Aldeyra Therapeutics, Inc.

Form 424B4

May 02, 2014
Table of Contents

PROSPECTUS

1,500,000 Shares

Common Stock

Edgar Filing: Aldeyra Therapeutics, Inc. - Form 424B4

FILED PURSUANT
TO RULE 424(b)(4)
File No. 333-193204

DATED MAY 1, 2014

This is the initial public offering of shares of common stock of Aldeyra Therapeutics, Inc. No public market currently
exists for our shares. We are offering all of the shares of common stock offered by this prospectus. The public offering
price of our shares of common stock is $8.00 per share.

All common share and per-common-share figures in this prospectus have been adjusted to reflect a 1-for-12 reverse
stock split of our outstanding common stock effected on May 1, 2014.

Our common stock has been approved for listing on The NASDAQ Capital Market under the symbol ALDX.

We are an emerging growth company as that term is used in the Jumpstart Our Business Startups Act of 2012, and, as
such, we have elected to take advantage of certain reduced public company reporting requirements for this prospectus

and future filings.

Investing in our common stock involves a high degree of risk. See _Risk Factors beginning on page 9 of this
prospectus for a discussion of information that should be considered in connection with an investment in our

common stock.

Neither the Securities and Exchange Commission nor any state securities commission has approved or
disapproved of these securities or determined if this prospectus is truthful or complete. Any representation to
the contrary is a criminal offense.
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Per Share Total
Public offering price $ 8.00 $ 12,000,000
Underwriting discount and commissions(!) $ 0.56 $ 840,000
Offering proceeds to us before expenses $ 7.44 $ 11,160,000

(1) Does not include a non-accountable expense allowance equal to 1% of the gross proceeds of this offering payable

to Aegis Capital Corp., the representative of the underwriters. See Underwriting for a description of compensation

payable to the underwriters.
We have granted a 45-day option to the representative of the underwriters to purchase up to 225,000 additional shares
of common stock solely to cover over-allotments, if any.

The underwriters expect to deliver our shares to purchasers in the offering on or about May 7, 2014.

Aegis Capital Corp
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Neither we nor the underwriters have authorized anyone to provide you with information that is different from that
contained in this prospectus or in any free writing prospectus we may authorize to be delivered or made available to
you. When you make a decision about whether to invest in our common stock, you should not rely upon any
information other than the information in this prospectus or in any free writing prospectus that we may authorize to be
delivered or made available to you. Neither the delivery of this prospectus nor the sale of our common stock means
that the information contained in this prospectus or any free writing prospectus is correct after the date of this
prospectus or such free writing prospectus. This prospectus is not an offer to sell or the solicitation of an offer to buy
the shares of common stock in any circumstances under which the offer or solicitation is unlawful.

Unless otherwise indicated, information contained in this prospectus concerning our industry and the markets in which
we operate, including our general expectations and market position, market opportunity and market share, is based on
information from our own management estimates and research, as well as from industry and general publications and
research, surveys and studies conducted by third parties. Management estimates are derived from publicly available
information, our knowledge of our industry and assumptions based on such information and knowledge, which we
believe to be reasonable. In addition, assumptions and estimates of our and our industry s future performance are
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necessarily subject to a high degree of uncertainty and risk due to a variety of factors, including those described in
Risk Factors. These and other factors could cause our future performance to differ materially from our assumptions
and estimates. See Special Note Regarding Forward-Looking Statements.

Aldeyra Therapeutics and our logo are our pending trademarks that are used in this prospectus. This prospectus may
also include other trademarks, tradenames and service marks that are the property of their respective holders. Solely

for convenience, trademarks and tradenames referred to in this prospectus may appear without the ® and  symbols, but
those references are not intended to indicate, in any way, that we will not assert, to the fullest extent under applicable
law, our rights, or that the applicable holder will not assert its rights, to these trademarks and tradenames.

Table of Contents 4



Edgar Filing: Aldeyra Therapeutics, Inc. - Form 424B4

Table of Conten

PROSPECTUS SUMMARY

This summary highlights selected information contained elsewhere in this prospectus. Because this is only a summary,
it does not contain all of the information you should consider before investing in our common stock. You should read
this prospectus carefully, especially the risks set forth under the heading Risk Factors and our financial statements
and related notes included elsewhere in this prospectus, before making an investment decision. References in this
prospectus, unless the context otherwise requires, to Aldeyra,  our company, we, us and our and other
similar references refer to Aldeyra Therapeutics, Inc. during the periods presented unless the context requires
otherwise.

ALDEYRA THERAPEUTICS, INC.
Overview

We are a biotechnology company focused primarily on the development of products to treat immune-mediated,
inflammatory, orphan, and other diseases that are thought to be related to a naturally occurring toxic chemical species
known as free aldehydes. We discovered and are developing NS2, a product candidate that is designed to trap and
allow for disposal of free aldehydes, for the treatment of Sjogren-Larsson Syndrome (SLS), a rare disease caused by
mutations in an enzyme that metabolizes fatty aldehydes, and acute anterior uveitis, an inflammatory eye disease.

We believe there is significant unmet medical need for the therapies we intend to develop. We are not aware of any
therapy that has been approved by the United States Food and Drug Administration, or the FDA, for SLS. Acute
anterior uveitis is often treated with corticosteroids (commonly used anti-inflammatory agents), but prolonged use of
corticosteroids can lead to significant morbidity. In addition, SLS and acute anterior uveitis are rare conditions. We
intend to request orphan drug designation from the FDA for the drugs that we are developing to treat rare diseases.

NS2 has been tested in a variety of in vitro and preclinical models, and has demonstrated the ability to trap free
aldehydes, diminish inflammation, reduce healing time, protect key cellular constituents from aldehyde damage, and
lower the potential for scarring or fibrosis. NS2 has been tested in a variety of toxicity studies in animals and appears
to be generally safe and well tolerated. We are also developing aldehyde traps distinct from NS2 that have the
potential to treat diseases other than those described above.

We have evaluated NS2 in a Phase I clinical trial in 48 healthy volunteers where NS2 was observed to be safe and
well tolerated when administered as an eye drop up to four times per day over seven days. In 2014, we plan to initiate
the following clinical trials, the data from all of which are expected to be available in the second half of 2015:

Phase II clinical trial with our NS2 eye drop in acute anterior uveitis; and

Phase II/III clinical trial in SLS with a topical dermatologic formulation of NS2.
We are raising capital to fund these clinical trials with NS2 as well as to develop different aldehyde traps for the
treatment of other diseases, and for general corporate purposes. We believe that NS2 has the potential to be the first in
class of aldehyde traps for the diseases described above and potentially for inflammatory and other diseases generally.
None of our products have been approved for sale in the United States or elsewhere.
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Risks Related to Our Business

An investment in our common stock involves a high degree of risk. Our business is subject to numerous risks and
uncertainties, including those highlighted in the section titled Risk Factors . These risks represent challenges to the
successful implementation of our strategy and to the growth and future profitability of our business. Some of these
risks include the following:

We have incurred significant operating losses since our inception, and we expect to incur significant losses for
the foreseeable future. We may never become profitable or, if achieved, be able to sustain profitability.

Our business is dependent in large part on the success of a single product candidate, NS2, which has not
entered a clinical trial to demonstrate efficacy in humans. We cannot be certain that we will be able to obtain
regulatory approval for, or successfully commercialize, NS2.

Because we have limited experience developing clinical-stage compounds, there is a limited amount of
information about us upon which you can evaluate our product candidates and business prospects.

If we fail to obtain the capital necessary to fund our operations, we will be unable to successfully develop and
commercialize NS2 and our other product candidates.

The results of preclinical studies and early clinical trials are not always predictive of future results. Any
product candidate we or any of our future development partners advance into clinical trials, including NS2,
may not have favorable results in later clinical trials, if any, or receive regulatory approval.

Because NS2 and our other product candidates are, to our knowledge, new chemical entities, it is difficult to
predict the time and cost of development and our ability to successfully complete clinical development of
these product candidates and obtain the necessary regulatory approvals for commercialization.

Aldehyde trapping is an unproven approach, the safety and efficacy of which has not been demonstrated in
humans.

NS2 and our other product candidates are subject to extensive regulation, compliance with which is costly and
time consuming, and such regulation may cause unanticipated delays, or prevent the receipt of the required
approvals to commercialize our product candidates.

Any termination or suspension of, or delays in the commencement or completion of, our planned clinical trials
could result in increased costs to us, delay or limit our ability to generate revenue and adversely affect our
commercial prospects.
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Any product candidate we or any of our future development partners advance into clinical trials may cause
unacceptable adverse events or have other properties that may delay or prevent its regulatory approval or
commercialization or limit its commercial potential.

If our competitors develop treatments for the target indications of our product candidates that are approved
more quickly than ours, marketed more successfully or demonstrated to be safer or more effective than our
product candidates, our commercial opportunity will be reduced or eliminated.

We are currently highly dependent on the services of our two senior employees and certain key consultants.

Even if we receive regulatory approval for NS2 or any other product candidate, we still may not be able to
successfully commercialize it and the revenue that we generate from its sales, if any, could be limited.
For further discussion of these and other risks you should consider before making an investment in our common stock,
see the section titled Risk Factors beginning on page 8 of this prospectus.

Our Corporate Information
Our principal executive offices are located at 15 New England Executive Park, Burlington, MA 01803, and our
telephone number is (781) 270-0630. On March 17, 2014, we changed our name from Aldexa Therapeutics, Inc. to

Aldeyra Therapeutics, Inc. Our website address is www.aldeyra.com. Our website and the information contained in, or
accessible
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through, our website will not be deemed to be incorporated by reference into this prospectus and does not constitute
part of this prospectus. You should not rely on any such information in making your decision whether to purchase our
common stock.

Implications of Being an Emerging Growth Company

As a company with less than $1.0 billion in gross revenue during our last fiscal year, we qualify as an emerging
growth company as defined in the Jumpstart Our Business Startups Act of 2012, or JOBS Act. An emerging growth
company may take advantage of specified reduced reporting requirements that are otherwise applicable to public
companies. These provisions include, but are not limited to:

being permitted to present only two years of audited financial statements and only two years of related
Management s Discussion and Analysis of Financial Condition and Results of Operations in this
prospectus;

exemption from complying with the auditor attestation requirements under Section 404 of the
Sarbanes-Oxley Act, regarding the effectiveness of our internal controls over financial reporting;

reduced disclosure obligations regarding the company s executive compensation arrangements in our
periodic reports, proxy statements and registration statements; and

exemptions from the requirements of holding a non-binding advisory vote on executive compensation

and stockholder approval of any golden parachute arrangements not previously approved.
We may take advantage of these provisions until the last day of our fiscal year following the fifth anniversary of the
date of the first sale of our common equity securities pursuant to an effective registration statement under the
Securities Act of 1933, as amended, or the Securities Act, which such fifth anniversary will occur in 2019, or until
such earlier time that we are no longer an emerging growth company. We would cease to be an emerging growth
company if we have more than $1.0 billion in annual gross revenue, the date at which we become a large accelerated
filer, or issue more than $1.0 billion of non-convertible debt over a three-year period. We may choose to take
advantage of some but not all of these reduced burdens.

We have elected to take advantage of certain of the reduced disclosure obligations and may elect to take advantage of
other reduced reporting requirements in future filings. As a result, the information that we provide to our stockholders
may be different than you might receive from other public reporting companies in which you hold equity interests.

We have irrevocably elected not to avail ourselves of the extended transition period for complying with new or
revised accounting standards pursuant to Section 107(b) of the JOBS Act and, as a result, we will adopt new or
revised accounting standards on the relevant dates on which adoption of such standards is required for other public
companies.
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The Offering

Common stock offered by us 1,500,000 shares of our common stock.

Common stock to be outstanding after this 5,470,164 shares of our common stock.
offering

Over-allotment option We have granted the underwriters a 45-day option to purchase up to
225,000 additional shares of our common stock at the public offering
price, less underwriting discounts and commissions.

Use of proceeds We intend to use the net proceeds of this offering for research and
development activities, including our planned clinical trials of NS2, to
develop aldehyde traps for the treatment of other diseases and for
working capital and other general corporate purposes. See Use of
Proceeds.

Dividend policy We do not currently intend to declare dividends on shares of our
common stock. See Dividend Policy.

Risk factors You should read the Risk Factors section of this prospectus for a
discussion of factors that you should consider carefully before deciding
to invest in shares of our common stock.

NASDAQ Capital Market symbol ALDX

The number of shares of our common stock to be outstanding after this offering is based on 3,970,164 shares of our
common stock outstanding as of December 31, 2013 assuming the anticipated conversion of all then outstanding
shares of Series A convertible preferred stock and Series B convertible preferred stock into common stock, and
excludes:

609,842 shares of common stock issuable upon exercise of stock options outstanding as of December 31,
2013, at a weighted-average exercise price of approximately $1.4795 per share;

14,649 shares of common stock reserved for issuance under our 2010 equity incentive plan;
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625,000 shares of common stock reserved for future issuance under our 2013 equity incentive plan, or the
2013 plan, which became effective in October 2013 but with respect to which no awards will be granted
prior to the effective date of the registration statement of which this prospectus is a part, subject to
automatic annual adjustment in accordance with the terms of the plan;

1,719 shares of common stock to be issued upon the net exercise of outstanding warrants to
purchase shares of our Series A convertible preferred stock based on the initial public offering
price of $8.00 per share and the subsequent conversion of such shares of Series A convertible
preferred stock into shares of common stock;

72,282 shares of common stock to be issued upon the net exercise of outstanding warrants to
purchase shares of our Series B convertible preferred stock based on the initial public offering
price of $8.00 per share and the subsequent conversion of such shares of Series B convertible
preferred stock into shares of common stock;

60,000 shares of common stock issuable upon exercise of warrants to be issued to the representative of the
underwriters in connection with this offering, at an exercise price per share equal to 125% of the public
offering price, as described in the Underwriting Representative s Warrants section of this prospectus; and

21,250 shares of common stock to be issued upon conversion of a convertible promissory note issued in the
original principal amount of $170,000 at the public offering price per share of $8.00.
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Unless otherwise indicated, this prospectus reflects and assumes the following:

the filing of our amended and restated certificate of incorporation and the adoption of our amended and
restated bylaws, which will occur immediately prior to the closing of this offering;

the automatic conversion of all outstanding shares of our Series A convertible preferred stock into
2,326,118 shares of our common stock immediately prior to the closing of the offering;

the automatic conversion of all outstanding shares of our Series B convertible preferred stock into
1,316,681 shares of our common stock immediately prior to the closing of the offering;

a one-for-12 reverse stock split of our common stock effected on May 1, 2014;

no exercise of the outstanding options or the warrants to be issued to the representative of the underwriters
described above; and

no exercise by the underwriters of their option to purchase additional shares of our common stock to cover
over-allotments, if any.
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SUMMARY FINANCIAL DATA

The following tables set forth, for the periods and as of the dates indicated, our summary financial data. The
statements of operations data for the years ended December 31, 2012 and 2013 and the cumulative period from
August 13, 2004 (inception) to December 31, 2013 are derived from our audited financial statements included
elsewhere in the prospectus. You should read the following information together with the more detailed information

contained in Selected Financial Data,

Management s Discussion and Analysis of Financial Condition and Results of

Operations and our financial statements and the related notes included elsewhere in the prospectus. Our historical
results are not indicative of the results to be expected in the future.

Statements of Operations:
Operating expenses:
Research and development(1)
General and administrative(1)

Loss from operations

Other income (expenses):

Change in fair value of preferred stock warrant liabilities
Change in fair value of convertible preferred stock rights
and rights option liabilities

Value provided in excess of issuance price of Series B
convertible preferred stock

Other income

Interest income

Other expenses

Interest expense

Total other income (expenses), net

Net income (loss) and comprehensive income (loss)
Accretion of issuance costs on preferred stock
Allocation of undistributed earnings to preferred
stockholders

Deemed dividend to Series A preferred stockholders

Net income (loss) attributable to common stockholders

Table of Contents

Years Ended December 31,
2012 2013
$ 469,270 $ 1,541,681
644,941 2,134,726
(1,114,211) (3,676,407)
(9,000) 720,785
(125,500) 16,175,386
(21,484,762) -
871 -
101 31
(342,014) (159,323)
(21,960,304) 16,736,879
(23,074,515) 13,060,472
(389,487) (822,550)

(15,661,898)

$(39,125,900)

(11,128,012)

$ 1,109,910

Cumulative for
the Period from
August 13,
2004
(Inception) to
December 31,
2013

$ 12,847,149
6,359,850

(19,206,999)
711,785
15,539,486
(21,484,762)
250,756
188,738
(42,566)
(989,151)
(5.,825,714)

(25,032,713)
(1,936,637)

(11,128,012)
(15,661,898)

$ (53,759,260)
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Net income (loss) per share attributable to common

stockholders:

Basic (2) $ (124.44) $ 3.49
Diluted $ (124.44) $ (17.58)
Weighted average common shares outstanding:

Basic (2) 314,419 318,429
Diluted 314,419 857,183

Pro forma net income (loss) per share attributable to
common stockholders (unaudited):

Basic $ 2.73
Diluted $ (0.69)
Pro forma weighted average common shares outstanding

(unaudited)

Basic 4,035,229
Diluted 4,521,280

Table of Contents
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As of December 31, 2013
Pro Forma
Actual Pro Forma As Adjusted
(unaudited) (unaudited)
Balance Sheet Data:
Cash and cash equivalents $ 3,262,354 $ 3,262,354 $ 13,152,354
Working capital 2,665,755 2,665,755 12,555,755
Total assets 3,743,233 3,743,233 13,160,766
Credit facility (net of discount) 1,187,175 1,187,175 1,187,175
Accrued deferred offering costs 394,368 394,368 -
Convertible preferred stock warrant
liabilities 3,518,867 - -
Redeemable convertible preferred stock 38,317,298 - -
Total stockholders equity (deficit) (40,221,326) 1,614,839 11,504,839

The pro forma column in the balance sheet data table above reflects the automatic conversion of all outstanding shares
of our convertible preferred stock into an aggregate of 3,642,799 shares of common stock and the issuance of 74,001
shares of common stock upon the net exercise of outstanding warrants to purchase shares of our Series A convertible
preferred stock and Series B convertible preferred stock based on the initial public offering price of $8.00 per share,
and the subsequent conversion of such shares of preferred stock into shares of common stock; and the related
reclassification of liabilities related to convertible preferred stock warrant liability and convertible preferred stock
warrant liabilities-related parties totaling $3,518,867 to additional paid-in capital, a component of stockholders equity
(deficit).

The pro forma as adjusted column in the balance sheet data table above reflects (1) the automatic conversion of all
outstanding shares of our convertible preferred stock as of December 31, 2013 into an aggregate of 3,642,799 shares
of common stock upon completion of this offering, (2) the issuance of 74,001 shares of common stock upon the net
exercise of outstanding warrants to purchase shares of our Series A convertible preferred stock and Series B
convertible preferred stock based on the initial public offering price of $8.00 per share, and the subsequent conversion
of such shares of preferred stock into shares of common stock and the related reclassification of liabilities related to
convertible preferred stock warrant liability and convertible preferred stock warrant liabilities-related parties totaling
$3,518,867 to additional paid-in capital, a component of stockholders equity (deficit), and (3) our sale of 1,500,000
shares of common stock in this offering at the initial public offering price of $8.00 per share, and after deducting
underwriting discounts and commissions and estimated offering expenses payable by us.

The following shares are excluded from the above calculations:

609,842 shares of common stock issuable upon exercise of stock options outstanding as of December 31,
2013, at a weighted-average exercise price of $1.4795 per share;

14,649 shares of common stock reserved for issuance under our 2010 equity incentive plan as of
December 31, 2013;

625,000 shares of our common stock reserved for future issuance under our 2013 equity incentive plan,
or the 2013 plan, which became effective in October 2013 but with respect to which no awards will be
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granted prior to the effective date of the registration statement of which this prospectus is a part, subject
to automatic annual adjustment in accordance with the terms of the plan;

60,000 shares of common stock issuable upon exercise of the warrant to be issued to the representative of
the underwriters in connection with this offering, at an exercise price per share equal to 125% of the
public offering price; and

21,250 shares of common stock to be issued upon conversion of a convertible promissory note issued in
the original principal amount of $170,000 at the public offering price per share of $8.00 per share.
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Footnotes from page 6:

(1) Includes stock-based compensation as follows:

Year Ended
December 31, December 31,
2012 2013
Research and development $79,415 $ 481,598
General and administrative 4,986 1,220,115
Total $84,401 $ 1,701,713

(2) Please see Notes 2 and 3 to our financial statements included elsewhere in this prospectus for an explanation of the
method used to calculate our actual and pro forma basic and diluted net income (loss) per share attributable to
common stockholders, and for the weighted-average number of shares used in the computation of per share
amounts.
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RISK FACTORS

Investing in our common stock involves a high degree of risk. You should consider carefully the risks and
uncertainties described below, together with all of the other information in this prospectus, including our financial
statements and related notes, before deciding whether to purchase shares of our common stock. If any of the following
risks is realized, our business, financial condition, results of operations, and prospects could be materially and
adversely affected. In that event, the price of our common stock could decline and you could lose part or all of your
investment.

Risks Related to our Business

We have incurred significant operating losses since inception, and we expect to incur significant losses for the
foreseeable future. We may never become profitable or, if achieved, be able to sustain profitability.

We have incurred significant operating losses since we were founded in 2004 and expect to incur significant losses for
the next several years as we continue our clinical trial and development programs for NS2 and our other product
candidates. Net income for the year ended December 31, 2013 was approximately $13.1 million, which includes
non-cash income adjustments of $16.9 million related to the change in fair value of our derivative instrument
liabilities. Without these non-cash income adjustments, the net loss for the year ended December 31, 2013 would have
been approximately $3.8 million. As of December 31, 2013, we had a deficit accumulated during the development
stage of of approximately $41.3 million. Losses have resulted principally from costs incurred in our clinical trials,
research and development programs and from our general and administrative expenses. In the future, we intend to
continue to conduct research and development, clinical testing, regulatory compliance activities and, if NS2 or any of
our other product candidates is approved, sales and marketing activities that, together with anticipated general and
administrative expenses, will likely result in our incurring further significant losses for the next several years.

We currently generate no revenue from sales, and we may never be able to commercialize NS2 or our other product
candidates. We do not currently have the required approvals to market any of our product candidates and we may
never receive them. We may not be profitable even if we or any of our future development partners succeed in
commercializing any of our product candidates. Because of the numerous risks and uncertainties associated with
developing and commercializing our product candidates, we are unable to predict the extent of any future losses or
when we will become profitable, if at all.

Our business is dependent in large part on the success of a single product candidate, NS2, which has not entered a
clinical trial to demonstrate efficacy in humans. We cannot be certain that we will be able to obtain regulatory
approval for, or successfully commercialize, NS2.

