepressants known as SSRIs) or serotonin/norepinephrine (antidepressants known as SNRIs). Even when
effective, these standard depression medications take many weeks to achieve adequate antidepressant effects. Nearly
two out of every three drug-treated depression patients, including an estimated 6.9 million drug-treated MDD patients
in the U.S., obtain inadequate therapeutic benefit from initial treatment with a standard antidepressant. Unfortunately,
even after treatment with as many as four different standard antidepressants, nearly one out of every three drug-treated
depression patients still do not achieve adequate therapeutic benefits. Such patients with an inadequate response to
standard antidepressants often seek to augment their treatment regimen by adding an atypical antipsychotic (such as,
for example, aripiprazole), despite only modest potential therapeutic benefit and the risk of additional side effects
from atypical antipsychotics.

All standard, FDA-approved antidepressants have risks of significant side effects, including, among others, potential
anxiety, metabolic syndrome, sleep disturbance and sexual dysfunction. Adjunctive use of atypical antipsychotics to
augment inadequately performing standard antidepressants increases the risk of serious side effects, including,
potentially, tardive dyskinesia, significant weight gain, diabetes and heart disease, while offering only a modest
potential increase in therapeutic benefit.

AV-101

AV-101, our oral new generation antidepressant prodrug candidate, is in Phase 2 clinical development for the
adjunctive treatment of MDD patients with an inadequate response to standard antidepressants. As published in the
October 2015 issue of the peer-reviewed, Journal of Pharmacology and Experimental Therapeutics, in an article
entitled, The prodrug 4-chlorokynurenine causes ketamine-like antidepressant effects, but not side effects, by
NMDA/glycineB-site inhibition, using well-established preclinical models of depression, AV-101 was shown to
induce fast-acting, dose-dependent, persistent and statistically significant antidepressant-like responses following a
single treatment. These responses were equivalent to those seen with a single sub-anesthetic control dose of ketamine,
a NMDAR antagonist. In addition, these studies confirmed that the fast-acting antidepressant effects of AV-101 were
mediated through the GlyB site and also involved the activation of another key neurological pathway, the
alpha-amino-3-hydroxy-5-methyl-4-isoxazolepropionic acid (AMPA) receptor pathway. We believe activation of the
AMPA receptor pathway is a key final common pathway feature of new generation antidepressants.

Following the completion of our NIH-funded, randomized, double blind, placebo-controlled AV-101 Phase 1a and
Phase 1b safety studies, the NIMH initiated and is fully funding the Phase 2a study of AV-101 as a monotherapy in
subjects with treatment-resistant MDD under our February 2015 CRADA with the NIMH. Dr. Carlos Zarate Jr. of the
NIMH is the Principal Investigator conducting the Phase 2a Study at the NIMH. The trial is expected to enroll up to
25 patients. We currently anticipate that the NIMH will complete the Phase 2a Study by the end of 2017.

We are preparing to launch our approximately 280-patient Phase 2b Study of AV-101 as an adjunctive treatment of
MDD in patients with an inadequate response to standard, FDA-approved antidepressants. We currently anticipate the
launch of the Phase 2b Study, with Dr. Maurizio Fava of Harvard Medical School serving as Principal Investigator, by
the end of the second quarter of 2017. We currently anticipate top line results of the Phase 2b Study by the end of
2018.

We believe preclinical studies support the hypothesis that AV-101 may also have the potential to treat multiple CNS
disorders and neurodegenerative diseases in addition to MDD, including chronic neuropathic pain, epilepsy,
Parkinson’s disease and Huntington’s disease, where modulation of the NMDAR, AMPA pathway and/or key active
metabolites of AV-101 may achieve therapeutic benefit. However, human clinical studies will be required before this
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therapeutic potential could be demonstrated. There is no guarantee that human clinical trials would be successful or
that the FDA would approve the use of AV-101 for the treatment of one or more of these additional CNS indications.