Our product candidates are in the early stage of development and will require additional preclinical studies, substantial
clinical development and testing, and regulatory approval prior to commercialization. We have only one product
candidate that has been the focus of significant development: NS2, a novel small molecule chemical entity that is
believed to trap and allow for the disposal of free aldehydes, toxic chemical species suspected to cause and exacerbate
numerous diseases in humans and animals. We are largely dependent on successful continued development and
ultimate regulatory approval of this product candidate for our future business success. We have invested, and will
continue to invest, a significant portion of our time and financial resources in the development of NS2. We will need
to raise sufficient funds for, and successfully enroll and complete, our planned clinical trials of NS2, which we intend
to commence in 2014. The future regulatory and commercial success of this product candidate is subject to a number
of risks, including the following:
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we may not have sufficient financial and other resources to complete the necessary clinical trials for NS2;

we may not be able to provide evidence of safety and efficacy for NS2;

the results of our planned clinical trials may not confirm the results of our Phase I trial of NS2 as an eye drop
in healthy volunteers, particularly because the safety of NS2 has not been confirmed in a diseased population
nor has NS2 been tested in humans in any other dosage form other than an eye drop;

we have not demonstrated efficacy of NS2 in any clinical trial;

there may be variability in patients, adjustments to clinical trial procedures and inclusion of additional clinical
trial sites;
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the results of our clinical trials may not meet the level of statistical or clinical significance required by the
United States Food and Drug Administration, or FDA, or comparable foreign regulatory bodies for marketing
approval;

patients in our clinical trials may die or suffer other adverse effects for reasons that may or may not be related
to NS2;

if approved for certain diseases, NS2 will compete with well-established products already approved for
marketing by the FDA, including corticosteroids and other agents that have demonstrated efficacy in some of
the diseases for which we may attempt to develop NS2; and

we may not be able to obtain, maintain or enforce our patents and other intellectual property rights.
Of the large number of drugs in development in the pharmaceutical industry, only a small percentage result in the
submission of a New Drug Application (NDA) to the FDA and even fewer are approved for commercialization.
Furthermore, even if we do receive regulatory approval to market NS2, any such approval may be subject to
limitations on the indicated uses for which we may market the product. Accordingly, even if we are able to obtain the
requisite financing to continue to fund our development programs, we cannot assure you that NS2 will be successfully
developed or commercialized. If we or any of our future development partners are unable to develop, or obtain
regulatory approval for or, if approved, successfully commercialize, NS2, we may not be able to generate sufficient
revenue to continue our business.

Because we have limited experience developing clinical-stage compounds, there is a limited amount of information
about us upon which you can evaluate our product candidates and business prospects.

We commenced our first clinical trial in 2010, and we have limited experience developing clinical-stage compounds
upon which you can evaluate our business and prospects. In addition, as an early-stage clinical development company,
we have limited experience in conducting clinical trials, and we have never conducted clinical trials of a size required
for regulatory approvals. Further, we have not yet demonstrated an ability to successfully overcome many of the risks
and uncertainties frequently encountered by companies in new and rapidly evolving fields, particularly in the
biopharmaceutical area. For example, to execute our business plan we will need to successfully:

execute our product candidate development activities, including successfully completing our clinical trial
programs;

obtain required regulatory approvals for our product candidates;

manage our spending as costs and expenses increase due to the performance and completion of clinical
trials, attempting to obtain regulatory approvals, manufacturing and commercialization;

secure substantial additional funding;

Table of Contents 21



Edgar Filing: Aldeyra Therapeutics, Inc. - Form 424B4

develop and maintain successful strategic relationships;

build and maintain a strong intellectual property portfolio;

build and maintain appropriate clinical, sales, distribution, and marketing capabilities on our own or
through third parties; and

gain broad market acceptance for our product candidates.
If we are unsuccessful in accomplishing these objectives, we may not be able to develop product candidates, raise
capital, expand our business, or continue our operations.

The scientific rationale for our Sjogren-Larsson Syndrome clinical program does not necessarily predict the
clinical success of NS2.

Sjogren-Larsson Syndrome (SLS) is a rare disease afflicting an estimated 1 in 250,000 people worldwide, equivalent
to approximately 1,000 patients in the United States and a larger number in Europe. SLS is caused by genetic
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mutations in an enzyme, Fatty Aldehyde Dehydrogenase (FALDH), that converts long-chain aldehydes into fatty
acids. In addition to manifesting what is believed to be severe aldehyde toxicity, SLS patients also have elevated
levels of fatty alcohols and may manifest diminished levels of fatty acids.

The dermal pathology of SLS is thought to be due to aldehyde-mediated damage of lipids (fats) that contribute to the
formation of the dermal moisture barrier. As a result, SLS patients are thought to lose water from skin, leading to
compensatory mechanisms that include proliferation of the superficial layers of skin that may be partially effective in
preventing water loss. Increased levels of skin proliferation in SLS patients lead to ichthyosis, a severe skin disorder
characterized by plaques and scales, thickening, redness, inflammation and pruritus (itching).

NS2 traps aldehydes and has been shown to prevent fatty aldehyde-mediated modification of lipids in vitro, in human
skin cells and in cells that have been genetically modified to lack FALDH. Thus, NS2 may be partially or wholly
effective in preventing and treating ichthyosis or other dermal symptoms, signs, or pathologies in SLS. However, the
proposed mechanism of action of NS2 in SLS has not been demonstrated in humans. Further, our assumptions about
the pathogenesis of skin disease in SLS patients may not be accurate. For instance, SLS skin disease may be caused by
elevated fatty alcohol levels or decreased fatty acid levels, neither of which NS2 is predicted to affect directly.

The results of preclinical studies and early clinical trials are not always predictive of future results. Any product
candidate we or any of our future development partners advance into clinical trials, including NS2, may not have
Jfavorable results in later clinical trials, if any, or receive regulatory approval.

Drug development has inherent risk. We or any of our future development partners will be required to demonstrate
through adequate and well-controlled clinical trials that our product candidates are safe and effective, with a favorable
benefit-risk profile, for use in their target indications before we can seek regulatory approvals for their commercial
sale. Drug development is a long, expensive and uncertain process, and delay or failure can occur at any stage of
development, including after commencement of any of our clinical trials. In addition, success in early clinical trials
does not mean that later clinical trials will be successful because product candidates in later-stage clinical trials may
fail to demonstrate sufficient safety or efficacy despite having progressed through initial clinical testing. Furthermore,
our future trials will need to demonstrate sufficient safety and efficacy for approval by regulatory authorities in larger
patient populations. Companies frequently suffer significant setbacks in advanced clinical trials, even after earlier
clinical trials have shown promising results. In addition, only a small percentage of drugs under development result in
the submission of an NDA to the FDA and even fewer are approved for commercialization.

Because NS2 and our other product candidates are to our knowledge, new chemical entities, it is difficult to predict
the time and cost of development and our ability to successfully complete clinical development of these product
candidates and obtain the necessary regulatory approvals for commercialization.

Our product candidates are, to our knowledge, new chemical entities, and unexpected problems related to such new
technology may arise that can cause us to delay, suspend or terminate our development efforts. NS2 administered as
an eye drop has completed a Phase I clinical trial in healthy volunteers. NS2 has not been administered to humans by
any other route. Further, NS2 has not demonstrated efficacy in humans for any disease. Because NS2 is a novel
chemical entity with limited use in humans, short and long-term safety, as well as prospects for efficacy, are poorly
understood and difficult to predict due to our and the regulatory agencies lack of experience with them. Regulatory
approval of new product candidates such as NS2 can be more expensive and take longer than approval for other more
well-known or extensively studied pharmaceutical or biopharmaceutical product candidates.

Aldehyde trapping is an unproven approach, the safety and efficacy of which has not been demonstrated in
humans.
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Aldehydes are thought to be mediators of inflammation and other pathology. However, we are aware of only a limited
number of attempts to lower aldehyde levels and modulate disease in animals or humans. Thus, there is only moderate
justification for the approach of lowering aldehyde levels to treat disease. Despite evidence suggestive of benefit in
animal models, clinical trials may indicate that aldehyde trapping has no effect or negative effects on the diseases we
intend to test. Animal studies may not predict safety or efficacy in humans.

11
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Our dermatologic topical formulation of NS2 is unlikely to affect other clinical manifestations of SLS, which may
decrease the likelihood of regulatory and commercial acceptance.

While the primary day-to-day complaint of SLS patients and their caregivers are symptoms associated with severe
skin disease, SLS patients also manifest varying degrees of mental delay, spasticity and retinal disease. Due to
expected low systemic exposure of NS2 when administered topically to the skin, it is unlikely that NS2 will affect the
non-dermatologic conditions of SLS. Lack of effect in neurologic and ocular manifestations of SLS may negatively
impact regulatory discussions with the FDA and may also negatively impact reimbursement, pricing and commercial
acceptance of NS2.

If we are not able to test NS2 in SLS or in other diseases, we will not be able to initiate clinical trials necessary for
demonstrating drug safety and efficacy in patients.

NS2 and the activities associated with its development and potential commercialization, including its testing,
manufacture, safety, efficacy, recordkeeping, labeling, storage, approval, advertising, promotion, sale and distribution,
are subject to comprehensive regulation by the FDA and other regulatory agencies in the United States and by
comparable authorities in other jurisdictions.

We have not submitted an Investigational New Drug (IND) application to investigate NS2 as a topical dermatologic in
SLS and we have not amended our active IND for NS2 administered as an eye drop to include acute anterior uveitis.
Submission of an IND for NS2 as a treatment for SLS will require new data, including dermatologic toxicity studies,
that we have not yet generated. In addition, our active NS2 IND for ocular administration was originally submitted to
test an eye disease (the dry form of age-related macular degeneration) other than uveitis and thus the FDA may require
new data that we have not yet generated. We are not permitted to test a drug under a new IND in the United States
until the FDA has no objection to the initial IND submission. To date, we have completed one Phase I clinical trial for
NS2 administered as an eye drop in healthy volunteers. We will have to submit separate INDs for each of the other
indications that we intend to study which could mean additional delays in the commencement of each of the related
trials and the performance of additional preclinical studies. We have not demonstrated efficacy of NS2 in any patient
population.

We currently plan to commence two clinical trials in 2014: a Phase II/III trial of NS2 administered as a topical
dermatologic to patients with SLS, and a Phase II trial of NS2 administered as an eye drop to patients with acute
anterior uveitis. There is no guarantee that these clinical trials or any other future trials will be allowed by the FDA to
proceed or generate successful results, or that regulators will agree with our assessment of the clinical trials for NS2.
In addition, we expect to rely on consultants and third party contract research organizations to assist us with regulatory
filings and the conduct of our clinical trials. The FDA and other regulators have substantial discretion and may refuse
to accept any application or may decide that our current data is insufficient for clinical trial initiation and require
additional clinical trials, or preclinical or other studies.

NS2 and our other product candidates are subject to extensive regulation, compliance with which is costly and time
consuming, and such regulation may cause unanticipated delays, or prevent the receipt of the required approvals to
commercialize our product candidates.

The clinical development, manufacturing, labeling, storage, record-keeping, advertising, promotion, import, export,
marketing, and distribution of our product candidates are subject to extensive regulation by the FDA in the United
States and by comparable authorities in foreign markets. In the United States, we are not permitted to market our
product candidates until we receive regulatory approval from the FDA. The process of obtaining regulatory approval
is expensive, often takes many years, and can vary substantially based upon the type, complexity, and novelty of the
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products involved, as well as the target indications, and patient population. Approval policies or regulations may
change and the FDA has substantial discretion in the drug approval process, including the ability to delay, limit, or
deny approval of a product candidate for many reasons. Despite the time and expense invested in clinical development
of product candidates, regulatory approval is never guaranteed.

The FDA or comparable foreign regulatory authorities can delay, limit, or deny approval of a product candidate for
many reasons, including:

such authorities may disagree with the design or implementation of our or any of our future development

partners clinical trials;

12

Table of Contents 26



Edgar Filing: Aldeyra Therapeutics, Inc. - Form 424B4

Table of Conten

we or any of our future development partners may be unable to demonstrate to the satisfaction of the
FDA or other regulatory authorities that a product candidate is safe and effective for any indication;

such authorities may not accept clinical data from trials which are conducted at clinical facilities or in
countries where the standard of care is potentially different from the United States;

the results of clinical trials may not demonstrate the safety or efficacy required by such authorities for
approval;

we or any of our future development partners may be unable to demonstrate that a product candidate s
clinical and other benefits outweigh its safety risks;

such authorities may disagree with our interpretation of data from preclinical studies or clinical trials;

such authorities may find deficiencies in the manufacturing processes or facilities of third-party
manufacturers with which we or any of our future development partners contract for clinical and
commercial supplies; or

the approval policies or regulations of such authorities may significantly change in a manner rendering

our or any of our future development partners clinical data insufficient for approval.
With respect to foreign markets, approval procedures vary among countries and, in addition to the aforementioned
risks, can involve additional product testing, administrative review periods and agreements with pricing authorities. In
addition, events raising questions about the safety of certain marketed pharmaceuticals may result in increased
cautiousness by the FDA and comparable foreign regulatory authorities in reviewing new drugs based on safety,
efficacy or other regulatory considerations and may result in significant delays in obtaining regulatory approvals. Any
delay in obtaining, or inability to obtain, applicable regulatory approvals would prevent us or any of our future
development partners from commercializing our product candidates.

Any termination or suspension of, or delays in the commencement or completion of, our planned clinical trials
could result in increased costs to us, delay or limit our ability to generate revenue and adversely affect our
commercial prospects.

Before we can initiate clinical trials in the United States for our product candidates, we need to submit the results of
preclinical testing to the FDA as part of an IND application, along with other information including information about
product candidate chemistry, manufacturing, and controls and our proposed clinical trial protocol. We may rely in part
on preclinical, clinical, and quality data generated by contract research organization (CROs) and other third parties for
regulatory submissions for our product candidates. If these third parties do not make timely regulatory submissions for
our product candidates, it will delay our plans for our clinical trials. If those third parties do not make this data
available to us, we will likely have to develop all necessary preclinical and clinical data on our own, which will lead to
significant delays and increase development costs of the product candidate. In addition, the FDA may require us to
conduct additional preclinical testing for any product candidate before it allows us to initiate clinical testing under any
IND, which may lead to additional delays and increase the costs of our preclinical development. Delays in the
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commencement or completion of our planned clinical trials for NS2 or other product candidates could significantly
affect our product development costs. We do not know whether our planned trials will begin on time or be completed
on schedule, if at all. The commencement and completion of clinical trials can be delayed for a number of reasons,
including delays related to:

the FDA failing to grant permission to proceed or placing the clinical trial on hold;

subjects failing to enroll or remain in our trial at the rate we expect;

subjects choosing an alternative treatment for the indication for which we are developing NS2 or other
product candidates, or participating in competing clinical trials;

lack of adequate funding to continue the clinical trial;

subjects experiencing severe or unexpected drug-related adverse effects;

13
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a facility manufacturing NS2, any of our other product candidates or any of their components being
ordered by the FDA or other government or regulatory authorities, to temporarily or permanently shut
down due to violations of current Good Manufacturing Practices, or cGMP, or other applicable
requirements, or infections or cross-contaminations of product candidates in the manufacturing process;

any changes to our manufacturing process that may be necessary or desired;

third-party clinical investigators losing the licenses or permits necessary to perform our clinical trials, not
performing our clinical trials on our anticipated schedule or consistent with the clinical trial protocol,
Good Clinical Practice or regulatory requirements, or other third parties not performing data collection or
analysis in a timely or accurate manner;

inspections of clinical trial sites by the FDA or the finding of regulatory violations by the FDA or an
institutional review board, or IRB, that require us to undertake corrective action, result in suspension or
termination of one or more sites or the imposition of a clinical hold on the entire trial, or that prohibit us
from using some or all of the data in support of our marketing applications;

third-party contractors becoming debarred or suspended or otherwise penalized by the FDA or other
government or regulatory authorities for violations of regulatory requirements, in which case we may
need to find a substitute contractor, and we may not be able to use some or all of the data produced by
such contractors in support of our marketing applications; or

one or more IRBs refusing to approve, suspending or terminating the trial at an investigational site,

precluding enrollment of additional subjects, or withdrawing its approval of the trial.
Product development costs will increase if we have delays in testing or approval of NS2 or if we need to perform more
or larger clinical trials than planned. Additionally, changes in regulatory requirements and policies may occur and we
may need to amend clinical trial protocols to reflect these changes. Amendments may require us to resubmit our
clinical trial protocols to IRBs for reexamination, which may impact the costs, timing or successful completion of a
clinical trial. If we experience delays in completion of or if we, the FDA or other regulatory authorities, the IRB, other
reviewing entities, or any of our clinical trial sites suspend or terminate any of our clinical trials, the commercial
prospects for a product candidate may be harmed and our ability to generate product revenues will be delayed. In
addition, many of the factors that cause, or lead to, termination or suspension of, or a delay in the commencement or
completion of, clinical trials may also ultimately lead to the denial of regulatory approval of a product candidate.
Further, if one or more clinical trials are delayed, our competitors may be able to bring products to market before we
do, and the commercial viability of NS2 or other product candidates could be significantly reduced.

Any product candidate we or any of our future development partners advance into clinical trials may cause
unacceptable adverse events or have other properties that may delay or prevent its regulatory approval or
commercialization or limit its commercial potential.

Unacceptable adverse events caused by any of our product candidates that we advance into clinical trials could cause
us or regulatory authorities to interrupt, delay, or halt clinical trials and could result in the denial of regulatory

approval by the FDA or other regulatory authorities for any or all targeted indications and markets. This in turn could
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prevent us from completing development or commercializing the affected product candidate and generating revenue
from its sale.

We have not yet completed testing of any of our product candidates in humans for the treatment of the indications for
which we intend to seek approval, and we currently do not know the extent of adverse events, if any, that will be
observed in patients who receive any of our product candidates. NS2, for example, has been observed to be toxic at
high concentrations in in vitro human dermal tissue. If any of our product candidates cause unacceptable adverse
events in clinical trials, we may not be able to obtain regulatory approval or commercialize such product candidate.

Final marketing approval for NS2 or our other product candidates by the FDA or other regulatory authorities for
commercial use may be delayed, limited, or denied, any of which would adversely affect our ability to generate
operating revenues.

After the completion of our clinical trials and, assuming the results of the trials are successful, the submission of an

NDA, we cannot predict whether or when we will obtain regulatory approval to commercialize NS2 or our other
product
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candidates and we cannot, therefore, predict the timing of any future revenue. We cannot commercialize NS2 or our
other product candidates until the appropriate regulatory authorities have reviewed and approved the applicable
applications. We cannot assure you that the regulatory agencies will complete their review processes in a timely
manner or that we will obtain regulatory approval for NS2 or our other product candidates. In addition, we may
experience delays or rejections based upon additional government regulation from future legislation or administrative
action or changes in FDA policy during the period of product development, clinical trials and FDA regulatory review.
If marketing approval for NS2 or our other product candidates is delayed, limited or denied, our ability to market the
product candidate, and our ability to generate product sales, would be adversely affected.

Even if we obtain marketing approval for NS2 or any other product candidate, it could be subject to restrictions or
withdrawal from the market and we may be subject to penalties if we fail to comply with regulatory requirements or
if we experience unanticipated problems with our product candidate, when and if any of them are approved.

Even if United States regulatory approval is obtained, the FDA may still impose significant restrictions on a product s
indicated uses or marketing or impose ongoing requirements for potentially costly and time consuming post-approval
studies, post-market surveillance or clinical trials. Following approval, if any, of NS2 or any other product candidates,
such candidate will also be subject to ongoing FDA requirements governing the labeling, packaging, storage,
distribution, safety surveillance, advertising, promotion, recordkeeping and reporting of safety and other post-market
information. In addition, manufacturers of drug products and their facilities are subject to continual review and
periodic inspections by the FDA and other regulatory authorities for compliance with cGMP requirements relating to
quality control, quality assurance and corresponding maintenance of records and documents. If we or a regulatory
agency discovers previously unknown problems with a product, such as adverse events of unanticipated severity or
frequency, or problems with the facility where the product is manufactured, a regulatory agency may impose
restrictions on that product, the manufacturing facility or us, including requesting recall or withdrawal of the product
from the market or suspension of manufacturing.

If we or the manufacturing facilities for NS2 or any other product candidate that may receive regulatory approval, if
any, fail to comply with applicable regulatory requirements, a regulatory agency may:

issue warning letters or untitled letters;

seek an injunction or impose civil or criminal penalties or monetary fines;

suspend or withdraw regulatory approval;

suspend any ongoing clinical trials;

refuse to approve pending applications or supplements or applications filed by us;

suspend or impose restrictions on operations, including costly new manufacturing requirements; or
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seize or detain products, refuse to permit the import or export of product, or request us to initiate a
product recall.
The occurrence of any event or penalty described above may inhibit our ability to commercialize our product
candidates and generate revenue.

The FDA has the authority to require a risk evaluation and mitigation strategy plan as part of a NDA or after approval,
which may impose further requirements or restrictions on the distribution or use of an approved drug, such as limiting
prescribing to certain physicians or medical centers that have undergone specialized training, limiting treatment to
patients who meet certain safe-use criteria and requiring treated patients to enroll in a registry.

In addition, if NS2 or any of our other product candidates is approved, our product labeling, advertising and
promotion would be subject to regulatory requirements and continuing regulatory review. The FDA strictly regulates
the promotional claims that may be made about prescription products. In particular, a product may not be promoted
for uses that are not approved by the FDA as reflected in the product s approved labeling. If we receive marketing
approval for a product candidate, physicians may nevertheless prescribe it to their patients in a manner that is
inconsistent with the approved label. If
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we are found to have promoted such off-label uses, we may become subject to significant liability. The FDA and other
agencies actively enforce the laws and regulations prohibiting the promotion of off-label uses, and a company that is
found to have improperly promoted off-label uses may be subject to significant sanctions. The federal government has
levied large civil and criminal fines against companies for alleged improper promotion and has enjoined several
companies from engaging in off-label promotion. The FDA has also requested that companies enter into consent
decrees or permanent injunctions under which specified promotional conduct is changed or curtailed.

Even if we receive regulatory approval for NS2 or any other product candidate, we still may not be able to
successfully commercialize it and the revenue that we generate from its sales, if any, could be limited.

Even if our product candidates receive regulatory approval, they may not gain market acceptance among physicians,
patients, healthcare payors, and the medical community. Coverage and reimbursement of our product candidates by
third-party payors, including government payors, is also generally necessary for commercial success. The degree of
market acceptance of our product candidates will depend on a number of factors, including:

demonstration of clinical efficacy and safety compared to other more-established products;

the limitation of our targeted patient population and other limitations or warnings contained in any
FDA-approved labeling;

acceptance of a new formulation by health care providers and their patients;

the prevalence and severity of any adverse effects;

new procedures or methods of treatment that may be more effective in treating or may reduce the
incidences of SLS or other conditions for which our products are intended to treat;

pricing and cost-effectiveness;

the effectiveness of our or any future collaborators sales and marketing strategies;

our ability to obtain and maintain sufficient third-party coverage or reimbursement from government
health care programs, including Medicare and Medicaid, private health insurers and other third-party
payors;

unfavorable publicity relating to the product candidate; and
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the willingness of patients to pay out-of-pocket in the absence of third-party coverage.
If any product candidate is approved but does not achieve an adequate level of acceptance by physicians, hospitals,
healthcare payors or patients, we may not generate sufficient revenue from that product candidate and may not
become or remain profitable. Our efforts to educate the medical community and third-party payors on the benefits of
NS2 or any of our other product candidates may require significant resources and may never be successful. In
addition, our ability to successfully commercialize our product candidate will depend on our ability to manufacture
our products, differentiate our products from competing products and defend the intellectual property of our products.

Reimbursement may be limited or unavailable in certain market segments for our product candidates, which could
mabke it difficult for us to sell our product candidates profitably.

Market acceptance and sales of our product candidates will depend significantly on the availability of adequate
insurance coverage and reimbursement from third-party payors for any of our product candidates and may be affected
by existing and future health care reform measures. Government authorities and third-party payors, such as private
health insurers and health maintenance organizations, decide which drugs they will pay for and establish
reimbursement levels. Reimbursement by a third-party payor may depend upon a number of factors including the
third-party payor s determination that use of a product candidate is:

a covered benefit under its health plan;
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safe, effective, and medically necessary;

appropriate for the specific patient;

cost-effective; and

neither experimental nor investigational.
Obtaining coverage and reimbursement approval for a product candidate from a government or other third-party payor
is a time-consuming and costly process that could require us to provide supporting scientific, clinical and cost
effectiveness data for the use of the applicable product candidate to the payor. We may not be able to provide data
sufficient to gain acceptance with respect to coverage and reimbursement. We cannot be sure that coverage or
adequate reimbursement will be available for any of our product candidates. Further, we cannot be sure that
reimbursement amounts will not reduce the demand for, or the price of, our product candidates. If reimbursement is
not available or is available only in limited levels, we may not be able to commercialize certain of our product
candidates profitably, or at all, even if approved.

As aresult of legislative proposals and the trend toward managed health care in the United States, third-party payors
are increasingly attempting to contain health care costs by limiting both coverage and the level of reimbursement of
new drugs. They may also refuse to provide coverage of approved product candidates for medical indications other
than those for which the FDA has granted market approvals. As a result, significant uncertainty exists as to whether
and how much third-party payors will reimburse patients for their use of newly approved drugs, which in turn will put
pressure on the pricing of drugs. We expect to experience pricing pressures in connection with the sale of our product
candidates due to the trend toward managed health care, the increasing influence of health maintenance organizations,
and additional legislative proposals as well as country, regional or local healthcare budget limitations.

If we fail to develop and commercialize other product candidates, we may be unable to grow our business.

As part of our growth strategy, we plan to evaluate the development and commercialization of other therapies related
to immune-mediated, inflammatory, orphan and other diseases. We will evaluate internal opportunities from our
compound libraries, and also may chose to in-license or acquire other product candidates as well as commercial
products to treat patients suffering from immune-mediated or orphan or other disorders with high unmet medical
needs and limited treatment options. These other product candidates will require additional, time-consuming
development efforts prior to commercial sale, including preclinical studies, clinical trials and approval by the FDA
and/or applicable foreign regulatory authorities. All product candidates are prone to the risks of failure that are
inherent in pharmaceutical product development, including the possibility that the product candidate will not be
shown to be sufficiently safe and/or effective for approval by regulatory authorities. In addition, we cannot assure you
that any such products that are approved will be manufactured or produced economically, successfully
commercialized or widely accepted in the marketplace or be more effective than other commercially available
alternatives.

Orphan drug designation from the FDA may be difficult or not possible to obtain, and if we are unable to obtain

orphan drug designation for NS2 or our other product candidates, regulatory and commercial prospects may be
negatively impacted.
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The FDA designates orphan status to drugs that are intended to treat rare diseases with fewer than 200,000 patients in
the United States or that affect more than 200,000 persons but are not expected to recover the costs of developing and
marketing a treatment drug. Orphan status drugs do not require prescription drug user fees with a marketing
application, may qualify the drug development sponsor for certain tax credits, and can be marketed without generic
competition for seven years. We believe that NS2 will qualify as an orphan drug for SLS and acute anterior uveitis.
However, we cannot guarantee that we will be able to receive orphan drug status from the FDA for NS2. If we are
unable to secure orphan drug status for NS2 or our other product candidates, our regulatory and commercial prospects
may be negatively impacted.

We rely and will continue to rely on outsourcing arrangements for many of our activities, including clinical
development and supply of NS2 and our other product candidates.

We currently have only two full-time employees and, as a result, we rely, and expect to continue to rely, on
outsourcing arrangements for a significant portion of our activities, including clinical research, data collection and
analysis,
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manufacturing, financial reporting and accounting and human resources, as well as for certain functions as a public
company. We may have limited control over these third parties and we cannot guarantee that they will perform their
obligations in an effective and timely manner.

We rely on third parties to conduct our clinical trials. If these third parties do not meet our deadlines or otherwise
conduct the trials as required, our clinical development programs could be delayed or unsuccessful and we may not
be able to obtain regulatory approval for or commercialize our product candidates when expected or at all.

We do not have the ability to conduct all aspects of our preclinical testing or clinical trials ourselves. We are
dependent on third parties to conduct the Phase II and Phase III clinical trials for NS2 and clinical trials for our other
future product candidates and, therefore, the timing of the initiation and completion of these trials is controlled by
such third parties and may occur on substantially different timing from our estimates. Specifically, we use CROs to
conduct our clinical trials and rely on medical institutions, clinical investigators, CROs, and consultants to conduct our
trials in accordance with our clinical protocols and regulatory requirements. Our CROs, investigators, and other third
parties play a significant role in the conduct of these trials and subsequent collection and analysis of data.

There is no guarantee that any CROs, investigators, or other third parties on which we rely for administration and
conduct of our clinical trials will devote adequate time and resources to such trials or perform as contractually
required. If any of these third parties fails to meet expected deadlines, fails to adhere to our clinical protocols, or
otherwise performs in a substandard manner, our clinical trials may be extended, delayed, or terminated. If any of our
clinical trial sites terminates for any reason, we may experience the loss of follow-up information on subjects enrolled
in our ongoing clinical trials unless we are able to transfer those subjects to another qualified clinical trial site. In
addition, principal investigators for our clinical trials may serve as scientific advisors or consultants to us from time to
time and may receive cash or equity compensation in connection with such services. If these relationships and any
related compensation result in perceived or actual conflicts of interest, the integrity of the data generated at the
applicable clinical trial site may be jeopardized.

We rely completely on third parties to supply drug substance and manufacture drug product for our clinical trials
and preclinical studies. We intend to rely on other third parties to produce commercial supplies of product
candidates, and our dependence on third parties could adversely impact our business.

We are completely dependent on third-party suppliers of the drug substance and drug product for our product
candidates. If these third-party suppliers do not supply sufficient quantities of materials to us on a timely basis and in
accordance with applicable specifications and other regulatory requirements, there could be a significant interruption
of our supplies, which would adversely affect clinical development of the product candidate. Furthermore, if any of
our contract manufacturers cannot successfully manufacture material that conforms to our specifications and within
regulatory requirements, we will not be able to secure and/or maintain regulatory approval, if any, for our product
candidates.

We will also rely on our contract manufacturers to purchase from third-party suppliers the materials necessary to
produce our product candidates for our anticipated clinical trials. We do not have any control over the process or
timing of the acquisition of raw materials by our contract manufacturers. Moreover, we currently do not have
agreements in place for the commercial production of these raw materials. Any significant delay in the supply of a
product candidate or the raw material components thereof for an ongoing clinical trial could considerably delay
completion of that clinical trial, product candidate testing, and potential regulatory approval of that product candidate.

We do not expect to have the resources or capacity to commercially manufacture any of our proposed product
candidates if approved, and will likely continue to be dependent on third-party manufacturers. Our dependence on
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third parties to manufacture and supply us with clinical trial materials and any approved product candidates may
adversely affect our ability to develop and commercialize our product candidates on a timely basis.

We are subject to a multitude of manufacturing risks, any of which could substantially increase our costs and limit
supply of our products.

The process of manufacturing our products is complex, highly regulated and subject to several risks, including:

The manufacturing of compounds is extremely susceptible to product loss due to contamination,
equipment failure, improper installation or operation of equipment, or vendor or operator error. Even
minor deviations
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from normal manufacturing processes could result in reduced production yields, product defects and
other supply disruptions. If microbial, viral or other contaminations are discovered in our products or in
the manufacturing facilities in which our products are made, such manufacturing facilities may need to
be closed for an extended period of time to investigate and remedy the contamination.

The manufacturing facilities in which our products are made could be adversely affected by equipment
failures, labor shortages, natural disasters, power failures and numerous other factors.

We and our contract manufacturers must comply with the FDA s cGMP regulations and guidelines. We
and our contract manufacturers may encounter difficulties in achieving quality control and quality
assurance and may experience shortages in qualified personnel. We and our contract manufacturers are
subject to inspections by the FDA and comparable agencies in other jurisdictions to confirm compliance
with applicable regulatory requirements. Any failure to follow cGMP or other regulatory requirements or
any delay, interruption or other issues that arise in the manufacture, fill-finish, packaging, or storage of
our products as a result of a failure of our facilities or the facilities or operations of third parties to
comply with regulatory requirements or pass any regulatory authority inspection could significantly
impair our ability to develop and commercialize our products, including leading to significant delays in
the availability of products for our clinical studies or the termination or hold on a clinical study, or the
delay or prevention of a filing or approval of marketing applications for our product candidates.
Significant noncompliance could also result in the imposition of sanctions, including fines, injunctions,
civil penalties, failure of regulatory authorities to grant marketing approvals for our product candidates,
delays, suspension or withdrawal of approvals, license revocation, seizures or recalls of products,
operating restrictions and criminal prosecutions, any of which could damage our reputation. If we are not
able to maintain regulatory compliance, we may not be permitted to market our products and/or may be
subject to product recalls, seizures, injunctions, or criminal prosecution.
Any adverse developments affecting manufacturing operations for our products may result in shipment delays,
inventory shortages, lot failures, product withdrawals or recalls, or other interruptions in the supply of our products.
We may also have to take inventory write-offs and incur other charges and expenses for products that fail to meet
specifications, undertake costly remediation efforts or seek more costly manufacturing alternatives.

We may not be successful in establishing and maintaining development or other strategic partnerships, which
could adversely affect our ability to develop and commercialize product candidates.

We may choose to enter into development or other strategic partnerships in the future, including collaborations with
major biotechnology or pharmaceutical companies. We face significant competition in seeking appropriate partners
and the negotiation process is time consuming and complex. Moreover, we may not be successful in our efforts to
establish a development partnership or other alternative arrangements for any of our other existing or future product
candidates and programs because our research and development pipeline may be insufficient, our product candidates
and programs may be deemed to be at too early a stage of development for collaborative effort and/or third parties
may not view our product candidates and programs as having the requisite potential to demonstrate safety and
efficacy. Even if we are successful in our efforts to establish development partnerships, the terms that we agree upon
may not be favorable to us and we may not be able to maintain such development partnerships if, for example,
development or approval of a product candidate is delayed or sales of an approved product candidate are
disappointing. Any delay in entering into development partnership agreements related to our product candidates could
delay the development and commercialization of our product candidates and reduce their competitiveness if they reach
the market.
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Moreover, if we fail to maintain development or other strategic partnerships related to our product candidates that we
may choose to enter into:

the development of certain of our current or future product candidates may be terminated or delayed,;

our cash expenditures related to development of certain of our current or future product candidates would
increase significantly and we may need to seek additional financing;

we may be required to hire additional employees or otherwise develop expertise, such as sales and
marketing expertise, for which we have not budgeted; and

we will bear all of the risk related to the development of any such product candidates.

19

Table of Contents 40



Edgar Filing: Aldeyra Therapeutics, Inc. - Form 424B4

Table of Conten
We may form strategic alliances in the future, and we may not realize the benefits of such alliances.

We may form strategic alliances, create joint ventures or collaborations or enter into licensing arrangements with third
parties that we believe will complement or augment our existing business, including for the continued development or
commercialization of NS2 or our other product candidates. These relationships or those like them may require us to
incur non-recurring and other charges, increase our near- and long-term expenditures, issue securities that dilute our
existing stockholders or disrupt our management and business. In addition, we face significant competition in seeking
appropriate strategic partners and the negotiation process is time-consuming and complex. Moreover, we may not be
successful in our efforts to establish a strategic partnership or other alternative arrangements for NS2 or our other
product candidates because third parties may view the risk of success in our planned clinical trial as too significant or
the commercial opportunity for our product candidate as too limited. We cannot be certain that, following a strategic
transaction or license, we will achieve the revenues or specific net income that justifies such transaction.

If our competitors develop treatments for the target indications of our product candidates that are approved more
quickly than ours, marketed more successfully or demonstrated to be safer or more effective than our product
candidates, our commercial opportunity will be reduced or eliminated.

We operate in highly competitive segments of the biotechnology and biopharmaceutical markets. We face competition
from many different sources, including commercial pharmaceutical and biotechnology enterprises, academic
institutions, government agencies, and private and public research institutions. Our product candidates, if successfully
developed and approved, will compete with established therapies as well as with new treatments that may be
introduced by our competitors. With the exception of SLS, there are a variety of drug candidates in development for
the indications that we intend to test. Please refer to the Business Competition section of this prospectus for more
information. Many of our competitors have significantly greater financial, product candidate development,
manufacturing, and marketing resources than we do. Large pharmaceutical and biotechnology companies have
extensive experience in clinical testing and obtaining regulatory approval for drugs. In addition, universities and
private and public research institutes may be active in aldehyde research, and some could be in direct competition with
us. We also may compete with these organizations to recruit management, scientists, and clinical development
personnel. We will also face competition from these third parties in establishing clinical trial sites, registering subjects
for clinical trials, and in identifying and in-licensing new product candidates. Smaller or early-stage companies may
also prove to be significant competitors, particularly through collaborative arrangements with large and established
companies.

New developments, including the development of other pharmaceutical technologies and methods of treating disease,
occur in the pharmaceutical and life sciences industries at a rapid pace. Developments by competitors may render our
product candidates obsolete or noncompetitive. There are methods that can potentially be employed to trap aldehydes
that we have not conceived of or attempted to patent, and other parties may discover and patent aldehyde trapping
approaches and compositions that are similar to or different from ours. Competition in drug development is intense.
We anticipate that we will face intense and increasing competition as new treatments enter the market and advanced
technologies become available.

Our future success depends on our ability to demonstrate and maintain a competitive advantage with respect to the
design, development and commercialization of NS2 or our other product candidates. Acute anterior uveitis may be
treated with general immune suppressing therapies, including corticosteriods, some of which are generic. Our
potential competitors in these diseases may be developing novel immune modulating therapies that may be safer or
more effective than NS2 or our other product candidates.
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We have no sales, marketing or distribution capabilities and we will have to invest significant resources to develop
these capabilities.

We have no internal sales, marketing or distribution capabilities. If NS2 or any of our other product candidates
ultimately receives regulatory approval, we may not be able to effectively market and distribute the product candidate.
We will have to invest significant amounts of financial and management resources to develop internal sales,
distribution and marketing capabilities, some of which will be committed prior to any confirmation that NS2 or any of
our other product candidates will be approved. We may not be able to hire consultants or external service providers to
assist us in sales, marketing and distribution functions on acceptable financial terms or at all. Even if we determine to
perform sales, marketing and distribution functions ourselves, we could face a number of additional related risks,
including:

we may not be able to attract and build an effective marketing department or sales force;
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the cost of establishing a marketing department or sales force may exceed our available financial
resources and the revenues generated by NS2 or any other product candidates that we may develop,
in-license or acquire; and

our direct sales and marketing efforts may not be successful.
We are highly dependent on the services of our two senior employees and certain key consultants.

As a company with a limited number of personnel, we are highly dependent on the development, regulatory,
commercial, and financial expertise of our senior management team composed of two individuals: Todd C. Brady,
M.D., Ph.D., our President and Chief Executive Officer, and Scott L. Young, our Chief Operating Officer. In addition
we rely on the services of a number of key consultants, including an IP consultant, a pharmacokinetic consultant, a
chemistry consultant, a toxicology consultant, a dermatologic drug development consultant and an ocular drug
development consultant. The loss of such individuals or the services of future members of our management team
could delay or prevent the further development and potential commercialization of our product candidates and, if we
are not successful in finding suitable replacements, could harm our business.

If we fail to attract and retain senior management and key commercial personnel, we may be unable to successfully
develop or commercialize our product candidates.

We will need to expand and effectively manage our managerial, operational, financial, and other resources in order to
successfully pursue our clinical development and commercialization efforts. Our success also depends on our
continued ability to attract, retain, and motivate highly qualified management and scientific personnel and we may not
be able to do so in the future due to intense competition among biotechnology and pharmaceutical companies,
universities, and research organizations for qualified personnel. If we are unable to attract and retain the necessary
personnel, we may experience significant impediments to our ability to implement our business strategy. Since our
founding in 2004, we have had five employees, one of which left the company and two of which are no longer
employees but continue to serve on our board of directors.

We expect to significantly expand our management team. Our future performance will depend, in part, on our ability
to successfully integrate newly hired executive officers into our management team and our ability to develop an
effective working relationship among senior management. Our failure to integrate these individuals and create
effective working relationships among them and other members of management could result in inefficiencies in the
development and commercialization of our product candidates, harming future regulatory approvals, sales of our
product candidates and our results of operations.

We may encounter difficulties in managing our growth and expanding our operations successfully.

Because we currently have only two full-time employees, we will need to grow our organization substantially to
continue development and pursue the potential commercialization of NS2 and our other product candidates, as well as
function as a public company. As we seek to advance NS2 and other product candidates, we will need to expand our
financial, development, regulatory, manufacturing, marketing and sales capabilities or contract with third parties to
provide these capabilities for us. As our operations expand, we expect that we will need to manage additional
relationships with various strategic partners, suppliers and other third parties. Future growth will impose significant
added responsibilities on members of management and require us to retain additional internal capabilities. Our future
financial performance and our ability to commercialize our product candidates and to compete effectively will depend,
in part, on our ability to manage any future growth effectively. To that end, we must be able to manage our
development efforts and clinical trials effectively and hire, train and integrate additional management, clinical and
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regulatory, financial, administrative and sales and marketing personnel. We may not be able to accomplish these tasks,
and our failure to so accomplish could prevent us from successfully growing our company.

Recently enacted and future legislation may increase the difficulty and cost for us to obtain marketing approval of
and commercialize our product candidates and may affect the prices we may obtain.

In the United States and some foreign jurisdictions, there have been a number of legislative and regulatory changes
and proposed changes regarding healthcare systems that could prevent or delay marketing approval for our product
candidates, restrict or regulate post-approval activities and affect our ability to profitably sell our product candidates.
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Legislative and regulatory proposals have been made to expand post-approval requirements and restrict sales and
promotional activities for pharmaceutical products. We are not sure whether additional legislative changes will be
enacted, or whether the FDA regulations, guidance or interpretations will be changed, or what the impact of such
changes on the marketing approvals of our product candidates, if any, may be. In addition, increased scrutiny by the
United States Congress of the FDA s approval process may significantly delay or prevent marketing approval, as well
as subject us to more stringent product labeling and post-marketing testing and other requirements.

In the United States, the Medical Modernization Act of 2003, or MMA, changed the way Medicare covers and pays
for pharmaceutical products. The legislation expanded Medicare coverage for drug purchases by the elderly and
introduced a new reimbursement methodology based on average sales prices for drugs. In addition, this legislation
authorized Medicare Part D prescription drug plans to use formulas where they can limit the number of drugs that will
be covered in any therapeutic class. As a result of this legislation and the expansion of federal coverage of drug
products, we expect that there will be additional pressure to contain and reduce costs. These cost reduction initiatives
and other provisions of this legislation could decrease the coverage and price that we receive for any approved
products and could seriously harm our business. While the MMA applies only to drug benefits for Medicare
beneficiaries, private payors often follow Medicare coverage policy and payment limitations in setting their own
reimbursement rates, and any reduction in reimbursement that results from the MMA may result in a similar reduction
in payments from private payors.

In early 2010, President Obama signed into law the Health Care Reform Law, a sweeping law intended to broaden
access to health insurance, reduce or constrain the growth of healthcare spending, enhance remedies against fraud and
abuse, add new transparency requirements for healthcare and health insurance industries, impose new taxes and fees
on the health industry and imposed additional health policy reforms. Effective October 1, 2010, the Health Care
Reform Law revised the definition of average manufacturer price for reporting purposes, which could increase the
amount of Medicaid drug rebates to states. Further, beginning in 2011, the Health Care Reform Law imposes a
significant annual fee on companies that manufacture or import branded prescription drug products. Substantial new
provisions affecting compliance have also been enacted, which may require us to modify our business practices with
healthcare practitioners. Although it is too early to determine the effect of the Health Care Reform Law on our
business, the new law appears likely to continue the pressure on pharmaceutical pricing, especially under Medicare,
and may also increase our regulatory burdens and operating costs.

The continuing efforts of the government, insurance companies, managed care organizations, and other payors of
healthcare services to contain or reduce costs of health care may adversely affect:

the demand for any product candidates for which we may obtain regulatory approval;

our ability to set a price that we believe is fair for our product candidates;

our ability to generate revenue and achieve or maintain profitability;

the level of taxes that we are required to pay; and
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the availability of capital.
If we market products in a manner that violates healthcare fraud and abuse laws, or if we violate government price
reporting laws, we may be subject to civil or criminal penalties.

In addition to FDA restrictions on the marketing of pharmaceutical products, several other types of state and federal
healthcare fraud and abuse laws have been applied in recent years to restrict certain marketing practices in the
pharmaceutical industry. These laws include false claims statutes and anti-kickback statutes. Because of the breadth of
these laws and the narrowness of the safe harbors, it is possible that some of our business activities could be subject to
challenge under one or more of these laws.

Federal false claims laws prohibit any person from knowingly presenting, or causing to be presented, a false claim for
payment to the federal government or knowingly making, or causing to be made, a false statement to get a false claim
paid. The federal healthcare program anti-kickback statute prohibits, among other things, knowingly and willfully
offering, paying, soliciting or receiving remuneration to induce, or in return for, purchasing, leasing, ordering or
arranging for the purchase, lease or order of any healthcare item or service reimbursable under Medicare, Medicaid or
other federally financed
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healthcare programs. This statute has been interpreted to apply to arrangements between pharmaceutical
manufacturers on the one hand and prescribers, purchasers and formula managers on the other. Although there are
several statutory exemptions and regulatory safe harbors protecting certain common activities from prosecution, the
exemptions and safe harbors are drawn narrowly, and practices that involve remuneration intended to induce
prescribing, purchasing or recommending may be subject to scrutiny if they do not qualify for an exemption or safe
harbor. Our practices may not in all cases meet all of the criteria for safe harbor protection from anti-kickback
liability.