CardioSafe 3D™; NCE Drug Rescue and Regenerative Medicine

VistaStem Therapeutics is our wholly owned subsidiary focused on applying hPSC technology to discover, rescue,
develop and commercialize proprietary NCEs, including small molecule NCEs with regenerative potential, for CNS
and other diseases, as well as potential cellular therapies involving stem cell-derived blood, cartilage, heart and liver
cells. CardioSafe 3D™ is our customized in vitro cardiac bioassay system capable of predicting potential human heart
toxicity of small molecule NCEs in vitro, long before they are ever tested in animal and human studies. We are
currently focused on potential commercial applications of our stem cell technology platform involving (i) use of
CardioSafe 3D for internal small molecule NCE drug discovery and drug rescue to expand our proprietary drug
candidate pipeline, leveraging substantial prior research and development investments by pharmaceutical companies
and others related to public domain NCEs terminated before FDA approval due to heart toxicity risks and (ii) RM.
With respect to RM, in December 2016, we exclusively sublicensed to BlueRock Therapeutics LP, a next generation
regenerative medicine company established in December 2016 by Bayer AG and Versant Ventures, rights to certain
proprietary technologies relating to the production of cardiac stem cells for the treatment of heart disease (BlueRock
Therapeutics Agreement). We may also pursue additional potential RM applications using blood, cartilage, and/or
liver cells derived from hPSCs for (A) cell-based therapy (injection of stem cell-derived mature organ-specific cells
obtained through directed differentiation), (B) cell repair therapy (induction of regeneration by biologically active
molecules administered alone or produced by infused genetically engineered cells), or (C) tissue engineering
(transplantation of in vitro grown complex tissues) using hPSC-derived blood, bone, cartilage, and/or liver cells. In a
manner similar to the BlueRock Therapeutics Agreement, we may pursue these additional RM applications in
collaboration with third-parties.

-6-
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Subsidiaries

VistaGen Therapeutics, Inc., a California corporation dba VistaStem Therapeutics (VistaStem), is our wholly-owned
subsidiary. Our Condensed Consolidated Financial Statements in this Report also include the accounts of VistaStem’s
two wholly-owned inactive subsidiaries, Artemis Neuroscience, Inc., a Maryland corporation, and VistaStem Canada,
Inc., a corporation organized under the laws of Ontario, Canada.

Note 2. Basis of Presentation

The accompanying unaudited Condensed Consolidated Financial Statements have been prepared in accordance with
accounting principles generally accepted in the United States (U.S. GAAP) for interim financial information and with
the instructions to Form 10-Q and Rule 8-03 of Regulation S-X. Accordingly, they do not contain all of the
information and footnotes required for complete consolidated financial statements. In the opinion of management, the
accompanying unaudited Condensed Consolidated Financial Statements reflect all adjustments, which include only
normal recurring adjustments, necessary to present fairly our interim financial information. The accompanying
Condensed Consolidated Balance Sheet at March 31, 2016 has been derived from our audited consolidated financial
statements at that date but does not include all disclosures required by U.S. GAAP. The operating results for the three
and nine months ended December 31, 2016 are not necessarily indicative of the operating results to be expected for
our fiscal year ending March 31, 2017 or for any other interim period or any other future period.

The accompanying unaudited Condensed Consolidated Financial Statements and notes to Condensed Consolidated
Financial Statements should be read in conjunction with our audited Consolidated Financial Statements for the fiscal
year ended March 31, 2016 contained in our Annual Report on Form 10-K, as filed with the Securities and Exchange
Commission (SEC) on June 24, 2016.

The accompanying unaudited Condensed Consolidated Financial Statements have been prepared assuming we will
continue as a going concern. As a developing-technology company having not yet developed commercial products or
achieved sustainable revenues, we have experienced recurring losses and negative cash flows from operations
resulting in a deficit of $139.4 million accumulated from inception through December 31, 2016. We expect losses and
negative cash flows from operations to continue for the foreseeable future as we engage in further potential
development of AV-101, including conducting clinical trials, and pursue potential drug rescue, drug development and
regenerative medicine opportunities.

Since our inception in May 1998 through December 31, 2016, we have financed our operations and technology
acquisitions primarily through the issuance and sale of our equity and debt securities, including convertible
promissory notes and short-term promissory notes, for cash proceeds of approximately $44.5 million, as well as from
an aggregate of approximately $17.6 million of government research grant awards, strategic collaboration payments,
intellectual property sublicensing and other revenues. Additionally, we have issued equity securities with an
approximate value at issuance of $30.4 million in non-cash settlements of certain liabilities, including liabilities for
professional services rendered to us or as compensation for such services.

Between April 1, 2016 and May 4, 2016, we sold to accredited investors Series B Preferred Units consisting of 39,714
unregistered shares of our Series B Preferred Stock, par value $0.001 per share (Series B Preferred), and five year
warrants exercisable at $7.00 per share (Series B Preferred Warrants) to purchase 39,714 shares of our common stock,
from which we received cash proceeds of $278,000. Further, on May 16, 2016 we consummated an underwritten
public offering pursuant to which we issued an aggregate of 2,570,040 registered shares of our common stock at the
public offering price of $4.24 per share and five-year warrants to purchase up to 2,705,883 registered shares of
common stock, with an exercise price of $5.30 per share, at the public offering price of $0.01 per warrant, including
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shares and warrants issued pursuant to the exercise of the underwriters' over-allotment option (the May 2016 Public
Offering). We received net cash proceeds of approximately $9.5 million from the May 2016 Public Offering after
deducting fees and expenses. During the quarter ended December 31, 2016, we received aggregate cash proceeds of
$247,900 from the sale of an aggregate of 67,000 shares of our unregistered common stock and warrants exercisable
through November 30, 2019 to purchase 16,750 unregistered shares of our common stock to two accredited investors
in private placement transactions. As described in greater detail in Note 5, Sublicense Fee Receivable and Sublicense
Revenue, we received a cash payment of $1.25 million under the BlueRock Therapeutics Agreement in January 2017.
We believe that we currently have sufficient financial resources to fund our expected operations at least through the
first half of 2017, including preparation for and launch of the Phase 2b Study. Although our current financial
resources are not yet sufficient to fully fund completion of the Phase 2b Study, we anticipate raising sufficient
additional capital as and when necessary and advisable to satisfy our key corporate objectives, including conducting
and completing the Phase 2b Study in an ordinary course manner. In furtherance of that objective, on January 23,
2017, we filed a Registration Statement on Form S-3 (Registration No. 333-215671) with the Securities and Exchange
Commission (the Commission) covering the potential future sale of up to $100 million of our equity and/or debt
securities or combinations thereof. There can be no assurance, however, that future financing will be available in
sufficient amounts, in a timely manner, or on terms acceptable to us, if at all. We may also seek research and
development collaborations that could generate revenue, funding for development of AV-101 and additional product
candidates, as well as additional government grant awards and agreements similar to our current CRADA with the
NIMH, which provides for the NIMH to fully fund the ongoing Phase 2a study of AV-101 as a monotherapy for
MDD. Such strategic collaborations may provide non-dilutive resources to advance our strategic initiatives while
reducing a portion of our future cash outlays and working capital requirements. In a manner similar to the BlueRock
Therapeutics Agreement, we may also pursue similar arrangements with third-parties covering other of our intellectual
property. Although we may seek additional collaborations that could generate revenue and/or non-dilutive funding for
development of AV-101 and other product candidates, as well as new government grant awards and/or agreements
similar to our CRADA with NIMH, no assurance can be provided that any such collaborations, awards or agreements
will occur in the future. Our future working capital requirements will depend on many factors, including, without
limitation, the scope and nature of opportunities related to our success and the success of certain other companies in
clinical trials, including our development and commercialization of AV-101 as an adjunctive treatment for MDD and
other CNS conditions, and various applications of our stem cell technology platform, the availability of, and our
ability to obtain, government grant awards and agreements, and our ability to enter into collaborations on terms
acceptable to us. To further advance the clinical development of AV-101 and our stem cell technology platform, as
well as support our operating activities, we plan to continue to carefully manage our routine operating costs, including
our employee headcount and related expenses, as well as costs relating to regulatory consulting, contract research and
development, investor relations and corporate development, legal, intellectual property, accounting, public company
compliance and other professional services and working capital costs.