Over the past few years, several pharmaceutical and other healthcare companies have been prosecuted under these
laws for a variety of alleged promotional and marketing activities, such as: allegedly providing free trips, free goods,
sham consulting fees and grants and other monetary benefits to prescribers; reporting to pricing services inflated
average wholesale prices that were then used by federal programs to set reimbursement rates; engaging in off-label
promotion that caused claims to be submitted to Medicaid for non-covered, off-label uses; and submitting inflated best
price information to the Medicaid Rebate Program to reduce liability for Medicaid rebates. Most states also have
statutes or regulations similar to the federal anti-kickback law and false claims laws, which apply to items and services
reimbursed under Medicaid and other state programs, or, in several states, apply regardless of the payor. Sanctions
under these federal and state laws may include civil monetary penalties, exclusion of a manufacturer s products from
reimbursement under government programs, criminal fines and imprisonment.

Governments may impose price controls, which may adversely affect our future profitability.

We intend to seek approval to market our product candidates in both the United States and in foreign jurisdictions. If
we obtain approval in one or more foreign jurisdictions, we will be subject to rules and regulations in those
jurisdictions relating to our product candidates. In some foreign countries, particularly in the European Union, the
pricing of prescription pharmaceuticals is subject to governmental control. In these countries, pricing negotiations
with governmental authorities can take considerable time after the receipt of marketing approval for a product
candidate. If reimbursement of our future products is unavailable or limited in scope or amount, or if pricing is set at
unsatisfactory levels, we may be unable to achieve or sustain profitability.

If product liability lawsuits are brought against us, we may incur substantial liabilities and may be required to limit
commercialization of NS2 or our other product candidates.

We face an inherent risk of product liability as a result of the clinical testing of NS2 and our other product candidates
and will face an even greater risk if we commercialize our product candidates. For example, we may be sued if NS2 or
our other product candidates allegedly cause injury or are found to be otherwise unsuitable during product testing,
manufacturing, marketing or sale. Any such product liability claims may include allegations of defects in
manufacturing, defects in design, a failure to warn of dangers inherent in the product candidate, negligence, strict
liability and a breach of warranties. Claims could also be asserted under state consumer protection acts.

If we cannot successfully defend ourselves against product liability claims, we may incur substantial liabilities or be
required to limit commercialization of our product candidates. Even successful defense would require significant
financial and management resources. Regardless of the merits or eventual outcome, liability claims may result in:

decreased demand for NS2 or our other product candidates;
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injury to our reputation;

withdrawal of clinical trial participants;

costs to defend the related litigation;

a diversion of management s time and our resources;

substantial monetary awards to trial participants or patients;

product recalls, withdrawals or labeling, marketing or promotional restrictions;

loss of revenue;
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the inability to commercialize NS2 or our other product candidates; and

a decline in our stock price.
Although we maintain product liability insurance with $1.0 million in coverage, we plan to increase our product
liability insurance coverage prior to initiating the clinical trials described in this prospectus. Our inability to obtain and
retain sufficient product liability insurance at an acceptable cost to protect against potential product liability claims
could prevent or inhibit the commercialization of NS2 or our other product candidates. Although we will maintain
such insurance, any claim that may be brought against us could result in a court judgment or settlement in an amount
that is not covered, in whole or in part, by our insurance or that is in excess of the limits of our insurance coverage.
Our insurance policies will also have various exclusions, and we may be subject to a product liability claim for which
we have no coverage. We may have to pay any amounts awarded by a court or negotiated in a settlement that exceed
our coverage limitations or that are not covered by our insurance, and we may not have, or be able to obtain, sufficient
capital to pay such amounts.

We and our development partners, third-party manufacturers and suppliers use biological materials and may use
hazardous materials, and any claims relating to improper handling, storage, or disposal of these materials could be
time consuming or costly.

We and our development partners, third-party manufacturers and suppliers may use hazardous materials, including
chemicals and biological agents and compounds that could be dangerous to human health and safety or the
environment. Our operations and the operations of our development partner, third-party manufacturers and suppliers
also produce hazardous waste products. Federal, state, and local laws and regulations govern the use, generation,
manufacture, storage, handling, and disposal of these materials and wastes. Compliance with applicable environmental
laws and regulations may be expensive and current or future environmental laws and regulations may impair our
product development efforts. In addition, we cannot entirely eliminate the risk of accidental injury or contamination
from these materials or wastes. We do not carry specific biological or hazardous waste insurance coverage and our
property, casualty, and general liability insurance policies specifically exclude coverage for damages and fines arising
from biological or hazardous waste exposure or contamination. Accordingly, in the event of contamination or injury
we could be held liable for damages or be penalized with fines in an amount exceeding our resources, and our clinical
trials or regulatory approvals could be suspended.

We and any of our future development partners will be required to report to regulatory authorities if any of our
approved products cause or contribute to adverse medical events, and any failure to do so would result in sanctions
that would materially harm our business.

If we and any of our future development partners are successful in commercializing our products, the FDA and
foreign regulatory authorities would require that we and any of our future development partners report certain
information about adverse medical events if those products may have caused or contributed to those adverse events.
The timing of our obligation to report would be triggered by the date we become aware of the adverse event as well as
the nature of the event. We and any of our future development partners may fail to report adverse events we become
aware of within the prescribed timeframe. We and any of our future development partners may also fail to appreciate
that we have become aware of a reportable adverse event, especially if it is not reported to us as an adverse event or if
it is an adverse event that is unexpected or removed in time from the use of our products. If we and any of our future
development partners fail to comply with our reporting obligations, the FDA or a foreign regulatory authority could
take action including criminal prosecution, the imposition of civil monetary penalties, seizure of our products, or delay
in approval or clearance of future products.
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Our insurance policies are expensive and protect us only from some business risks, which leaves us exposed to
significant uninsured liabilities.

We do not carry insurance for all categories of risk that our business may encounter. Some of the policies we currently
maintain include general liability, workers compensation, and directors and officers insurance. We do not know,
however, if we will be able to maintain existing insurance with adequate levels of coverage. Any significant,
uninsured liability may require us to pay substantial amounts, which would adversely affect our working capital and
results of operations.
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If we engage in an acquisition, reorganization or business combination, we will incur a variety of risks that could
adversely affect our business operations or our stockholders.

From time to time we have considered, and we will continue to consider in the future, strategic business initiatives
intended to further the development of our business. These initiatives may include acquiring businesses, technologies
or products or entering into a business combination with another company. If we do pursue such a strategy, we could,
among other things:

issue equity securities that would dilute our current stockholders percentage ownership;

incur substantial debt that may place strains on our operations;

spend substantial operational, financial and management resources in integrating new businesses,
technologies and products; and

assume substantial actual or contingent liabilities.
Our internal computer systems, or those of our development partners, third-party clinical research organizations or
other contractors or consultants, may fail or suffer security breaches, which could result in a material disruption of
our product development programs.

Despite the implementation of security measures, our internal computer systems and those of our current and any
future CROs and other contractors, consultants and collaborators are vulnerable to damage from computer viruses,
unauthorized access, natural disasters, terrorism, war and telecommunication and electrical failures. While we have
not experienced any such material system failure, accident or security breach to date, if such an event were to occur
and cause interruptions in our operations, it could result in a material disruption of our development programs and our
business operations. For example, the loss of clinical trial data from completed or future clinical trials could result in
delays in our regulatory approval efforts and significantly increase our costs to recover or reproduce the data.
Likewise, we rely on third parties to manufacture our product candidates and conduct clinical trials, and similar events
relating to their computer systems could also have a material adverse effect on our business. To the extent that any
disruption or security breach were to result in a loss of, or damage to, our data or applications, or inappropriate
disclosure of confidential or proprietary information, we could incur liability and the further development and
commercialization of our product candidate could be delayed.

Business disruptions could seriously harm our future revenues and financial condition and increase our costs and
expenses.

Our operations could be subject to earthquakes, power shortages, telecommunications failures, water shortages,
floods, hurricanes, typhoons, fires, extreme weather conditions, medical epidemics and other natural or manmade
disasters or business interruptions, for which we are predominantly self-insured. The occurrence of any of these
business disruptions could seriously harm our operations and financial condition and increase our costs and expenses.
We rely on third-party manufacturers to produce NS2 and our other product candidates. Our ability to obtain clinical
supplies of NS2 or our other product candidates could be disrupted, if the operations of these suppliers are affected by
a man-made or natural disaster or other business interruption.
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Our employees may engage in misconduct or other improper activities including noncompliance with regulatory
standards and requirements and insider trading.

We are exposed to the risk of employee fraud or other misconduct. Misconduct by employees could include
intentional failures to comply with FDA regulations, provide accurate information to regulatory authorities, comply
with manufacturing standards we have established, comply with federal and state health care fraud and abuse laws and
regulations, report financial information or data accurately, or disclose unauthorized activities to us. In particular,
sales, marketing, and business arrangements in the health care industry are subject to extensive laws and regulations
intended to prevent fraud, kickbacks, self-dealing, and other abusive practices. These laws and regulations may restrict
or prohibit a wide range of pricing, discounting, marketing and promotion, sales commission, customer incentive
programs, and other business arrangements. Employee misconduct could also involve improper use of information
obtained in the course of clinical trials, which could result in regulatory sanctions and serious harm to our reputation.

25

Table of Contents 52



Edgar Filing: Aldeyra Therapeutics, Inc. - Form 424B4

Table of Conten

In addition, during the course of our operations our directors, executives, and employees may have access to material,
nonpublic information regarding our business, our results of operations, or potential transactions we are considering.
We may not be able to prevent a director, executive, or employee from trading in our common stock on the basis of, or
while having access to, material, nonpublic information. If a director, executive, or employee was to be investigated or
an action was to be brought against a director, executive, or employee for insider trading, it could have a negative
impact on our reputation and our stock price. Such a claim, with or without merit, could also result in substantial
expenditures of time and money, and divert attention of our management team from other tasks important to the
success of our business.

Risks Relating to Our Intellectual Property
Our success depends on our ability to protect our intellectual property and our proprietary technologies.

Our commercial success depends in part on our ability to obtain and maintain patent protection and trade secret
protection for our product candidates, proprietary technologies, and their uses as well as our ability to operate without
infringing upon the proprietary rights of others. There can be no assurance that our patent applications or those of our
licensors will result in additional patents being issued or that issued patents will afford sufficient protection against
competitors with similar technology, nor can there be any assurance that the patents issued will not be infringed,
designed around, or invalidated by third parties. Even issued patents may later be found unenforceable or may be
modified or revoked in proceedings instituted by third parties before various patent offices or in courts. The degree of
future protection for our proprietary rights is uncertain. Only limited protection may be available and may not
adequately protect our rights or permit us to gain or keep any competitive advantage. This failure to properly protect
the intellectual property rights relating to these product candidates could have a material adverse effect on our
financial condition and results of operations.

Composition-of-matter patents on the biological or chemical active pharmaceutical ingredient are generally
considered to be the strongest form of intellectual property protection for pharmaceutical products, as such patents
provide protection without regard to any method of use. While we have issued composition-of-matter patents in the
United States and other countries for NS2, we cannot be certain that the claims in our patent applications covering
composition-of-matter of our other product candidates will be considered patentable by the United States Patent and
Trademark Office (USPTO) and courts in the United States or by the patent offices and courts in foreign countries,
nor can we be certain that the claims in our issued composition-of-matter patents will not be found invalid or
unenforceable if challenged. Method-of-use patents protect the use of a product for the specified method. This type of
patent does not prevent a competitor from making and marketing a product that is identical to our product for an
indication that is outside the scope of the patented method. Moreover, even if competitors do not actively promote
their product for our targeted indications, physicians may prescribe these products off-label. Although off-label
prescriptions may infringe or contribute to the infringement of method-of-use patents, the practice is common and
such infringement is difficult to prevent or prosecute. In addition, there are possibly methods that can be employed to
trap aldehydes that we have not conceived of or attempted to patent, and other parties may discover and patent
aldehyde trapping approaches and compositions that are similar to or different from ours.

The patent application process is subject to numerous risks and uncertainties, and there can be no assurance that we or

any of our future development partners will be successful in protecting our product candidates by obtaining and
defending patents. These risks and uncertainties include the following:
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the USPTO and various foreign governmental patent agencies require compliance with a number of
procedural, documentary, fee payment and other provisions during the patent process. There are
situations in which noncompliance can result in abandonment or lapse of a patent or patent application,
resulting in partial or complete loss of patent rights in the relevant jurisdiction. In such an event,
competitors might be able to enter the market earlier than would otherwise have been the case;

patent applications may not result in any patents being issued;

patents that may be issued or in-licensed may be challenged, invalidated, modified, revoked,
circumvented, found to be unenforceable, or otherwise may not provide any competitive advantage;

our competitors, many of whom have substantially greater resources than we do and many of whom have
made significant investments in competing technologies, may seek or may have already obtained patents
that will limit, interfere with, or eliminate our ability to make, use, and sell our potential product
candidates;
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there may be significant pressure on the United States government and international governmental bodies
to limit the scope of patent protection both inside and outside the United States for disease treatments that
prove successful, as a matter of public policy regarding worldwide health concerns; and

countries other than the United States may have patent laws less favorable to patentees than those upheld

by United States courts, allowing foreign competitors a better opportunity to create, develop, and market

competing product candidates.
In addition, we rely on the protection of our trade secrets and proprietary know-how. Although we have taken steps to
protect our trade secrets and unpatented know-how, including entering into confidentiality agreements with third
parties, and confidential information and inventions agreements with employees, consultants, and advisors, third
parties may still obtain this information or may come upon this or similar information independently. If any of these
events occurs or if we otherwise lose protection for our trade secrets or proprietary know-how, the value of this
information may be greatly reduced.

Claims by third parties that we infringe their proprietary rights may result in liability for damages or prevent or
delay our developmental and commercialization efforts.

The biotechnology industry has been characterized by frequent litigation regarding patent and other intellectual
property rights. Because patent applications are maintained in secrecy until the application is published, we may be
unaware of third party patents that may be infringed by commercialization of NS2 or our other product candidates. In
addition, identification of third party patent rights that may be relevant to our technology is difficult because patent
searching is imperfect due to differences in terminology among patents, incomplete databases and the difficulty in
assessing the meaning of patent claims. Any claims of patent infringement asserted by third parties would be time
consuming and could likely:

result in costly litigation;

divert the time and attention of our technical personnel and management;

cause development delays;

prevent us from commercializing NS2 or our other product candidates until the asserted patent expires or
is held finally invalid or not infringed in a court of law;

require us to develop non-infringing technology; or

require us to enter into royalty or licensing agreements.
Although no third party has asserted a claim of patent infringement against us, others may hold proprietary rights that
could prevent NS2 or our other product candidates from being marketed. Any patent-related legal action against us
claiming damages and seeking to enjoin commercial activities relating to our product candidate or processes could
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subject us to potential liability for damages and require us to obtain a license to continue to manufacture or market
NS2 or our other product candidates. We cannot predict whether we would prevail in any such actions or that any
license required under any of these patents would be made available on commercially acceptable terms, if at all. In
addition, we cannot be sure that we could redesign our product candidate or processes to avoid infringement, if
necessary. Accordingly, an adverse determination in a judicial or administrative proceeding, or the failure to obtain
necessary licenses, could prevent us from developing and commercializing NS2 or our other product candidates,
which could harm our business, financial condition and operating results.

Any such claims against us could also be deemed to constitute an event of default under our loan and security
agreement with Square 1 Bank. In the case of a continuing event of default under the loan, Square 1 Bank could,
among other remedies, elect to declare all amounts outstanding to be immediately due and payable and terminate all
commitments to extend further credit, commence and prosecute bankruptcy and/or other insolvency proceedings, or
proceed against the collateral granted to Square 1 Bank under the loan.
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Our issued patents could be found invalid or unenforceable if challenged in court.

If we or any of our future development partners were to initiate legal proceedings against a third party to enforce a
patent covering one of our product candidates, or one of our future product candidates, the defendant could
counterclaim that our patent is invalid and/or unenforceable. In patent litigation in the United States, defendant
counterclaims alleging invalidity and/or unenforceability are commonplace. Grounds for a validity challenge could be
an alleged failure to meet any of several statutory requirements, including lack of novelty, obviousness or
non-enablement. Grounds for an unenforceability assertion could be an allegation that someone connected with
prosecution of the patent withheld relevant information from the USPTO, or made a misleading statement during
prosecution. Third parties may also raise similar claims before the USPTO, even outside the context of litigation. The
outcome following legal assertions of invalidity and unenforceability is unpredictable. With respect to the validity
question, for example, we cannot be certain that there is no invalidating prior art, of which we and the patent examiner
were unaware during prosecution. If a defendant were to prevail on a legal assertion of invalidity and/or
unenforceability, we would lose at least part, and perhaps all, of the patent protection on such product candidate. Such
a loss of patent protection would have a material adverse impact on our business.

We may fail to comply with any of our obligations under existing agreements pursuant to which we license rights
or technology, which could result in the loss of rights or technology that are material to our business.

We are a party to a technology license that is important to our business and we may enter into additional licenses in
the future. We currently hold a license from Ligand Pharmaceuticals Incorporated that covers use of an excipient in
our eye drops. This license imposes various commercial, contingent payment, royalty, insurance, indemnification, and
other obligations on us. If we fail to comply with these obligations, the licensor may have the right to terminate the
license, in which event we would lose valuable rights under our collaboration agreements and our ability to develop
product candidates.

We may be subject to claims that we have wrongfully hired an employee from a competitor or that we or our
employees have wrongfully used or disclosed alleged confidential information or trade secrets of their former
employers.

As is common in the biotechnology and pharmaceutical industry, we engage the services of consultants to assist us in
the development of our product candidates. Many of these consultants were previously employed at, or may have
previously provided or may be currently providing consulting services to, other biotechnology or pharmaceutical
companies including our competitors or potential competitors. We may become subject to claims that our company or
a consultant inadvertently or otherwise used or disclosed trade secrets or other information proprietary to their former
employers or their former or current clients. Litigation may be necessary to defend against these claims. Even if we
are successful in defending against these claims, litigation could result in substantial costs and be a distraction to our
management team.

If we do not obtain protection under the Hatch-Waxman Amendments by extending the patent terms and obtaining
data exclusivity for our product candidate, our business may be materially harmed.

Depending upon the timing, duration and specifics of FDA marketing approval of NS2 or other product candidates,
one or more of our United States patents may be eligible for limited patent term restoration under the Drug Price
Competition and Patent Term Restoration Act of 1984, referred to as the Hatch-Waxman Amendments. The
Hatch-Waxman Amendments permit a patent restoration term of up to five years as compensation for patent term lost
during product development and the FDA regulatory review process. However, we may not be granted an extension
because of, for example, failing to apply within applicable deadlines, failing to apply prior to expiration of relevant
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patents or otherwise failing to satisfy applicable requirements. Moreover, the applicable time period or the scope of
patent protection afforded could be less than we request. If we are unable to obtain patent term extension or restoration
or the term of any such extension is less than we request, our competitors may obtain approval of competing products
following our patent expiration, and our revenue could be reduced, possibly materially.

If our trademarks and trade names are not adequately protected, then we may not be able to build name
recognition in our markets of interest and our business may be adversely affected.

Our registered or unregistered trademarks or trade names may be challenged, infringed, circumvented or declared
generic or determined to be infringing on other marks. We may not be able to protect our rights to these trademarks
and trade names, which we need to build name recognition among potential partners or customers in our markets of
interest. At times, competitors may adopt trade names or trademarks similar to ours, thereby impeding our ability to
build brand identity and
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possibly leading to market confusion. In addition, there could be potential trade name or trademark infringement
claims brought by owners of other registered trademarks or trademarks that incorporate variations of our registered or
unregistered trademarks or trade names. For instance, we have received correspondence from another company
claiming that the prior name of our company may be confused with its name and registered marks, and as a result,
they may consider challenging one of our trademark applications, and our use of the mark and company name. We did
not believe that the name of our company or mark would be confused with the name of such other company or its
marks, but recognized that if there is confusion, it may be difficult to protect our rights to such trademark and to build
name recognition and our business could be adversely affected, and we could be at risk that such other company may
choose to take formal action to try to stop us from using the name of our company or mark. There was also a risk that
if there is confusion, the reputation, performance and/or actions of such other company may negatively impact our
stock and our business. We therefore have, as of March 2014, adopted a new brand, Aldeyra Therapeutics. Over the
long term, if we are unable to establish name recognition based on our trademarks and trade names, then we may not
be able to compete effectively and our business may be adversely affected. Our efforts to enforce or protect our
proprietary rights related to trademarks, trade secrets, domain names, copyrights or other intellectual property may be
ineffective and could result in substantial costs and diversion of resources and could adversely impact our financial
condition or results of operations.

Changes in United States patent law could diminish the value of patents in general, thereby impairing our ability to
protect our product candidates.

As is the case with other biopharmaceutical companies, our success is heavily dependent on intellectual property,
particularly patents. Obtaining and enforcing patents in the biopharmaceutical industry involve technological and legal
complexity. Therefore, obtaining and enforcing biopharmaceutical patents is costly, time consuming, and inherently
uncertain. In addition, Congress may pass patent reform legislation. The Supreme Court has ruled on several patent
cases in recent years, either narrowing the scope of patent protection available in certain circumstances or weakening
the rights of patent owners in certain situations. In addition to increasing uncertainty with regard to our ability to
obtain patents in the future, this combination of events has created uncertainty with respect to the value of patents,
once obtained. Depending on decisions by the United States Congress, the federal courts, and the USPTO, the laws
and regulations governing patents could change in unpredictable ways that would weaken our ability to obtain new
patents or to enforce our existing patents and patents we might obtain in the future.

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

While we have issued composition-of-matter patents covering NS2 in the United States and other countries, filing,
prosecuting and defending patents on NS2 and our other product candidates in all countries throughout the world
would be prohibitively expensive, and our intellectual property rights in some countries outside the United States can
be less extensive than those in the United States. In addition, the laws of some foreign countries do not protect
intellectual property rights to the same extent as federal and state laws in the United States. Consequently, we may not
be able to prevent third parties from practicing our inventions in all countries outside the United States, or from selling
or importing products made using our inventions in and into the United States or other jurisdictions. Competitors may
use our technologies in jurisdictions where we have not obtained patent protection to develop their own products and
further, may export otherwise infringing products to territories where we have patent protection, but enforcement is
not as strong as that in the United States. These products may compete with our product candidates and our patents or
other intellectual property rights may not be effective or sufficient to prevent them from competing.