-
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Notwithstanding the foregoing, substantial additional financing may not be available to us on a timely basis, on
acceptable terms, or at all. If we are unable to obtain substantial additional financing on a timely basis when needed in
2017 and beyond, our business, financial condition, and results of operations may be harmed, the price of our stock
may decline, we may be required to reduce, defer, or discontinue certain of our research and development activities
and we may not be able to continue as a going concern. These unaudited Condensed Consolidated Financial
Statements do not include any adjustments that might result from the outcome of this uncertainty.

Note 3. Summary of Significant Accounting Policies
Use of Estimates

The preparation of financial statements in conformity with U.S. GAAP requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities, the disclosure of contingent assets and liabilities
at the date of the financial statements, and the reported amounts of revenues and expenses during the reporting period.
Actual results could differ from those estimates. Significant estimates include those relating to share-based
compensation, and assumptions that have been used to value warrants, warrant modifications, warrant liabilities. With
the exception of the $1.25 million of sublicense revenue recorded in the quarter ended December 31, 2016 under the
BlueRock Therapeutics Agreement, which agreement is described in greater detail under Note 5, Sublicense Fee
Receivable and Sublicense Revenue below, we do not currently have, nor have we had during the periods covered by
this report, any arrangements requiring the recognition of revenue.

Research and Development Expenses

Research and development expenses are composed of both internal and external costs. Internal costs include salaries
and employment-related expenses of scientific personnel and direct project costs. External research and development
expenses consist primarily of costs associated with nonclinical and clinical development of AV-101, now in Phase 2
clinical development, initially for Major Depressive Disorder, stem cell technology-related research and development
costs, and costs related to the filing, maintenance and prosecution of patents and patent applications and technology
licenses. All such costs are charged to expense as incurred.

Stock-Based Compensation

We recognize compensation cost for all stock-based awards to employees or consultants based on the grant date fair
value of the award. Non-cash, stock-based compensation expense is recognized over the period during which the
employee or consultant is required to perform services in exchange for the award, which generally represents the
scheduled vesting period. We have no awards with market or performance conditions. For equity awards to
non-employees, we re-measure the fair value of the awards as they vest and the resulting value is recognized as an
expense during the period over which the services are performed.

_8-
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The table below summarizes stock-based compensation expense included in the accompanying Condensed
Consolidated Statements of Operations and Comprehensive Loss for the three and nine months ended December 31,
2016 and 2015.

Three Months Ended Nine Months Ended
December 31, December 31,

2016 2015 2016 2015

Research and development expense:

Stock option grants $113,900 $71,300 $239,900 $118,700
Warrants granted to officer in March 2014 - 2,800 - 8,500

Warrants granted to officer in September 2015 - - - 852,200
113,900 74,100 239,900 979,400

General and administrative expense:

Stock option grants 153,300 20,400 334,000 36,500
Warrants granted to officers and directors in March 2014 - 3,900 - 11,700
z&(f)eirsrants granted to officers, directors and consultants in September i i 2,840,700

153,300 24,300 334,000 2,888,900
Total stock-based compensation expense $267,200 $98,400 $573,900 $3,868,300