Many companies have encountered significant problems in protecting and defending intellectual property rights in
foreign jurisdictions. The legal systems of certain countries, particularly certain developing countries, do not favor the

enforcement of patents and other intellectual property protection, particularly those relating to biopharmaceuticals,
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which could make it difficult for us to stop the infringement of our patents or marketing of competing products in
violation of our proprietary rights generally. Proceedings to enforce our patent rights in foreign jurisdictions could
result in substantial costs and divert our efforts and attention from other aspects of our business, could put our patents
at risk of being invalidated or interpreted narrowly and our patent applications at risk of not issuing and could provoke
third parties to assert claims against us. We may not prevail in any lawsuits that we initiate and the damages or other
remedies awarded, if any, may not be commercially meaningful. Accordingly, our efforts to enforce our intellectual
property rights around the world may be inadequate to obtain a significant commercial advantage from the intellectual
property that we develop or license.
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Risks Related to Our Financial Position and Need for Capital

If we fail to obtain the capital necessary to fund our operations, we will be unable to successfully develop and
commercialize NS2 and our other product candidates.

We will require substantial future capital in order to complete the remaining clinical development for NS2 and our
other product candidates and to potentially commercialize these product candidates. We expect our spending levels to
increase in connection with our clinical trials of NS2, as well as other corporate activities. The amount and timing of

any expenditure needed to implement our development and commercialization programs will depend on numerous
factors, including:

the type, number, scope, progress, expansion costs, results of and timing of our planned clinical trials of
NS2 or any our other product candidates which we are pursuing or may choose to pursue in the future;

the need for, and the progress, costs and results of, any additional clinical trials of NS2 and our other
product candidates we may initiate based on the results of our planned clinical trials or discussions with
the FDA, including any additional trials the FDA or other regulatory agencies may require evaluating the
safety of NS2 and our other product candidates;

the costs of obtaining, maintaining and enforcing our patents and other intellectual property rights;

the costs and timing of obtaining or maintaining manufacturing for NS2 and our other product
candidates, including commercial manufacturing if any product candidate is approved;

the costs and timing of establishing sales and marketing capabilities and enhanced internal controls over
financial reporting;

the terms and timing of establishing collaborations, license agreements and other partnerships on terms
favorable to us;

costs associated with any other product candidates that we may develop, in-license or acquire;

the effect of competing technological and market developments;

our ability to establish and maintain partnering arrangements for development; and

the costs associated with being a public company.
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Some of these factors are outside of our control. We do not expect our existing capital resources together with the net
proceeds from this offering to be sufficient to enable us to fund the completion of our clinical trials and remaining
development program through commercial introduction. We expect that we will need to raise additional funds in the
near future.

We have not sold any products, and we do not expect to sell or derive revenue from any product sales for the
foreseeable future. We may seek additional funding through collaboration agreements and public or private
financings. Additional funding may not be available to us on acceptable terms or at all. In addition, the terms of any
financing may adversely affect the holdings or the rights of our stockholders. In addition, the issuance of additional
shares by us, or the possibility of such issuance, may cause the market price of our shares to decline.

If we are unable to obtain funding on a timely basis, we will be unable to complete the planned clinical trials for NS2
and our other product candidates and we may be required to significantly curtail some or all of our activities. We also
could be required to seek funds through arrangements with collaborative partners or otherwise that may require us to

relinquish rights to our product candidates or some of our technologies or otherwise agree to terms unfavorable to us.

The terms of our secured debt facility require us to meet certain operating and financial covenants and place
restrictions on our operating and financial flexibility. If we raise additional capital through debt financing, the
terms of any new debt could further restrict our ability to operate our business.

We have a $1.5 million loan and security agreement with Square 1 Bank that is secured by a lien covering all of our

assets. As of December 31, 2012 and December 31, 2013, the outstanding principal balance of the Square 1 Bank loan
was
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approximately $0.5 million and $1.4 million, respectively. The loan agreement contains customary affirmative and
negative covenants and events of default. Affirmative covenants include, among others, covenants requiring us to
maintain our legal existence and governmental approvals, deliver certain financial reports and maintain insurance
coverage. Negative covenants include, among others, restrictions on transferring any part of our business or property,
changing our business, including changing the composition of our executive team or board of directors or suffering a
change in the composition of the board of directors such that a least one partner of Domain Associates L.L.C. or its
affiliates no longer serves as a voting member any time prior to this offering, incurring additional indebtedness,
engaging in mergers or acquisitions, paying dividends or making other distributions, making investments and creating
other liens on our assets and other financial covenants, in each case subject to customary exceptions. If we default
under the terms of the loan agreement, including failure to satisfy our operating covenants, the lender may accelerate
all of our repayment obligations and take control of our pledged assets, potentially requiring us to renegotiate our
agreement on terms less favorable to us or to immediately cease operations. Further, if we are liquidated, the lender s
right to repayment would be senior to the rights of the holders of our common stock. The lender could declare a
default upon the occurrence of any event that they interpret as a material adverse effect as defined under the loan
agreement. Any declaration by the lender of an event of default could significantly harm our business and prospects
and could cause the price of our common stock to decline. If we raise any additional debt financing, the terms of such
additional debt could further restrict our operating and financial flexibility.

Our ability to use net operating loss and tax credit carryforwards and certain built-in losses to reduce future tax
payments may be limited by provisions of the Internal Revenue Code, and may be subject to further limitation as a
result of the transactions contemplated by this offering.

Under Section 382 of the Internal Revenue Code of 1986, as amended, if a corporation undergoes an ownership
change (generally defined as a greater than 50% change (by value) in its equity ownership over a three year period),
the corporation s ability to use its pre-change net operating loss carryforwards and other pre-change tax attributes to
offset its post-change income may be limited. We believe that, as a result of this offering, our preferred stock
financings and other transactions, we have experienced, or may upon completion of this offering experience, an

ownership change. We may also experience ownership changes in the future as a result of subsequent shifts in our
stock ownership. As of December 31, 2013, we had federal and state net operating loss carryforwards of
approximately $10.9 million and $9.8 million, respectively, and federal and state research and development credits of
approximately $233,000 and $25,000, respectively, which could be limited if we experience an ownership change.
Any such limitations would generally be equal to our equity value at the time of the ownership change multiplied by a
risk-free rate of return published monthly by the IRS.

Risks Related to Our Common Stock and this Offering
An active trading market for our common stock may not develop.

Prior to this offering, there has been no public market for our common stock. Although our common stock has been
approved for listing on The Nasdaq Capital Market, an active trading market for our shares may never develop or be
sustained following this offering. If the market does not develop or is not sustained, it may be difficult for you to sell
your shares of common stock at a price that is attractive to you or at all. In addition, an inactive market may impair
our ability to raise capital by selling shares and may impair our ability to acquire other companies or technologies by
using our shares as consideration, which, in turn, could materially adversely affect our business.

The trading price of the shares of our common stock could be highly volatile, and purchasers of our common stock
could incur substantial losses.
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Our stock price is likely to be volatile. The stock market in general and the market for biotechnology companies in
particular have experienced extreme volatility that has often been unrelated to the operating performance of particular
companies. As a result of this volatility, investors may not be able to sell their common stock at or above the initial
public offering price. The market price for our common stock may be influenced by many factors, including:

our ability to enroll patients in our planned clinical trials;

results of the clinical trials, and the results of trials of our competitors or those of other companies in our
market sector;
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regulatory developments in the United States and foreign countries;

variations in our financial results or those of companies that are perceived to be similar to us;

changes in the structure of healthcare payment systems, especially in light of current reforms to the
United States healthcare system;

announcements by us or our competitors of significant acquisitions, strategic partnerships, joint ventures
or capital commitments;

market conditions in the pharmaceutical and biotechnology sectors and issuance of securities analysts
reports or recommendations;

sales of our stock by insiders and 5% stockholders;

trading volume of our common stock;

general economic, industry and market conditions other events or factors, many of which are beyond our
control;

additions or departures of key personnel; and

intellectual property, product liability or other litigation against us.
In addition, in the past, stockholders have initiated class action lawsuits against biotechnology and pharmaceutical
companies following periods of volatility in the market prices of these companies stock. Such litigation, if instituted
against us, could cause us to incur substantial costs and divert management s attention and resources, which could have
a material adverse effect on our business, financial condition and results of operations.
Our quarterly operating results may fluctuate significantly.

We expect our operating results to be subject to quarterly fluctuations. Our net loss and other operating results will be
affected by numerous factors, including:

variations in the level of expenses related to our clinical trial and development programs;

addition or termination of clinical trials;
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any intellectual property infringement lawsuit in which we may become involved;

regulatory developments affecting NS2 and our other product candidates;

our execution of any collaborative, licensing or similar arrangements, and the timing of payments we
may make or receive under these arrangements;

nature and terms of stock-based compensation grants; and

derivative instruments recorded at fair value.
If our quarterly operating results fall below the expectations of investors or securities analysts, the price of our
common stock could decline substantially. Furthermore, any quarterly fluctuations in our operating results may, in
turn, cause the price of our stock to fluctuate substantially.
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Our failure to meet the continued listing requirements of The NASDAQ Capital Market could result in a delisting
of our common stock.

If after listing we fail to satisfy the continued listing requirements of The NASDAQ Capital Market, such as the
corporate governance requirements or the minimum closing bid price requirement, NASDAQ may take steps to de-list
our common stock. Such a delisting would likely have a negative effect on the price of our common stock and would
impair your ability to sell or purchase our common stock when you wish to do so. In the event of a delisting, we
would expect to take actions to restore our compliance with NASDAQ s listing requirements, but we can provide no
assurance that any such action taken by us would allow our common stock to become listed again, stabilize the market
price or improve the liquidity of our common stock, prevent our common stock from dropping below the NASDAQ
minimum bid price requirement or prevent future non-compliance with NASDAQ s listing requirements.

If our shares become subject to the penny stock rules, it would become more difficult to trade our shares.

The SEC has adopted rules that regulate broker-dealer practices in connection with transactions in penny stocks.
Penny stocks are generally equity securities with a price of less than $5.00, other than securities registered on certain
national securities exchanges or authorized for quotation on certain automated quotation systems, provided that
current price and volume information with respect to transactions in such securities is provided by the exchange or
system. If we do not retain a listing on The NASDAQ Capital Market and if the price of our common stock is less
than $5.00, our common stock will be deemed a penny stock. The penny stock rules require a broker-dealer, before a
transaction in a penny stock not otherwise exempt from those rules, to deliver a standardized risk disclosure document
containing specified information. In addition, the penny stock rules require that before effecting any transaction in a
penny stock not otherwise exempt from those rules, a broker-dealer must make a special written determination that the
penny stock is a suitable investment for the purchaser and receive (i) the purchaser s written acknowledgment of the
receipt of a risk disclosure statement; (ii) a written agreement to transactions involving penny stocks; and (iii) a signed
and dated copy of a written suitability statement. These disclosure requirements may have the effect of reducing the
trading activity in the secondary market for our common stock, and therefore stockholders may have difficulty selling
their shares.

We may allocate the net proceeds from this offering in ways that you and other stockholders may not approve.

Our management will have broad discretion in the application of the net proceeds from this offering, including for any
of the purposes described in the section entitled Use of Proceeds, and you will not have the opportunity as part of your
investment decision to assess whether the net proceeds are being used appropriately. Because of the number and
variability of factors that will determine our use of the net proceeds from this offering, their ultimate use may vary
substantially from their currently intended use. Our management might not apply our net proceeds in ways that
ultimately increase the value of your investment. We expect to use the net proceeds from this offering to fund our
planned clinical trials of NS2, development of other molecules that may relate to our aldehyde trapping platform, and
the remainder for working capital and other general corporate purposes. The failure by our management to apply these
funds effectively could harm our business. Pending their use, we may invest the net proceeds from this offering in
short-term, investment-grade, interest-bearing securities. These investments may not yield a favorable return to our
stockholders. If we do not invest or apply the net proceeds from this offering in ways that enhance stockholder value,
we may fail to achieve expected financial results, which could cause our stock price to decline.

You will suffer immediate and substantial dilution in the net tangible book value of the common stock you
purchase.
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The initial public offering price of our common stock is substantially higher than the net tangible book value per share
of our outstanding common stock immediately after the completion of this offering. Purchasers of common stock in
this offering will experience immediate dilution of approximately $5.92 per share in net tangible book value of the
common stock based on the initial public offering price of $8.00 per share. In the past, we issued options and warrants
to acquire common stock at prices significantly below the initial public offering price. To the extent these outstanding
options and warrants are ultimately exercised, investors purchasing common stock in this offering will sustain further
dilution. For a further description of the dilution that you will experience immediately after this offering, see Dilution.
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Because a small number of our existing stockholders own a majority of our voting stock, your ability to influence
corporate matters will be limited.

Following the completion of this offering, our executive officers, directors and greater than 5% stockholders, in the
aggregate, will own approximately 68.0% of our outstanding common stock. As a result, such persons, acting
together, will have the ability to control our management and affairs and substantially all matters submitted to our
stockholders for approval, including the election and removal of directors and approval of any significant transaction.
These persons will also have the ability to control our management and business affairs. This concentration of
ownership may have the effect of delaying, deferring or preventing a change in control, impeding a merger,
consolidation, takeover or other business combination involving us, or discouraging a potential acquirer from making
a tender offer or otherwise attempting to obtain control of our business, even if such a transaction would benefit other
stockholders.

Anti-takeover provisions in our charter documents and under Delaware law could make an acquisition of us,
which may be beneficial to our stockholders, more difficult and may prevent attempts by our stockholders to

replace Oor remove our current management.

Provisions in our amended and restated certificate of incorporation and amended and restated bylaws may delay or
prevent an acquisition of us or a change in our management. These provisions include:

authorizing the issuance of blank check preferred stock, the terms of which may be established and
shares of which may be issued without stockholder approval;

limiting the removal of directors by the stockholders;

creating a staggered board of directors;

prohibiting stockholder action by written consent, thereby requiring all stockholder actions to
be taken at a meeting of our stockholders;

eliminating the ability of stockholders to call a special meeting of stockholders;

permitting our board of directors to accelerate the vesting of outstanding option grants upon certain
transactions that result in a change of control; and

establishing advance notice requirements for nominations for election to the board of directors or for
proposing matters that can be acted upon at stockholder meetings.
In addition, because we are incorporated in Delaware, we are governed by the provisions of Section 203 of the
Delaware General Corporation Law, which limits the ability of stockholders owning in excess of 15% of our
outstanding voting stock to merge or combine with us. Although we believe these provisions collectively provide for
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an opportunity to obtain greater value for stockholders by requiring potential acquirors to negotiate with our board of
directors, they would apply even if an offer rejected by our board were considered beneficial by some stockholders. In
addition, these provisions may frustrate or prevent any attempts by our stockholders to replace or remove our current
management by making it more difficult for stockholders to replace members of our board of directors, which is
responsible for appointing the members of our management.

We do not intend to pay dividends on our common stock and, consequently, your ability to achieve a return on your
investment will depend on appreciation in the price of our common stock.

We have never declared or paid any cash dividend on our common stock and do not currently intend to do so for the
foreseeable future. We currently anticipate that we will retain future earnings for the development, operation and
expansion of our business and do not anticipate declaring or paying any cash dividends for the foreseeable future. In
addition, our loan and security agreement with Square 1 Bank currently prohibits us from paying dividends on our
equity securities, and any future debt financing arrangement may contain terms prohibiting or limiting the amount of
dividends that may be declared or paid on our common stock. Any return to stockholders will therefore be limited to
the appreciation of their stock. Therefore, the success of an investment in shares of our common stock will depend
upon any future appreciation in their value. There is no guarantee that shares of our common stock will appreciate in
value or even maintain the price at which our stockholders have purchased their shares.
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Sales of a substantial number of shares of our common stock by our existing stockholders in the public market
could cause our stock price to fall.

Sales of a substantial number of shares of our common stock in the public market or the perception that these sales
might occur, could significantly reduce the market price of our common stock and impair our ability to raise adequate
capital through the sale of additional equity securities.

Based on shares of common stock outstanding as of December 31, 2013, upon the closing of this offering, we will
have outstanding a total of 5,470,164 shares of common stock after this offering, assuming no exercise of the
underwriters overallotment option and no exercise of outstanding options and warrants. Of these shares, only the
1,434,375 shares of common stock sold in this offering by us to unaffiliated parties, plus any shares sold upon
exercise of the underwriters overallotment option, will be freely tradable without restriction in the public market
immediately following this offering. Aegis Capital Corp., however, may, in its sole discretion, permit our officers,
directors and other stockholders who are subject to these lock-up agreements to sell shares prior to the expiration of
the lock-up agreements.

We expect that the lock-up agreements pertaining to this offering will expire 180 days from the date of this
prospectus. After the lock-up agreements expire, up to an additional 4,035,789 shares of common stock will be
eligible for sale in the public market of which 3,786,996 shares are held by directors, executive officers and other
affiliates and will be subject to volume limitations under Rule 144 under the Securities Act of 1933, as amended, or
the Securities Act. In addition, 1,234,842 shares of common stock that are either subject to outstanding options or
reserved for future issuance under our employee benefit plans will become eligible for sale in the public market to the
extent permitted by the provisions of various vesting schedules, the lock-up agreements and Rule 144 and Rule 701
under the Securities Act. If these additional shares of common stock are sold, or if it is perceived that they will be
sold, in the public market, the trading price of our common stock could decline.

After this offering, the holders of 3,642,799 shares of our outstanding common stock, or approximately 66.6% of our
total outstanding common stock as of December 31, 2013, will be entitled to rights with respect to the registration of
their shares under the Securities Act, subject to the 180-day lock-up agreements described above. See Description of
Capital Stock Registration Rights. Registration of these shares under the Securities Act would result in the shares
becoming freely tradable without restriction under the Securities Act, except for shares held by affiliates, as defined in
Rule 144 under the Securities Act. Any sales of securities by these stockholders could have a material adverse effect
on the trading price of our common stock.

In addition, we are registering the 60,000 shares of our common stock underlying the warrants to be issued to the
representative of the underwriters in connection with this offering as described in the Underwriting Representative s
Warrants section of this prospectus.

We are an emerging growth company, and we cannot be certain if the reduced reporting requirements applicable to
emerging growth companies will make our common stock less attractive to investors.

We are an emerging growth company, as defined in the Jumpstart Our Business Startups Act of 2012, or the JOBS
Act. For as long as we continue to be an emerging growth company, we may take advantage of exemptions from
various reporting requirements that are applicable to other public companies that are not emerging growth companies,
including not being required to comply with the auditor attestation requirements of Section 404 of the Sarbanes-Oxley
Act of 2002, or the Sarbanes-Oxley Act, reduced disclosure obligations regarding executive compensation in this
prospectus and our periodic reports and proxy statements and exemptions from the requirements of holding
nonbinding advisory votes on executive compensation and stockholder approval of any golden parachute payments
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not previously approved. We could be an emerging growth company for up to five years, although circumstances
could cause us to lose that status earlier, including if we become a large accelerated filer, if we have total annual gross
revenue of $1.0 billion or more during any fiscal year before that time, in which cases we would no longer be an
emerging growth company as of the following December 31 or, if we issue more than $1.0 billion in non-convertible
debt during any three year period before that time, we would cease to be an emerging growth company immediately.
Even after we no longer qualify as an emerging growth company, we may still qualify as a smaller reporting company
which would allow us to take advantage of many of the same exemptions from disclosure requirements including not
being required to comply with the auditor attestation requirements of Section 404 of the Sarbanes-Oxley Act and
reduced disclosure obligations regarding executive compensation in this prospectus and our periodic reports and proxy
statements. We cannot predict if investors will find our common stock less attractive because we may rely on these
exemptions. If some investors find our common stock less attractive as a result, there may be a less active trading
market for our common stock and our stock price may be more volatile.
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We will incur significant increased costs as a result of operating as a public company, and our management will be
required to devote substantial time to new compliance initiatives.

As a public company, we will incur significant legal, accounting and other expenses that we did not incur as a private
company. We will be subject to the reporting requirements of the Securities Exchange Act of 1934, as amended, or the
Exchange Act, which will require, among other things, that we file with the Securities and Exchange Commission, or
the SEC, annual, quarterly and current reports with respect to our business and financial condition. In addition, the
Sarbanes-Oxley Act, as well as rules subsequently adopted by the SEC, and The NASDAQ Capital Market to
implement provisions of the Sarbanes-Oxley Act, impose significant requirements on public companies, including
requiring establishment and maintenance of effective disclosure and financial controls and changes in corporate
governance practices. Further, in 2010, the Dodd-Frank Wall Street Reform and Consumer Protection Act, or the
Dodd-Frank Act, was enacted. There are significant corporate governance and executive compensation related
provisions in the Dodd-Frank Act that require the SEC to adopt additional rules and regulations in these areas such as

say on pay and proxy access. Recent legislation permits smaller emerging growth companies to implement many of
these requirements over a longer period and up to five years from the pricing of this offering. We intend to take
advantage of this new legislation but cannot guarantee that we will not be required to implement these requirements
sooner than budgeted or planned and thereby incur unexpected expenses. Stockholder activism, the current political
environment and the current high level of government intervention and regulatory reform may lead to substantial new
regulations and disclosure obligations, which may lead to additional compliance costs and impact the manner in which
we operate our business in ways we cannot currently anticipate.

We expect the rules and regulations applicable to public companies to substantially increase our legal and financial
compliance costs and to make some activities more time-consuming and costly. If these requirements divert the
attention of our management and personnel from other business concerns, they could have a material adverse effect on
our business, financial condition and results of operations. The increased costs will decrease our net income or
increase our net loss, and may require us to reduce costs in other areas of our business or increase the prices of our
products or services. For example, we expect these rules and regulations to make it more difficult and more expensive
for us to obtain director and officer liability insurance and we may be required to incur substantial costs to maintain
the same or similar coverage. We cannot predict or estimate the amount or timing of additional costs we may incur to
respond to these requirements. The impact of these requirements could also make it more difficult for us to attract and
retain qualified persons to serve on our board of directors, our board committees or as executive officers.

If we fail to maintain proper and effective internal control over financial reporting in the future, our ability to
produce accurate and timely financial statements could be impaired, which could harm our operating results,
investors views of us and, as a result, the value of our common stock.

Pursuant to Section 404 of the Sarbanes-Oxley Act, our management will be required to report upon the effectiveness
of our internal control over financial reporting. When and if we are a large accelerated filer or an accelerated filer and
are no longer an emerging growth company, each as defined in the Exchange Act, our independent registered public
accounting firm will be required to attest to the effectiveness of our internal control over financial reporting. However,
for so long as we remain an emerging growth company, we intend to take advantage of certain exemptions from
various reporting requirements that are applicable to public companies that are not emerging growth companies,
including, but not limited to, not being required to comply with the auditor attestation requirements of Section 404.
Once we are no longer an emerging growth company or, if prior to such date, we opt to no longer take advantage of
the applicable exemption, we will be required to include an opinion from our independent registered public accounting
firm on the effectiveness of our internal controls over financial reporting. The rules governing the standards that must
be met for management to assess our internal control over financial reporting are complex and require significant
documentation, testing, and possible remediation. To comply with the requirements of being a reporting company
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under the Exchange Act, we need to upgrade our systems including information technology; implement additional
financial and management controls, reporting systems, and procedures; and hire additional accounting and finance
staff.