In June 2016, our Board of Directors (the Board) approved the grant of options to purchase an aggregate of 655,000
shares of our common stock at an exercise price of $3.49 per share to the independent members of our Board and to
our officers, including our newly-hired Chief Medical Officer. In September 2016, the Board approved the grant of an
option to purchase 125,000 shares of our common stock at an exercise price of $4.27 per share to another newly-hired
officer. In November 2016, the Board authorized the grant of stock options to independent members of the Board and
to our officers and employees to purchase an aggregate of 560,000 shares of our common stock at an exercise price of
$3.80 per share. At December 31, 2016, there were stock options outstanding to purchase 1,659,324 shares of our
common stock at a weighted average exercise price of $4.76 per share. We valued the options granted in June,
September and November 2016 using the Black-Scholes Option Pricing Model and the following weighted average
assumptions:

Assumption:
June September November

2016 2016 2016
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Market price per share at grant date
Exercise price per share

Risk-free interest rate

Contractual or estimated term in years
Volatility

Dividend rate

Shares

Fair Value per share

$3.49
$3.49

1.34%

6.68
81.69%
0.0%
655,000

$2.50

$4.27
$4.27

1.29%
6.25
83.26%
0.0%
125,000

$3.05

$3.80
$3.80

1.76%
6.79
84.38%
0.0%
560,000

$2.81

During September 2015, the Board approved the grant of options to purchase an aggregate of 90,000 shares of our
common stock at an exercise price of $9.25 per share to our non-officer employees and certain consultants. The Board
also granted immediately vested warrants to purchase an aggregate of 650,000 shares of our common stock to our
executive officers, independent members of the Board and certain consultants. We valued the warrants and options
granted in September 2015 using the Black-Scholes Option Pricing Model and the following assumptions:

Assumption:

Market price per share at grant date
Exercise price per share

Risk-free interest rate

Contractual or estimated term in years
Volatility

Dividend rate

Shares

Fair Value per share

9.

Warrants

$9.11
$9.25

1.52%
5.00
77.19%
0.0%
650,000

$5.68

Employee Options

$9.11
$9.25
2.02%
6.25
79.48%
0.0%
60,000

$6.35

Non-employee Options

$9.11
$9.25
2.20%
10.00
103.42%
0.0%
30,000

$8.27
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Comprehensive Loss

We have no components of other comprehensive loss other than net loss, and accordingly our comprehensive loss is
equivalent to our net loss for the periods presented.

Income (Loss) per Common Share

Basic net income (loss) per share of common stock excludes the effect of dilution and is computed by dividing net
income (loss) by the weighted-average number of shares of common stock outstanding for the period. Diluted net
income (loss) per share of common stock reflects the potential dilution that could occur if securities or other contracts
to issue shares of common stock were exercised or converted into shares of common stock. In calculating diluted net
income (loss) per share, we have historically adjusted the numerator for the change in the fair value of the warrant
liability attributable to outstanding warrants, only if dilutive, and increased the denominator to include the number of
potentially dilutive common shares assumed to be outstanding during the period using the treasury stock method. The
change in the fair value of the warrant liability, which was eliminated in May 2015, had no impact on the diluted net
earnings per share calculation in any period included in these unaudited Condensed Consolidated Financial
Statements.

As a result of our net loss for the periods presented, potentially dilutive securities were excluded from the computation
of net loss per share, as their effect would be antidilutive. For the three and nine month periods ended December 31,
2016 and 2015, the accrual for dividends on our Series B Preferred and the deemed dividend attributable to the
issuance of our Series B Preferred Units represent deductions from our net loss to arrive at net loss attributable to
common stockholders for those periods.

Potentially dilutive securities excluded in determining diluted net loss attributable to common stockholders per
common share are as follows:

As of December 31,

2016 2015
Series A Preferred stock issued and outstanding (1) 750,000 750,000
Series B Preferred stock issued and outstanding (2) 1,160,240 3,588,863
Series C Preferred stock issued