Historically, we have not had sufficient accounting and supervisory personnel with the appropriate level of technical
accounting experience and training necessary or adequate formally documented accounting policies and procedures to
support, effective internal controls. We have identified a material weakness (as defined under the Exchange Act
definition of internal controls over financial reporting) in the design and operation of our internal controls over
financial reporting for non-routine complex transactions, stock-based compensation transactions, and the disclosure
requirements relating to these transactions. Under the Exchange Act, a material weakness is defined as a deficiency, or
a combination of deficiencies, in
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internal control over financial reporting, such that there is a reasonable possibility that a material misstatement of a
company s annual or interim financial statements will not be prevented or detected on a timely basis by the company s
internal controls. Specifically, as neither of our employees are accountants or have served as corporate financial or
accounting officers, our internal controls over the accounting and financial reporting of non-routine complex
transactions and stock-based compensation transactions did not meet all standards applicable to companies with
publicly traded securities. We have commenced the process of formally documenting, reviewing, and improving our
internal controls over financial reporting and have made efforts to improve our internal controls and accounting
policies and procedures, including plans to hire new accounting personnel and engage external temporary resources.
However, we may identify deficiencies and weaknesses or fail to remediate previously identified deficiencies in our
internal controls. If material weaknesses or deficiencies in our internal controls exist and go undetected or
unremediated, our financial statements could contain material misstatements that, when discovered in the future, could
cause us to fail to meet our future reporting obligations and cause the price of our common stock to decline.

If securities or industry analysts do not publish research or reports or publish unfavorable research or reports
about our business, our stock price and trading volume could decline.

The trading market for our common stock will depend in part on the research and reports that securities or industry
analysts publish about us, our business, our market or our competitors. We do not currently have and may never
obtain research coverage by securities and industry analysts. If no securities or industry analysts commence coverage
of our company, the trading price for our stock would be negatively impacted. In the event we obtain securities or
industry analyst coverage, if one or more of the analysts who covers us downgrades our stock, our stock price would
likely decline. If one or more of these analysts ceases to cover us or fails to regularly publish reports on us, interest in
our stock could decrease, which could cause our stock price or trading volume to decline.

We could be subject to securities class action litigation.
In the past, securities class action litigation has often been brought against a company following a decline in the
market price of its securities. This risk is especially relevant for us because pharmaceutical companies have

experienced significant stock price volatility in recent years. If we face such litigation, it could result in substantial
costs and a diversion of management s attention and resources, which could harm our business.
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SPECIAL NOTE REGARDING FORWARD-LOOKING STATEMENTS
This prospectus contains forward-looking statements that involve risks and uncertainties. The forward-looking
statements are contained principally in Prospectus Summary, Risk Factors, = Management s Discussion and Analysis of
Financial Condition and Results of Operations and Business. In some cases, you can identify forward-looking
statements by terms such as may, might, will, objective, intend, should, could, can, would, expect,
project, target, design, estimate, predict, potential, plan or the negative of these terms, and similar express:
intended to identify forward-looking statements. These statements reflect our current views with respect to future
events and are based on assumptions and subject to risks and uncertainties. Given these uncertainties, you should not

place undue reliance on these forward-looking statements. Forward-looking statements include, but are not limited to,
statements about:

the timing and success of preclinical studies and clinical trials conducted by us and our development
partners;

the ability to obtain and maintain regulatory approval of our product candidates, and the labeling for any
approved products;

the scope, progress, expansion, and costs of developing and commercializing our product candidates;

the size and growth of the potential markets for our product candidates and the ability to serve those
markets;

our expectations regarding our expenses and revenue, the sufficiency of our cash resources and needs for
additional financing;

the rate and degree of market acceptance of any of our product candidates;

our expectations regarding competition;

our anticipated growth strategies;

our ability to attract or retain key personnel;

our ability to establish and maintain development partnerships;
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our expectations regarding federal, state and foreign regulatory requirements;

regulatory developments in the United States and foreign countries;

our ability to obtain and maintain intellectual property protection for our product candidates;

the anticipated trends and challenges in our business and the market in which we operate; and

our use of proceeds from this offering.
Forward-looking statements involve known and unknown risks, uncertainties and other factors which may cause our
actual results, performance or achievements to be materially different from any future results, performances or
achievements expressed or implied by the forward-looking statements.

Any forward-looking statement made by us in this prospectus speaks only as of the date on which it is made. Except
as required by law, we assume no obligation to update these statements publicly, or to update the reasons actual results
could differ materially from those anticipated in these statements, even if new information becomes available in the
future.

We discuss many of these risks in this prospectus in greater detail under the heading Risk Factors. Also, these
forward-looking statements represent our estimates and assumptions only as of the date of this prospectus.

Unless required by United States federal securities laws, we do not intend to update any of these forward-looking
statements to reflect circumstances or events that occur after the statement is made.

You should read this prospectus and the documents that we reference in this prospectus and have filed as exhibits to
the registration statement, of which this prospectus is a part, completely and with the understanding that our actual

future results may be materially different from what we expect. We qualify all of our forward-looking statements by
these cautionary statements.

38

Table of Contents 77



Edgar Filing: Aldeyra Therapeutics, Inc. - Form 424B4

Table of Conten
USE OF PROCEEDS

We will receive net proceeds from the sale of the common stock that we are offering of approximately $9.9 million,
based on the initial public offering price of $8.00 per share and after deducting the underwriting discounts and
commissions and estimated offering expenses payable by us. If the underwriters option to purchase additional shares
in this offering is exercised in full, we estimate our net proceeds will be approximately $11.5 million.

The principal purposes of this offering are to obtain additional capital to support our operations, create a public market
for our common stock, facilitate our future access to the public equity markets and increase our visibility in our
markets. We intend to use approximately $5.0 million of the net proceeds of this offering for research and
development activities for NS2, including our currently planned clinical trials of NS2 and development of other
molecules that may relate to our aldehyde trapping platform, and the remainder for working capital and other general
corporate purposes. We believe that our anticipated research and development expenditures will be sufficient to
complete the two clinical trials described in this prospectus, and we believe that each clinical trial will require between
$1.0 million to $2.0 million to complete. We may also use a portion of the net proceeds to in-license, acquire or invest
in complementary businesses or products; however, we have no current commitments or obligations to do so. Pending
use of the proceeds as described above, we intend to invest the net proceeds of this offering in short-term,
interest-bearing, investment-grade securities or certificates of deposit.

We believe that the net proceeds from this offering and our existing cash and cash equivalents, together with interest
thereon, will be sufficient to fund our operations through at least the next two years, although we cannot assure you
that this will occur.

The amounts and timing of our actual expenditures will depend on numerous factors, including the progress of our
clinical trials and other development efforts for NS2 and related drug candidates, as well as the amount of cash used in
our operations. We therefore cannot estimate the actual amount of net proceeds to be used for the purposes described
above. We may find it necessary or advisable to use the net proceeds for other purposes, and we will have broad
discretion in the application of the net proceeds and investors will be relying on the judgment of our management
regarding the application of the net proceeds from this offering.

DIVIDEND POLICY

We have never declared or paid any cash dividends on our capital stock. We currently intend to retain future earnings,
if any, and all currently available funds for use in the operation of our business and do not anticipate paying any cash
dividends in the foreseeable future. In addition, unless waived, the terms of our loan and security agreement with
Square 1 Bank do not allow us to pay cash dividends. Any future determination related to our dividend policy will be
made at the discretion of our board of directors after considering our financial condition, results of operations, capital
requirements, business prospects and other factors the board of directors deems relevant, and subject to the restrictions
contained in our current or future financing instruments.
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CAPITALIZATION

The following table sets forth our cash and cash equivalents and capitalization as of December 31, 2013 as follows:

on an actual basis;

on a pro forma basis to reflect (1) the automatic conversion of all outstanding shares of our Series A
convertible preferred stock and Series B convertible preferred stock into 3,642,799 shares of our
common stock prior to the closing of this offering, (2) the net exercise of our outstanding warrants to
purchase Series A convertible preferred stock and Series B convertible preferred stock and the
subsequent automatic conversion of such shares of convertible preferred stock into common stock and
the related reclassification of liabilities related to convertible preferred stock warrant liability and
convertible preferred stock warrant liabilities-related to parties totaling $3,518,867 to additional paid-in
capital, a component of stockholders equity (deficit), and (3) the filing of our amended and restated
certificate of incorporation immediately prior to the closing of this offering; and

on a pro forma as adjusted basis to give further effect to our issuance and sale of 1,500,000 shares of
common stock in this offering at the initial public offering price of $8.00 per share, after deducting the
underwriting discounts and commissions and estimated offering expenses payable by us.
You should read this information in conjunction with our financial statements and the related notes appearing at the
end of this prospectus and the Management s Discussion and Analysis of Financial Condition and Results of
Operations section and other financial information contained in this prospectus.

As of December 31, 2013
Pro Forma
Actual Pro Forma As Adjusted(1)
(unaudited) (unaudited)
Balance Sheet Data:
Cash and cash equivalents $ 3,262,354 $ 3,262,354 $ 13,152,354
Credit facility (net of discount) 1,187,175 1,187,175 1,187,175
Convertible preferred stock warrant liability 253,247 - -
Convertible preferred stock warrant
liabilities related parties 3,265,620 - -

Redeemable convertible preferred stock:

Series A Preferred Stock, $0.001 par value,

24,000,000 shares authorized; 980,391 shares

issued and outstanding (Liquidation

preference of $36,000,000) actual; no shares

authorized, no shares issued and outstanding

pro forma and pro forma as adjusted 29,291,865 - -
9,025,433 - -
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Series B Preferred Stock, $0.001 par value,

38,000,000 shares authorized; 1,316,681

shares issued and outstanding (Liquidation

preference of $20,377,506) actual; no shares

authorized, no shares issued and outstanding

pro forma and pro forma as adjusted

Preferred stock, $0.001 par value, no shares

authorized, no shares issued and outstanding,

actual; 15,000,000 shares authorized, no

shares issued and outstanding, pro forma and

pro forma as adjusted -
Common stock, voting, $0.001 par value;

65,000,000 shares authorized, 327,365 issued

and outstanding, actual; 150,000,000

authorized, 4,044,165 issued and

outstanding, pro forma; 150,000,000

authorized, 5,544,165 issued and

outstanding, pro forma as adjusted 327
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As of December 31, 2013
Pro Forma
Actual Pro Forma As Adjusted
(unaudited) (unaudited)

Common stock, non-voting, $0.001 par
value; 65,000,000 shares authorized, no
shares issued and outstanding, actual; no
shares authorized, issued and outstanding,
pro forma and pro forma as adjusted - = =
Additional paid-in capital 1,102,685 42,935,133 52,823,633
Deficit accumulated during the development
stage (41,324,338) (41,324,338) (41,324,338)
Total stockholders equity (deficit) (40,221,326) 1,614,839 11,504,839
Total Capitalization $ 2,802,014 $ 2,802,014 $ 12,692,014

(1) The number of shares of our common stock in the table above excludes:

609,842 shares of common stock issuable upon exercise of stock options outstanding as of December 31,
2013, at a weighted-average exercise price of $1.4795 per share;

14,649 shares of common stock reserved for issuance under our 2010 equity incentive plan as of
December 31, 2013;

625,000 shares of our common stock reserved for future issuance under our 2013 equity incentive plan,
or the 2013 plan, which became effective in October 2013 but with respect to which no awards will be
granted prior to the effective date of the registration statement of which this prospectus is a part, subject
to automatic annual adjustment in accordance with the terms of the plan;

60,000 shares of common stock issuable upon exercise of the warrant to be issued to the representative of
the underwriters in connection with this offering, at an exercise price per share equal to 125% of the
public offering price; and

21,250 shares of common stock to be issued upon conversion of a convertible promissory note issued in
the original principal amount of $170,000 at the public offering price per share of $8.00 per share.
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If you invest in our common stock in this offering, your ownership interest will be immediately diluted to the extent of
the difference between the initial public offering price per share and the pro forma as adjusted net tangible book value
per share of our common stock after this offering.

As of December 31, 2013, we had a historical net tangible book deficit of $(40.2) million, or $(122.86) per share of
common stock. Our historical net tangible book value represents total tangible assets less total liabilities divided by
the number of shares of common stock outstanding at December 31, 2013.

On a pro forma basis, after giving effect to the automatic conversion of all outstanding shares of our Series A
convertible preferred stock and Series B convertible preferred stock into 3,642,799 shares of our common stock
immediately prior to the closing of this offering, the net exercise of currently outstanding warrants to purchase shares
of our convertible preferred stock and the subsequent automatic conversion of such shares into shares of our common
stock, and the reclassification of our convertible preferred stock warrant liabilities to additional paid-in capital, a
component of stockholders equity (deficit), our pro forma net tangible book value as of December 31, 2013 would
have been approximately $1.6 million, or approximately $0.40 per share of our common stock.

After giving further effect to the sale of 1,500,000 shares of common stock that we are offering at the initial public
offering price of $8.00 per share, and after deducting the underwriting discounts and commissions and estimated
offering expenses payable by us, our pro forma as adjusted net tangible book value as of December 31, 2013 would
have been approximately $11.5 million, or approximately $2.08 per share. This amount represents an immediate
increase in pro forma net tangible book value of $124.94 per share to our existing stockholders and an immediate
dilution in pro forma net tangible book value of approximately $5.92 per share to new investors purchasing shares of
common stock in this offering.

Dilution per share to new investors is determined by subtracting pro forma as adjusted net tangible book value per
share after this offering from the initial public offering price per share paid by new investors. The following table
illustrates this dilution:

Initial public offering price per share $8.00
Historical net tangible book value per share as of December 31, 2013 $(122.86)

Pro forma increase in historical net tangible book value per share attributable to

the pro forma transactions described in preceding paragraphs 123.26

Pro forma as adjusted net tangible book value per share as of December 31, 2013 0.40

Increase in pro forma as adjusted net tangible book value per share attributable

to new investors giving effect to this offering 1.68

Pro forma as adjusted net tangible book value per share after giving effect to this
offering 2.08

Dilution in pro forma as adjusted net tangible book value per share to new
investors $5.92
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If the underwriters exercise their over-allotment option to purchase 225,000 additional shares of our common stock in
full in this offering, the pro forma as adjusted net tangible book value after the offering would be $2.28 per share, the
increase in pro forma net tangible book value per share to existing stockholders would be $0.21 per share and the
dilution per share to new investors would be $5.72 per share, in each case based on the initial public offering price of
$8.00 per share.
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The following table summarizes on the pro forma as adjusted basis described above, as of December 31, 2013, the
differences between the number of shares purchased from us, the total consideration paid to us in cash and the average
price per share that existing stockholders and new investors paid. The calculation below is based on the initial public
offering price of $8.00 per share, before deducting the underwriting discounts and commissions and estimated offering
expenses payable by us.

Shares Purchased Total Consideration Average Price
Number Percent Amount Percent Per Share
Existing stockholders 4,044,165 72.9% $12,571,086 51.2% $ 3.11
New investors 1,500,000 27.1% 12,000,000 48.8%
Total 5,544,165 100.0% $24,571,086 100.0%

The foregoing tables and calculations exclude the following:

609,842 shares of common stock issuable upon exercise of stock options outstanding as of December 31,
2013, at a weighted-average exercise price of $1.4795 per share;

14,649 shares of common stock reserved for issuance under our 2010 equity incentive plan as of
December 31, 2013;

625,000 shares of our common stock reserved for future issuance under our 2013 equity incentive plan,
or the 2013 plan, which became effective in October 2013 but with respect to which no awards will be
granted prior to the effective date of the registration statement of which this prospectus is a part, subject
to automatic annual adjustment in accordance with the terms of the plan;

60,000 shares of common stock issuable upon exercise of the warrant to be issued to the representative of
the underwriters in connection with this offering, at an exercise price per share equal to 125% of the
public offering price; and

21,250 shares of common stock to be issued upon conversion of a convertible promissory note issued in
the original principal amount of $170,000 at the public offering price per share of $8.00.
To the extent any of these outstanding options and warrants are exercised and convertible debt converted, there will be
further dilution to new investors. If all of such outstanding options and warrants had been exercised and convertible
debt converted as of December 31, 2013, the pro forma as adjusted net tangible book value per share after this offering
would be $1.92, and total dilution per share to new investors would be $6.08.

If the underwriters exercise their over-allotment option to purchase additional 225,000 shares of our common stock in
full in this offering:
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the percentage of shares of common stock held by existing stockholders will decrease to approximately
70.1% of the total number of shares of our common stock outstanding after this offering; and

the number of shares held by new investors will increase to 1,725,000, or approximately 29.9% of the
total number of shares of our common stock outstanding after this offering.
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SELECTED FINANCIAL DATA

The following tables set forth selected financial data. We derived the selected statement of operations data for the
years ended December 31, 2012 and 2013 and the cumulative period from August 13, 2004 (inception) to December
31, 2013, and the selected balance sheet data as of December 31, 2013 from our audited financial statements and
related notes included elsewhere in this prospectus. Our historical results are not necessarily indicative of the results to
be expected for any future period.

The following selected financial data should be read in conjunction with Management s Discussion and Analysis of
Financial Condition and Results of Operations and our financial statements and related notes included elsewhere in
this prospectus.

Years Ended December 31, Cumulative for
the Period from
August 13, 2004

(Inception) to

2012 2013 December 31, 2013
Statements of Operations:
Operating expenses:
Research and development (1) $ 469,270 $ 1,541,681 $ 12,847,149
General and administrative (1) 644,941 2,134,726 6,359,850
Loss from operations (1,114,211) (3,676,407) (19,206,999)
Other income (expenses):
Change in fair value of preferred stock warrant
liabilities (9,000) 720,785 711,785
Change in fair value of convertible preferred stock
rights and rights option liabilities (125,500) 16,175,386 15,539,486
Value provided in excess of issuance price of Series
B convertible preferred stock (21,484,762) - (21,484,762)
Other income 871 - 250,756
Interest income 101 31 188,738
Other expenses - - (42,566)
Interest expense (342,014) (159,323) (989,151)
Total other income (expenses), net (21,960,304) 16,736,879 (5,825,714)
Net income (loss) and comprehensive income (loss) (23,074,515) 13,060,472 (25,032,713)
Accretion of issuance costs on preferred stock (389,487) (822,550) (1,936,637)
Allocation of undistributed earnings to preferred
stockholders - (11,128,012) (11,128,012)
Deemed dividend to Series A preferred stockholders (15,661,898) - (15,661,898)

$(39,125,900) $ 1,109,910 $  (53,759,260)
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Net income (loss) attributable to common
stockholders

Net income (loss) per share attributable to common
stockholders:

Basic (2)

Diluted

Weighted average common shares outstanding:
Basic (2)

Diluted

Pro forma net income (loss) per share attributable to
common stockholders (unaudited):

Basic

Diluted

Pro forma weighted average common shares
outstanding (unaudited)

Basic

Diluted
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(124.44)

(124.44)

314,419

314,419

3.49

(17.58)

318,429

857,183

2.73

(0.69)

4,035,229

4,521,280

Footnotes on page 46.
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As of December 31, 2013

Pro Forma
Actual Pro Forma As Adjusted
(unaudited) (unaudited)

Balance Sheet Data:
Cash and cash equivalents $ 3,262,354 $ 3,262,354 $ 13,152,354
Working capital 2,665,755 2,665,755 12,555,755
Total assets 3,743,233 3,743,233 13,160,766
Credit facility (net of discount) 1,187,175 1,187,175 1,187,175
Accrued deferred offering costs 394,368 394,368 -
Convertible preferred stock warrant liabilities 3,518,867 - -
Redeemable convertible preferred stock 38,317,298 - -
Total stockholders equity (deficit) (40,221,326) 1,614,839 11,504,839

The pro forma column in the balance sheet data table above reflects (1) the automatic conversion of all outstanding
shares of our convertible preferred stock into an aggregate of 3,642,799 shares of common stock and (2) the issuance
of 74,001 shares of common stock upon the net exercise of outstanding warrants to purchase shares of our Series A
convertible preferred stock and Series B convertible preferred stock based on the initial public offering price of $8.00
per share and the subsequent conversion of such shares of convertible preferred stock into shares of common stock
and the related reclassification of liabilities related to convertible preferred stock warrant liability and convertible
preferred stock warrant liabilities-related parties totaling $3,518,867 to additional paid-in capital, a component of
stockholders equity (deficit).

The pro forma as adjusted column in the balance sheet data table above reflects (1) the automatic conversion of all
outstanding shares of our convertible preferred stock as of December 31, 2013 into an aggregate of 3,642,799 shares
of common stock upon completion of this offering, (2) the issuance of 74,001 shares of common stock upon the net
exercise of outstanding warrants to purchase shares of our Series A convertible preferred stock and Series B
convertible preferred stock based on the initial public offering price of $8.00 per share and the subsequent conversion
of such shares of convertible preferred stock into shares of common stock and the related reclassification of liabilities
related to convertible preferred stock warrant liability and convertible preferred stock warrant liabilities-related parties
totaling $3,518,867 to additional paid-in capital, a component of stockholders equity (deficit), and (3) our sale of
1,500,000 shares of common stock in this offering at the initial public offering price of $8.00 per share and after
deducting underwriting discounts and commissions and estimated offering expenses payable by us.

The following shares are excluded from the above calculations:

609,842 shares of common stock issuable upon exercise of stock options outstanding as of December 31,
2013, at a weighted-average exercise price of $1.4795 per share;

14,649 shares of common stock reserved for issuance under our 2010 equity incentive plan as of
December 31, 2013;

625,000 shares of our common stock reserved for future issuance under our 2013 equity incentive plan,
or the 2013 plan, which became effective in October 2013 but with respect to which no awards will be
granted prior to the effective date of the registration statement of which this prospectus is a part, subject
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to automatic annual adjustment in accordance with the terms of the plan;

60,000 shares of common stock issuable upon exercise of the warrant to be issued to the representative of
the underwriters in connection with this offering, at an exercise price per share equal to 125% of the
public offering price; and

21,250 shares of common stock to be issued upon conversion of a convertible promissory note issued in
the original principal amount of $170,000 at the public offering price per share of $8.00 per share.
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Footnotes from page 44:

(1) Includes stock-based compensation expense related to options granted to employees and others as follows:

Year Ended
December 31, December 31,
2012 2013
Research and development $79,415 $ 481,598
General and administrative 4,986 1,220,115
Total $ 84,401 $ 1,701,713

(2) Please see Notes 2 and 3 to our financial statements included elsewhere in this prospectus for an explanation
of the method used to calculate our actual and pro forma basic and diluted net income (loss) per share

attributable to common stockholders, and for the weighted-average number of shares used in the
computation of per share amounts.
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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 in
conjunction with the Summary Financial Data and our financial statements and notes thereto appearing elsewhere
in this prospectus. In addition to historical financial information, the following discussion and analysis contains
forward-looking statements that involve risks, uncertainties, and assumptions. Our actual results could differ
materially from those anticipated by these forward-looking statements as a result of many factors. We discuss factors
that we believe could cause or contribute to these differences below and elsewhere in this prospectus, including those
set forth under Risk Factors and Special Note Regarding Forward-Looking Statements.

Overview

We are a biotechnology company focused primarily on the development of products to treat immune-mediated,
inflammatory, orphan, and other diseases that are related to free aldehydes, a naturally occurring toxic chemical
species. We discovered and are developing NS2, a novel product candidate that is designed to trap and allow for the
disposal of free aldehydes, for the treatment of Sjogren-Larsson Syndrome (SLS), a rare disease caused by mutations
in an enzyme that metabolizes fatty aldehydes, and acute anterior uveitis, an inflammatory eye disease. NS2 has been
tested in a variety of in vitro and preclinical models, and has demonstrated efficacy in trapping free aldehydes,
diminishing inflammation, reducing healing time, protecting key cellular constituents from aldehyde damage, and
lowering the potential for scarring or fibrosis. NS2 has completed a variety of toxicity studies in animals and appears
generally safe and well-tolerated. We are also developing aldehyde traps different from NS2 that have the potential to
treat diseases other than those described above.

We have evaluated NS2 in a Phase I clinical trial in 48 healthy volunteers where NS2 was observed to be safe and
well tolerated when administered as an eye drop up to four times per day over seven days. In 2014, we plan to initiate
a Phase II/III clinical trial in SLS, and a Phase II trial in acute anterior uveitis. Data from all of these clinical trials are
currently expected to be available in the second half of 2015.

We have no products approved for sale, and we have not generated any revenue from product sales or other
arrangements. We have primarily funded our operations through the sale of our convertible preferred stock, common
stock, convertible promissory notes and borrowings under our loan and security agreements. We have incurred losses,
before non-cash income adjustments, in each year since our inception. Our net loss was approximately $23.1 million
for the year ended December 31, 2012, and net income was $13.1 million for the year ended December 31, 2013,
which includes non-cash income adjustments of $16.9 million related to the change in fair value of our derivative
instrument liabilities. As of December 31, 2013, we had an accumulated deficit of approximately $41.3 million.
Substantially all of our operating losses resulted from expenses incurred in connection with advancing NS2 through
development activities and general and administrative costs associated with our operations. We expect to continue to
incur significant expenses and increasing operating losses for at least the next several years.

Financial Operations Overview
Research and Development Expenses
We expense all research and development expenses as they are incurred. Research and development expenses

primarily include:

Table of Contents 91



Edgar Filing: Aldeyra Therapeutics, Inc. - Form 424B4

non-clinical development, preclinical research, and clinical trial and regulatory-related costs;

expenses incurred under agreements with sites and consultants that conduct our clinical trials;

expenses related to generating, filing, and maintaining intellectual property; and

employee-related expenses, including salaries, benefits, travel and stock-based compensation expense.

Substantially all of our research and development expenses to date have been incurred in connection with NS2. We
expect our research and development expenses to increase for the foreseeable future as we advance NS2 through
clinical
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development, including the conduct of our planned clinical trials. The process of conducting clinical trials necessary
to obtain regulatory approval is costly and time consuming. We are unable to estimate with any certainty the costs we
will incur in the continued development of NS2. However, we currently estimate the costs to complete our clinical
trials and other research and development described in this prospectus will be approximately $5.0 million. Clinical
development timelines, the probability of success and development costs can differ materially from expectations. We
may never succeed in achieving marketing approval for our product candidate.

The costs of clinical trials may vary significantly over the life of a project owing to, but not limited to, the following:

per patient trial costs;

the number of sites included in the trials;

the countries in which the trials are conducted;

the length of time required to enroll eligible patients;

the number of patients that participate in the trials;

the number of doses that patients receive;

the cost of comparative agents used in trials;

the drop-out or discontinuation rates of patients;

potential additional safety monitoring or other studies requested by regulatory agencies;

the duration of patient follow-up; and

the efficacy and safety profile of the product candidate.

We do not expect NS2 to be commercially available, if at all, for the next several years.

General and Administrative Expenses

General and administrative expenses consist primarily of salaries and related benefits, including stock-based
compensation. Our general and administrative expenses consisted primarily of payroll expenses for our full-time
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employees during the two-year period ended December 31, 2013. Other general and administrative expenses include
professional fees for auditing, tax, patent costs and legal services.

We expect that general and administrative expenses will increase in the future as we expand our operating activities
and incur additional costs associated with being a publicly-traded company and maintaining compliance with
exchange listing and Securities and Exchange Commission requirements. These increases will likely include higher
consulting costs, legal fees, accounting fees, directors and officers liability insurance premiums and fees associated
with investor relations.

Total Other Income (Expense)

Total other income (expense) consists primarily of interest income we earn on interest-bearing accounts, interest
expense incurred on our outstanding debt and changes in the fair value of our derivative liabilities.

Critical Accounting Policies and Significant Judgments and Estimates

Our management s discussion and analysis of our financial condition and results of operations is based on our financial
statements, which we have prepared in accordance with generally accepted accounting principles in the United States
(US GAAP). The preparation of these financial statements requires us to make estimates and assumptions that affect
the reported amounts of assets and liabilities and the disclosure of contingent assets and liabilities at the date of the
financial statements, as well as the expenses during the reporting periods. We evaluate these estimates and judgments
on an ongoing basis. We base our estimates on historical experience and on various other factors that we believe are
reasonable under the circumstances, the results of which form the basis for making judgments about the carrying value
of assets and liabilities that are not readily apparent from other sources. Our actual results may differ materially from
these estimates under different assumptions or conditions.

48

Table of Contents 94



Edgar Filing: Aldeyra Therapeutics, Inc. - Form 424B4

Table of Conten

While our significant accounting policies are more fully described in Note 2 to our financial statements appearing
elsewhere in this prospectus, we believe that the following accounting policies are the most critical for fully
understanding and evaluating our financial condition and results of operations.

Accrued Research and Development Expenses

As part of the process of preparing financial statements, we are required to estimate and accrue research and
development expenses. This process involves the following:

communicating with our applicable personnel to identify services that have been performed on our behalf
and estimating the level of service performed and the associated cost incurred for the service when we
have not yet been invoiced or otherwise notified of actual cost;

estimating and accruing expenses in our financial statements as of each balance sheet date based on facts
and circumstances known to us at the time; and

periodically confirming the accuracy of our estimates with selected service providers and making
adjustments, if necessary.
Examples of estimated research and development expenses that we accrue include:

fees paid to investigative sites in connection with clinical studies;

fees paid to contract manufacturing organizations in connection with non-clinical development,
preclinical research, and the production of clinical study materials; and

professional service fees for consulting and related services.
We base our expense accruals related to non-clinical development, preclinical studies, and clinical trials on our
estimates of the services received and efforts expended pursuant to contracts with organizations/consultants that
conduct and manage clinical studies on our behalf. The financial terms of these agreements vary from contract to
contract and may result in uneven payment flows. Payments under some of these contracts may depend on many
factors, such as the successful enrollment of patients, site initiation and the completion of clinical study milestones.
Our service providers invoice us monthly in arrears for services performed. In accruing service fees, we estimate the
time period over which services will be performed and the level of effort to be expended in each period. If we do not
identify costs that we have begun to incur or if we underestimate or overestimate the level of services performed or the
costs of these services, our actual expenses could differ from our estimates. To date, we have not experienced
significant changes in our estimates of accrued research and development expenses after a reporting period. However,
due to the nature of estimates, we cannot assure you that we will not make changes to our estimates in the future as we
become aware of additional information about the status or conduct of our clinical studies and other research
activities.
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Stock-Based Compensation

Stock-based compensation expense represents the grant date fair value of restricted stock awards and stock option
grants, the latter being recognized over the requisite service period of the awards (usually the vesting period) on a
straight-line basis, net of estimated forfeitures. For stock option grants with performance-based milestones, the
expense is recorded over the remaining service period after the point when the achievement of the milestone is
probable or the performance condition has been achieved. We generally estimate the fair value of stock option grants
using the Black-Scholes option pricing model. If vesting is based on performance-related milestones, we adjust the
Black-Scholes results by the probability that we believe those milestones will be achieved. If vesting is based on
market-based milestones, we perform Monte Carlo simulations to estimate the timing and number of shares that are
most likely to vest. We account for stock options to non-employees using the fair value approach. Stock options to
non-employees are subject to periodic revaluation over their vesting terms.

We generally estimate the fair value of our stock-based awards to employees and non-employees using the
Black-Scholes option pricing model, which requires the input of highly subjective assumptions, including (a) the
risk-free interest rate, (b) the expected volatility of our stock, (c) the expected term of the award and (d) the expected
dividend yield. Due to the lack of a public market for the trading of our common stock and a lack of company specific
historical and implied volatility data, we have based our estimate of expected volatility on the historical volatility of a
group of similar companies that are publicly traded. For these analyses, we have selected companies with comparable
characteristics to ours including enterprise value, risk profiles, position within the industry, and with historical share
price information sufficient to meet the expected life of the stock-based awards. We compute the historical volatility
data using the daily closing prices for the selected companies shares over approximately the past four years. The
resulting volatility estimate was 89%, and we have employed this value
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throughout our calculations. We will continue to apply this process until a sufficient amount of historical information
regarding the volatility of our own stock price becomes available. We have estimated the expected life of our

employee stock options using the simplified method, whereby, the expected life equals the average of the vesting term
and the original contractual term of the option. The risk-free interest rates for periods within the expected life of the
option are based on the yields of zero-coupon United States Treasury securities.

The assumptions used in the Black-Scholes option pricing model to determine the fair value of employee stock option
grants in 2012 and 2013 were as follows (no employee stock options were granted in 2011):

December 31, 2012 December 31, 2013
Expected dividend yield 0% 0%
Anticipated volatility 88.57% 88.57%
Estimated stock price $3.24 - $14.64 $10.56 - $11.03
Exercise price $3.24 $0.552 - $4.56
Expected life (years) 7.24 5.47-17.85
Risk free interest rate 1.24% - 2.23% 1.71% - 2.34%

The following table summarizes by grant date the number of shares of common stock underlying stock options
granted from January 1, 2012 through December 31, 2013, as well as the associated per share exercise price and the
estimated fair value per share of our common stock on the grant date:

Number of Estimated
Common Exercise Fair
Shares Price Value
Underlying per per
Options Common Common
Grant Dates Granted Share Share
June 22, 2012 28,695 $ 324 $ 3.24
September 8, 2013 (1) 446,568 $ 0.552 $ 0.552(2)
October 30, 2013 96,042 $ 456 $  4.56(3)

(1) Our board of directors approved the grant of options to purchase 300,147 shares of common stock on June 21,
2013 at an exercise price of $3.24 per share (the June Options ) which our board of directors for various business
reasons subsequently determined not to issue. On September 8, 2013, our board of directors approved the grant of
options to purchase an aggregate of 446,568 shares of our common stock at an exercise price of $0.552 per share
(the September Options ), which were subsequently issued. However, under applicable accounting principles, the
June Options were deemed to be granted and modified by the grant of the September Options.

(2) Our board of directors determined the fair market value of our common stock as of the date of the grant of the
September Options to be $0.552 per share. However, in connection with our accounting relative to the stage of our
IPO strategy (for the reasons and per the techniques described elsewhere in this section), we utilized for the
purpose of our financial statements the fair market value of our common stock on June 21, 2013 of $16.68 per
share and on September 8, 2013 of $10.56 per share. The fair market value of our common stock declined from
June 21, 2013 to September 8, 2013 due to the August 2013 sale of Series B convertible preferred stock that
resulted in, among other things, substantial dilution, increased aggregate Series B convertible preferred stock
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liquidation preference, and a decrease in the conversion price of Series A convertible preferred stock.

(3) Our board of directors determined the fair market value of our common stock as of the date of the grant of the
October options to be $4.56 per share. However, in connection with our accounting relative to the stage of our IPO
strategy (for the reasons and per the techniques described elsewhere in this section), we utilized for the purpose of
our financial statements the fair market value of our common stock on October 30, 2013 of $11.03 per share.

Total stock-based compensation expense related to unvested stock option grants not yet recognized as of

December 31, 2013 was approximately $4.8 million and the weighted-average period over which these grants are

expected to vest is approximately 3.4 years.
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Offering Price Range

In consultation with the underwriters, we determined that our initial public offering price range would be $10.00 to
$12.00 per share. We believe the difference between the fair market value of our common stock for the October 2013
grant, as determined by our compensation committee, and the initial public offering price range of $10.00 to $12.00
per share was a result of the following factors:

the initial public offering price range necessarily assumed that the offering has occurred and a public
market for our common stock has been created, and therefore excludes any marketability or illiquidity
discount for our common stock, which was appropriately taken into account in our compensation
committee s fair value determinations;

the fact that, if the probability of the IPO scenario (which modeled expected value one-year post IPO) in
the probability-weighted expected returns method (PWERM) utilized by our compensation committee to
estimate the fair value of our common stock in connection with the October 2013 grant was adjusted to
100% and discounted back to the IPO date at a 25% discount rate (consistent with the discount rate
utilized in connection with the September and October 2013 grants), then the PWERM would have
calculated a fair market value of our common stock within the initial public offering price range set forth
above; and

differences in the methodologies, assumptions and inputs used in the price range analysis compared to
the valuation methodologies, assumptions and inputs used in the valuations considered by the
compensation committee.
Based on the initial public offering price of $8.00 per share, the intrinsic value of stock options outstanding as of
December 31, 2013 would be approximately $4.0 million.

Determination of the Fair Value of Common Stock

We are required to estimate the fair value of the common stock underlying our stock-based awards when performing
fair value calculations. The fair value of the common stock underlying our stock-based awards was determined on
each grant date by our board of directors or compensation committee, taking into account input from management and
independent third-party valuation analysis. All options to purchase shares of our common stock are intended to be
granted with an exercise price per share no less than the fair value per share of our common stock underlying those
options on the date of grant, based on the information known to us on the date of grant. In the absence of a public
trading market for our common stock, on each grant date we develop an estimate of the fair value of our common
stock in order to determine an exercise price for the option grants.

Our board of directors or compensation committee, as applicable, considers various objective and subjective factors,
along with input from management, to determine the fair value of our common stock, including:

contemporaneous valuations prepared by independent third-party valuation specialists, effective as of
December 31, 2012, March 31, 2013, June 30, 2013, August 31, 2013, September 8, 2013, September 30,
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2013 and October 29, 2013;

the prices of our convertible preferred stock and warrants sold to investors in arm s length
transactions, and the rights, preferences and privileges of our convertible preferred stock as

compared to those of our common stock, including the liquidation preferences and participation

rights of our convertible preferred stock;

our results of operations, financial position and the status of research and development efforts and

achievement of enterprise milestones;

the composition of, and changes to, our management team and board of directors;

the lack of liquidity of our common stock as a private companys;

our stage of development and business strategy and the material risks related to our business and industry;

the valuation of publicly traded companies in the life sciences and biotechnology sectors, as well as recently

completed mergers and acquisitions of peer companies;

external market conditions affecting the life sciences and biotechnology industry sectors;

Short-term
investments:
Corporate
bonds
Municipal
bonds
Commercial o 1.999
paper

Total

short-term — 23,276
investments
Long-term
investments:
Corporate
bonds
Municipal
bonds

Total
long-term  — 16,819
investments

Total assets $ 58,411 $ 40,095

20,229

1,048

— 16,819
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97,507

20,229
1,048

1,999

23,276

16,819

16,819

$ — $ 98,506

22,208
11,601

15,467

49,276

11,729

1,094

12,823

$ 62,099

22,208
11,601

15,467

49,276

11,729

1,094

12,823
$ 159,606
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Liabilities:

Accrued $ $ _ §_ § — 5 _ . S 121 ¢ 121
earnout

Total

labilities $ — $— 8 — $ — $ — $ 121§ 121

Contingent Consideration
A reconciliation of the beginning and ending balances of acquisition related accrued earnouts using significant
unobservable inputs (Level 3) for the nine months ended September 30, 2013 follows:

(in thousands)

Accrued earnout liability as of December 31, 2012 $121
Acquisition date fair value of contingent consideration —
Change in fair value of contingent consideration (121
Payment of contingent consideration —
Accrued earnout liability as of September 30, 2013 $—
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The accrued earnout liability related to an acquisition related contingent consideration of $2.5 million that would have
been paid if new license sales during the one-year earnout measurement period equaled or exceeded the milestone
specified in the purchase agreement. This earnout measurement period expired in August 2013 and the achievement of
this milestone was not attained. The change in the fair value of the contingent consideration due to the change in
probability of achieving the earnout criteria resulted in a $0.1 million accrued earnout gain being recognized in
general and administrative expense in our condensed consolidated statements of income for the nine months ended
September 30, 2013.
5. Derivative Instruments
As of September 30, 2013 and December 31, 2012, we did not have any forward contracts outstanding. The effect of
derivative instruments not designated as hedging instruments in our condensed consolidated statements of income is
summarized below:

Gains (Losses) Recognized in Net Income on Derivatives

(in thousands) Location of Gain (Loss) Three months ended Nine months ended
. ) September 30, September 30,
Derivatives not Designated as Recognized in Statements
. of Income 2013 2012 2013 2012
Hedging Instruments
Foreign exchange contracts Other income (expense), $108 $52 $114 $(86 )

net

6. Earnings Per Share

We computed basic earnings per share using the weighted-average number of our common shares outstanding during
the reporting period. We adjusted diluted earnings per share for the after-tax impact of incremental shares that would
be available for issuance upon the assumed exercise of stock options and vesting of restricted stock units using the
treasury stock method.

A reconciliation of the number of shares in the calculation of basic and diluted earnings per share follows:

Three months ended Nine months ended
September 30, September 30,
2013 2012 2013 2012
(in thousands)
Basic earnings per share
Numerator:
Net income $22,823 $22,486 $68,619 $59,044
Denominator:

Weighted-average common shares outstanding used in computing 75371
basic earnings per share ’
Diluted earnings per share

74,344 75,202 74,038

Numerator:

Net income $22,823 $22,486 $68,619 $59,044
Denominator:

z}rzihted—average shares used in computing basic earnings per 75.371 74.344 75.202 74,038
Add options and restricted stock units to purchase common stock 1,095 1,959 1,378 1,833
z}rzihted—average shares used in computing diluted earnings per 76.466 76.303 76.580 75.871

Dilution from assumed exercises of stock options and vesting of restricted stock units is dependent upon several
factors, including the market price of our common stock. The following stock-based incentive awards were
outstanding but were not included in the computation of diluted earnings per share because the average market price
of the underlying stock did not
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exceed the sum of the exercise price, unrecognized compensation expense and the excess tax benefit and thus the
results would have been antidilutive:

Three months ended Nine months ended
September 30, September 30,
(in thousands) 2013 2012 2013 2012
Antidilutive shares 1,530 269 864 291

The calculation of diluted earnings per share requires us to make certain assumptions related to the use of proceeds
that would be received upon the assumed exercise of stock options and vesting of restricted stock units. These
assumed proceeds include the excess tax benefit that we receive upon assumed exercises of stock options and vesting
of restricted stock units.

On July 29, 2013, we announced that our Board of Directors approved a share repurchase program, authorizing us to
purchase up to $50.0 million of our outstanding common stock. We are authorized to make purchases in the open
market and we expect that purchases will be funded using our cash on hand, cash generated from operations or
borrowings under our Credit Agreement. During the three month period ended September 30, 2013, we repurchased
0.4 million shares of our common stock for an aggregate purchase price of $13.6 million. Shares were retired upon
repurchase. We expect the repurchases will occur over the next nine months although the exact timing of repurchases
and number of shares of common stock to be purchased will depend upon market conditions and other factors. The
program may be extended, suspended or discontinued at any time without prior notice.

7. Income Taxes

For the three months ended September 30, 2013 and 2012, we recorded income tax expense of $9.1 million and $9.2
million, respectively, resulting in an effective tax rate of 28.6% and 29.0%, respectively. For the nine months ended
September 30, 2013 and 2012, we recorded income tax expense of $23.7 million and $23.4 million, respectively,
resulting in an effective tax rate of 25.7% and 28.4%, respectively. The decrease in the effective tax rate for the nine
months ended September 30, 2012 compared to the same period in 2013 was primarily attributable to the availability
of the U.S. research and experimentation tax credit, or R&E tax credit, which resulted in the entire 2012 R&E tax
credit of $1.3 million being recognized discretely in the first quarter of 2013, as well as an increase in international
earnings, which are generally taxed at lower tax rates. On January 2, 2013, the American Taxpayer Relief Act of 2012
was enacted which retroactively reinstated and extended the Federal R&E tax credit from January 1, 2012 to
December 31, 2013.

We recognize interest and penalties related to unrecognized tax benefits in the provision for income taxes. In the three
and nine months ended September 30, 2013 and 2012, interest and penalties recorded were not significant. As of
September 30, 2013, the amount accrued for interest and penalties related to unrecognized tax benefits was not
material.

We file U.S., state and foreign income tax returns in jurisdictions with varying statutes of limitations. The 2008
through 2012 tax years generally remain open and subject to examination by federal and foreign tax authorities. The
2007 through 2012 tax years generally remain open and subject to examination by the state tax authorities. We are
currently under audit by the U.S. Internal Revenue Service, or IRS, for the 2008, 2009 and 2010 tax years and we are
not certain when the IRS audit will conclude. However, upon completion of this audit, it is reasonably possible our
unrecognized tax benefits will decrease. We are also under audit by the Indian Taxing Authority for the 2011 and
2012 tax years. Besides the United States and India, we are not currently under audit in any other taxing jurisdictions.
8. Related Party Transactions

In September 2013, we entered into a stock purchase agreement with AppNeta, Inc., or AppNeta, a privately-held
application performance management software company, in which we invested approximately $8.0 million in
convertible preferred stock. J. Benjamin Nye, a member of our board of directors currently serves on the board of
directors of AppNeta and is a Managing Director for Bain Capital Venture Partners, LLC, which also has an
ownership interest in AppNeta. Our investment is carried at cost as we have a non-controlling interest, the investment
is not in substance common stock and we do not have significant influence over the operating and financial activities
of AppNeta.
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9. Commitments and Contingencies

Leases

In May 2013, we entered into a lease agreement for our future corporate headquarters in Austin, Texas. We expect the
lease to commence in the second quarter of 2014 for an initial lease term of thirteen years. In the initial year of the
lease, our new facility will consist of approximately 172,000 square feet. We will occupy the remaining building
space in the second year which will increase our total square feet to approximately 230,000. Our base rent will be
approximately $2.8 million in the first year and approximately $5.1 million in the second year with annual escalations
of approximately 2.25% thereafter.

At September 30, 2013, future minimum lease payments under non-cancellable operating leases were as follows:
(in thousands)

Remaining 2013 $1,389
2014 7,153
2015 8,978
2016 7,640
2017 6,471
Thereafter 62,332
Total minimum lease payments $93,963

At the inception of our new lease agreement in the second quarter of 2014, we plan to either terminate our existing
lease through a settlement with our landlord or sublease all or part of our existing corporate headquarters to a third
party for the remaining lease term through May 2016. If we are unable to terminate our lease or sublease the building,
we would be required to recognize a loss for our remaining obligation of $8.0 million.

Legal Proceedings

From time to time, we have been and may be involved in various legal proceedings arising from our ordinary course
of business, which are discussed in Part II, Item 1 of this Form 10-Q under the heading “Legal Proceedings.” In the
opinion of management, there was not at least a reasonable possibility we may have incurred a material loss, or a
material loss in excess of a recorded accrual, with respect to loss contingencies. However, the outcome of litigation is
inherently uncertain. Therefore, although management considers the likelihood of such an outcome to be remote, if
one or more of these legal matters were resolved against us in the same reporting period for amounts in excess of
management's expectations, our condensed consolidated financial statements could be materially adversely affected.
Uniloc Cases

Uniloc USA, Inc. and parent and/or affiliates have brought two lawsuits against the Company and have brought a
series of lawsuits against numerous software companies around the world.

216 Case

On September 13, 2010, Uniloc USA, Inc. and Uniloc (Singapore) Private Limited (“Uniloc”) brought a lawsuit against
the Company and several other defendants in the United States District Court for the Eastern District of Texas
(“Eastern District of Texas”). The complaint filed by Uniloc alleges that the Company and each of the other fifteen
named defendants' software infringe U.S. patent 5,490,216 (“216 Patent”) allegedly owned by Uniloc. Uniloc alleges
that the Company's software, specifically its license key system, infringes upon its patent that utilizes a system for
activating software products through a registration process. In September 2011, another company, Sureloc, Inc.
(“Sureloc”) claimed that it owned the '216 Patent. As a result, on November 3, 2011, Uniloc and its affiliates filed a
lawsuit in the Superior Court of the State of California against Sureloc, Patrick Rooney, and Does 1-100 (the “Sureloc
case”), seeking, among other things, a declaratory judgment that Uniloc and not Sureloc, is the exclusive owner of the
'216 Patent. Once the Eastern District of Texas was informed of the Sureloc case, all Uniloc cases alleging
infringement of the 216 Patent that were pending before the Eastern District of Texas were stayed on December 1,
2011. Subsequently, Uniloc and Sureloc settled their dispute regarding ownership of the 216 Patent, and

the California state case against Sureloc case was dismissed with prejudice on September 25, 2012.
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On January 25, 2013, the Eastern District of Texas lifted the stay of all Uniloc 216 Patent cases and set the cases for a
status conference on February 25, 2013. Following the status conference, on March 21, 2013 Uniloc filed a motion to

dismiss
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all remaining defendants in the '216 Patent cases, without prejudice, and simultaneously filed a new complaint
against the Company (as well as any other defendants from the original case that had not reached a settlement
agreement with Uniloc). Because this lawsuit is in the initial stages, it is not possible to reliably predict the outcome of
the litigation. Therefore, we cannot currently estimate the loss, if any, associated with the litigation. We intend to
contest the claims associated with this lawsuit vigorously.

'696 Case

On March 30, 2012, Uniloc Luxembourg, S.A. and Uniloc USA, Inc. brought a lawsuit against the Company and
several other defendants in the Eastern District of Texas. The complaint filed by Uniloc alleges that the Company and
each of the other fifteen named defendants' software infringe U.S. patent 7,024,696 (“696 Patent”) allegedly owned by
Uniloc. Uniloc alleges that the Company's software, specifically its license key system, infringes upon its patent that
utilizes a system for activating software products through a registration process. Because this lawsuit is in its early
stages, it is not possible to reliably predict the outcome of the litigation. Therefore, we cannot currently estimate the
loss, if any, associated with the litigation. We intend to contest the claims associated with this lawsuit vigorously.

10. Subsequent Events

Acquisition

On October 7, 2013, we acquired Confio Corporation, or Confio, a privately-held database performance management
company, for approximately $103.0 million. By acquiring Confio, we have added database performance management
solutions to our product portfolio. The transaction will be accounted for using the acquisition method of accounting.
Accordingly, the results of operations of Confio since the acquisition date will be included in our condensed
consolidated financial statements for the fourth quarter of 2013. All of the assets acquired and liabilities assumed in
the transaction will be recognized at their acquisition date fair values, which are not finalized at this time due to the
recent completion of the acquisition. We incurred $0.1 million in acquisition related costs, which are included in
general and administrative expense for the nine months ended September 30, 2013.

Credit Agreement

On October 4, 2013, we entered into a Credit Agreement with a syndicated group of lenders that provides for an
unsecured $125.0 million five-year revolving credit facility that is comprised of revolving loans or swingline loans.
The proceeds from the facility may be used for general corporate purposes, including, without limitation, to finance
acquisitions. The Credit Agreement contains customary affirmative and negative covenants, including covenants that
limit or restrict our ability to, among other things, incur indebtedness, grant liens, make investments, merge or
consolidate, dispose of assets, pay dividends or make distributions, make acquisitions and enter into certain
transactions with affiliates, in each case subject to customary exceptions for a credit facility of this size and type. We
are also required to maintain compliance with a consolidated total leverage ratio and a consolidated interest coverage
ratio.

On October 4, 2013, we borrowed $40.0 million under a revolving loan under the Credit Agreement that was used to
finance a portion of the consideration paid upon the acquisition of Confio.
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Item 2: Management’s Discussion and Analysis of Financial Condition and Results of Operations

This section should be read in conjunction with the Condensed Consolidated Financial Statements and related notes
thereto included elsewhere in this quarterly report on Form 10-Q. This discussion contains forward-looking
statements. Please see the “Safe Harbor Cautionary Statement” above and the risk factors discussed in our Annual
Report on Form 10-K for the fiscal year ended December 31, 2012 and in Part II, Item 1A of this quarterly report on
Form 10-Q for a discussion of the uncertainties, risks and assumptions associated with these statements. The
uncertainties, risks and assumptions associated with these statements could cause our actual results to differ materially
from those expressed or implied in our forward-looking statements.

Overview

We design, develop, market, sell and support powerful yet easy-to-use enterprise-class IT infrastructure management
software to IT professionals in organizations of all sizes. Our product offerings range from individual software tools to
more comprehensive software products that solve problems encountered every day by IT professionals and help to
enable efficient and effective management of their network, systems and application infrastructure. Our products are
ready-to-use, featuring intuitive and easily customized user interfaces and built-in workflows. Our products can be
downloaded directly from our websites and installed and configured by our end-users in a matter of hours. Our
customers include small- and mid-size businesses, large enterprises, managed service providers, and local, state and
federal government entities that have purchased our products.

Acquisitions

We have made multiple acquisitions of businesses as part of our growth strategy and expect to continue to pursue
acquisitions that will enable us to enter new markets, or new segments of our existing markets, by bringing new
product offerings to market more quickly than we can develop them.

In May 2013, we acquired N-able Technologies International, Inc., or N-able, for $127.7 million. The acquisition of
N-able increased our product offerings and we believe will allow us to leverage the large opportunity associated with
the adoption of cloud and SaaS-based services among small and medium-sized businesses, or SMBs, by enhancing
our remote monitoring and management offerings and adding managed service provider, or MSP, service automation
to the broad range of management challenges that we address for the IT industry. N-able is based in Ottawa, Canada
and serves thousands of MSPs. We believe we can bring the key features of our operating model to their business and
help drive revenue growth in the remote monitoring and management market.

In October 2013, we acquired Confio Corporation, or Confio, a privately-held database performance management
company, for approximately $103.0 million. By acquiring Confio, we have added database performance management
solutions to our product portfolio. Confio is an industry-recognized leader in database performance solutions that
speed application time-to-market and IT service delivery by improving database performance on traditional and
virtual servers. Confio is based in Boulder, Colorado and has more than 1,200 customers worldwide. We believe that
the similarities of our respective sales and marketing models will allow us to accelerate the growth of the Confio
products in the I'T market.

We account for our acquisitions using the acquisition method of accounting. Accordingly, the financial results for our
acquisitions are included in our condensed consolidated financial results since the applicable acquisition dates. See
Note 2—Acquisitions and Note 10—Subsequent Events in the Notes to Condensed Consolidated Financial Statements for
additional details.

Key Financial Highlights

Key financial highlights for the first three quarters of 2013 include the following:

Total revenue was $238.3 million in the first three quarters of 2013 compared to $195.4 million in the first three
quarters of 2012, or an increase of 21.9%;

Net income was $68.6 million in the first three quarters of 2013 compared to $59.0 million in the first three quarters
of 2012, or an increase of 16.2%;
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Net income was $0.90 per share on a fully diluted basis for the first three quarters of 2013 compared to $0.78 per
Share on a fully diluted basis for the first three quarters of 2012, or an increase of 15.4%; and

Cash flow from operating activities was $113.6 million in the first three quarters of 2013 compared to $96.2 million in
the first three quarters of 2012, or an increase of 18.0%.

We have transitioned from a network management software company into an IT infrastructure management software
company with a portfolio of products for IT professionals in organizations of all sizes. In the first three quarters of
2013, we invested across our business and, in particular, in areas that we believe are an important foundation for our
long term growth such as:

We released key new versions of our products, which continued to improve the usability and add features our
customers rely on daily. We also released additional free tools, which reflects our continued commitment to the IT
community and our customers;

We focused on finding new ways to communicate and sell to our customer base. Our customer base continues to grow
and evolve with our business and we have to find new ways to deliver value to these customers;

We continued to expand our international research and development locations allowing us to respond to user demand
and support new product releases and enhancements for our acquired and internally developed technologies. In
addition, we are focused on the integration of the core products in our portfolio in order to deliver a suite of products
with a seamless user experience; and

We invested in brand awareness in emerging markets, such as security and systems management, and critical
weographies like Germany, UK, Australia and Brazil. This investment was designed to place us front and center as
companies search for information and solutions for their IT management challenges.

We are committed to our business model and have continued to focus on ways to leverage and refine our model. We
are pursuing a number of strategies that we believe will enable us to continue to grow. We have made progress
towards our goals in recent periods but there are still many areas where we believe that we can continue to grow and
improve. We expect to grow our business by focusing on the following initiatives:

Expanding our web presence, brand awareness and improving our communication with prospects and our current
customer base both domestically and internationally;

Accelerating the rate at which we are selling additional products into our install base;

{mproving the competitive positioning of our products by investing in new product features and infrastructure;
Increasing our presence in several key geographic markets including Asia-Pacific, Latin America, Europe, Middle
€ast and Africa by expanding our product portfolio, localizing marketing material, and establishing new relationships
with distributors and resellers;

Acquisitions and internal development of products that will expand our presence in our current markets or new
markets; and

{nternational expansion company-wide at lower cost locations to drive our competitive advantage.

We expect to continue to generate solid growth while delivering strong operating income and to increase our cash
flows from operating activities with our disciplined approach to investing in our business combined with our large
market opportunity.

Key Business Metrics

We review a number of key business metrics to help us monitor the performance of our business model and to identify
trends affecting our business. The measures that we believe are the primary indicators of our quarterly and annual
performance are as follows:

Revenue Growth

Revenue growth includes the total revenue growth in our license, maintenance and subscription revenue, which are
critical to our long-term success. We have employed a differentiated business model for marketing and selling high
volumes of
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enterprise-class software, which is focused on revenue growth at high operating margins. We regularly review our
total revenue growth to measure the success of our investments and strategic business decisions. We have built a
financial and operational model that focuses on the long-term value of our customer relationships. After the initial
new license purchase, our goal is to create opportunities for sales of additional products, license upgrades and renewal
purchases from the customer. This is an important component of our financial model and future revenue growth. This
model is based on the premise that we will be able to deliver ongoing value to our customers and maintain a long-term
financial relationship with the users of our I'T management products. Our revenue growth percentages were 21.9% and
36.9% for the first three quarters of 2013 and 2012, respectively, as compared to the same period of the previous year.
We expect our revenue growth to be approximately 22-23% for the full year of 2013.

Core Product Transaction Growth for New License Sales

We focus our sales, marketing and research and development efforts on IT professionals in organizations of all sizes,
with the goal of driving purchases of our software by these IT professionals in short sales cycles. In addition, many of
our customers make small initial purchases of our software and then over time may purchase an upgrade to increase
the size of their license or buy additional software products from us. We review the core product transaction growth to
ensure the effectiveness of our marketing and sales model and expect core product transaction volume growth to be
the primary driver of our new license growth.

We define our core product transactions as the number of new license sales transactions that include at least one of our
core products. We define a transaction as each invoice issued for the sale of one or more of our products. If one of our
core products is included in a particular transaction, then that transaction is a core product transaction. New license
sales of core products represented more than 85% of our license revenue for the first three quarters of 2013.
Accordingly, we believe that management can better evaluate changes in our product portfolio, expansion into new
markets and the addition of new customers by evaluating the transactional growth of our core products. Our core
product transaction growth for new license sales was 31.6% and 34.2% for the first three quarters of 2013 and 2012,
respectively, as compared to the same period of the previous year.

Non-GAAP Operating Income and Non-GAAP Operating Margin

Our management uses non-GAAP operating income and non-GAAP operating margin as key measures of our
performance. Because our non-GAAP operating income excludes certain items such as amortization of intangible
assets, stock-based compensation and related employer-paid payroll taxes, certain acquisition related adjustments and
restructuring charges that may not be indicative of our core business, we believe that this measure provides us with
additional useful information to measure and understand our performance, particularly with respect to changes in
performance from period to period. We use non-GAAP operating income and non-GAAP operating margin in the
preparation of our budgets and to measure and monitor our performance. Non-GAAP operating income and
non-GAAP operating margin is not determined in accordance with GAAP and is not a substitute for, or superior to,
financial measures determined in accordance with GAAP. We expect our Non-GAAP operating margin to be
approximately 50% for the full year of 2013.

Free Cash Flow

We believe free cash flow is an important liquidity measure that reflects the cash generated by the business after the
purchase of property and equipment that can then be used for, among other things, strategic acquisitions and
investments in the business, stock repurchases and funding ongoing operations. We regularly review our free cash
flow generation to measure our effectiveness at running our operations efficiently and in a manner that maximizes the
value of our business. We define free cash flow as cash flows from operating activities plus the excess tax benefit
from stock-based compensation and less the purchase of property and equipment. Free cash flow does not represent
the total increase or decrease in the cash balance for the period, is not determined in accordance with GAAP and is not
a substitute for, or superior to, financial measures determined in accordance with GAAP.

For further discussion regarding non-GAAP financial measures including non-GAAP operating income and free cash
flow, see “Non-GAAP Financial Measures” below.

Opportunities, Trends and Uncertainties

Businesses, governments and other organizations are increasingly relying on networks, systems, and applications to
execute their operations, facilitate their internal and external communications and transact business with their
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physical and virtual server environments are increasing as organizations place more reliance on them. In addition,
business initiatives to capture, store, and analyze an increasing amount of organizational data are creating new IT
management challenges. Furthermore, the
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adoption of cloud computing technologies, which is shifting a growing number of critical workloads off premises, is
also creating new IT management complexities and placing increasing importance on the performance of IT assets as
compute resources become more distributed. The development and evolution of cloud computing technologies is also
allowing a growing number of small and medium-sized organizations to rely upon third parties, known as managed
service providers, for their I'T management needs. These managed service providers need powerful, yet easy-to-use
and affordable solutions in order to address a wide range of IT management issues for the thousands of small and
medium-sized organizations they serve.

In order to address these challenges, we offer a cohesive portfolio of powerful, yet easy-to-use and affordably priced
IT management products spanning networks, systems, and application management. This includes software that we
have either developed or acquired that allows IT professionals to manage the performance, health, and configurations
of network devices, firewalls, applications, physical and virtual servers, storage devices, as well as software for log
and security information management. It also includes software that provides I'T professionals with mobile and remote
access to their IT infrastructure and software to help them track and resolve IT issues along with their IT assets.
Lastly, our portfolio includes a set of cloud-based remote monitoring and management products that allow managed
service providers to remotely access and address a broad range of IT issues faced by their customers in order to ensure
the performance and security of their networks, desktops, servers, and other proprietary systems. We believe that
IT-related trends and the limitations of existing offerings present a significant market opportunity for our products and
we have begun to increase our investment as a percentage of revenue to take advantage of this market opportunity. We
expect our revenue to continue to grow as we capitalize on these and other market opportunities through acquisitions
and development. We continue to target total new sales growth of 20% for our existing license and subscription
products and new product offerings over the next three to five years. However, our ability to meet our target will
depend on a number of factors and assumptions, many of which are outside of our control. Further, any revenue
growth and operating synergies of our acquired products and businesses depends on our ability to successfully
integrate those products and businesses and may be lower than expected if we are unable to do so in the future.

In the third quarter of 2013, we recognized 25.9% of our revenue from sales by our international subsidiaries, which
includes the Europe, Middle East and Africa, or EMEA, region, the Asian-Pacific region, and the Latin American
region. We believe there is a substantial opportunity for additional sales of our software in these international regions
and we intend to increase our sales, marketing and support operations in these regions. However, we believe there is
significant uncertainty regarding the economic conditions in certain of these geographic regions, particularly in parts
of Europe. While we believe that any difficult economic conditions may adversely affect the sales of our products, this
could also offer us an opportunity to market and sell our products to mid-size businesses and enterprise customers at
compelling prices compared to the prices of some competing products.

We expect the U.S. federal government to continue to be a significant market opportunity, as we believe the ease of
deployment, power and scalability of our products gives us a competitive advantage to sell to various agencies and
departments of the U.S. federal government. The U.S. federal government new license sales, including both direct
sales and sales through distributors and resellers, were 16.6% of our total new license sales in the third quarter of 2013
and 11.0% of our total new license sales in the first three quarters of 2013 as compared to 21.2% of our total new
license sales in the third quarter of 2012 and 12.3% of our new license sales in the first three quarters of 2012. We
have experienced and continue to expect inconsistency in the buying pattern of the U.S. federal government for larger
transactions with our products. We believe that many of our larger transactions, both new licenses and maintenance
renewals, with the U.S. federal government are dependent on specific projects that may not be continued at the same
scale in the future due to budgetary cuts or other reasons, and the reduction or cancellation of specific projects such as
these could result in our sales to the U.S. federal government growing less rapidly than expected or even decreasing.
In addition, our sales, both new licenses and maintenance renewals, to the U.S. federal government are largely
dependent on systems integrators, distributors and resellers whose purchases from us have been difficult to predict.
Key Components of Our Results of Operations

Sources of Revenue

Our revenue is primarily comprised of license, maintenance and subscription revenue.
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License, Maintenance and Other Revenue. We primarily license our software under perpetual licenses, which
ordinarily include one year of maintenance as part of the initial purchase price of the product. License revenue reflects
the revenue recognized from sales of new perpetual licenses and upgrades of license size to our software. We have
experienced annual growth in license revenue. Customers can renew, and generally have renewed, their maintenance
agreements at our standard list maintenance renewal pricing for their software products. Current customers with
maintenance agreements are entitled to receive unspecified upgrades or enhancements when and if they become
available. Maintenance revenue is an important source of our future revenue. We have experienced strong and
consistent annual and quarterly growth in maintenance and other
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revenue. Because our maintenance base grew during 2012 and during the first three quarters of 2013 due to new
license sales, high customer retention and acquisitions, we expect maintenance revenue to continue to increase in
absolute dollars in future periods.

Subscription Revenue. We primarily derive subscription revenue from fees received from customers for time-based
license arrangements and software-as-a-service, or SaaS, offerings which were introduced during the second quarter of
2013 as a result of our acquisition of N-able.

Cost of Revenue

Cost of revenue primarily consists of personnel costs related to providing technical support services, amortization of
acquired developed product technologies and royalty and hosting fees. Personnel costs include salaries, bonuses and
stock-based compensation and related employer-paid payroll taxes for technical support personnel, as well as an
allocation of our facilities, information technology, employee benefit and other overhead costs. We allocate
stock-based compensation expense and related employer-paid payroll taxes to personnel costs based on the expense
category in which the option or restricted stock unit holder works. We allocate overhead, such as rent, computer and
other technology costs, and employee benefit costs to personnel costs in each expense category based on worldwide
headcount in that category.

The amortization of developed product technologies can vary significantly each period based on the size and timing of
our acquisitions. We expect our cost of revenue to increase in absolute dollars and to fluctuate as a percentage of
revenue as we acquire additional companies or technologies and as we increase our headcount to support new
customers and product offerings.

Operating Expenses

We classify our operating expenses into three categories: sales and marketing; research and development; and general
and administrative. Our operating expenses primarily consist of personnel costs, contract research and development
costs, marketing program costs and legal, accounting, consulting and other professional service fees. Personnel costs
for each category of operating expenses primarily include employee compensation costs and facility overhead costs.
We include restructuring charges related to severance and relocation in the employee's respective department.

Our operating expenses increased in absolute dollars and as a percentage of revenue in the first three quarters of 2013
compared to the first three quarters of 2012, as we have continued to build infrastructure and add employees through
acquisitions and organic growth across all departments in order to accelerate and support our growth. The number of
full-time employees as of September 30, 2013, was 1,203, as compared to 803, as of September 30, 2012. We added
188 full-time employees with the N-able acquisition in May 2013, which increased our operating expenses in the third
quarter of 2013 and we expect will increase our operating expenses in future periods.

We expect our operating expenses to continue to increase in absolute dollars as we make long-term investments in our
business both domestically and internationally. As we acquire additional companies or technologies and integrate the
businesses, our operating expenses in future periods may increase in absolute dollars and fluctuate as a percentage of
revenue as a result of such acquisitions. In addition, we intend to continue to grant equity awards to our current
executives and employees and those who join us in the future through acquisitions or otherwise, which will result in
additional stock-based compensation expense.

Sales and Marketing. Sales and marketing expenses primarily consist of personnel costs for our sales, marketing and
business development employees and executives, commissions earned by our sales personnel, the cost of marketing
programs such as paid search, search engine optimization and management, website maintenance and design and the
cost of business development programs. We will continue to hire sales personnel in the United States and in our
international sales offices to drive new license sales growth. We also expect to continue to invest in our websites,
online user community site, brand awareness initiatives and marketing programs to drive customer downloads and
support our new product launches.

Research and Development. Research and development expenses primarily consist of personnel costs for our product
development employees and executives and, to a lesser extent, contractor fees. We have devoted our development
efforts primarily to expanding our product line and increasing the functionality and enhancing the ease-of-use of our
software products. We have significantly increased our research and development employee headcount with the
acquisition of N-able and the continued expansion of our research and development centers in the Czech Republic and
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India. We expect to continue to invest in our research and development activities by hiring engineers in our
international locations, which will allow us to continue our research and development growth strategy internationally.
General and Administrative. General and administrative expenses primarily consist of personnel costs for our
executive, finance, legal, human resources and administrative personnel and amortization of acquired intangible
assets. Legal, accounting and other professional service fees, restructuring charges related to the closing of certain
offices along with general corporate
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expenses are also recorded in general and administrative expenses. We expect to incur higher administrative costs in
future periods as our business continues to grow both organically and through acquisitions.

Other Income (Expense)

Other income (expense) primarily consists of interest income, transactional foreign exchange gains (losses), foreign
exchange contracts gains (losses) and grant income. We periodically receive government grant income related to
grants in our Czech Republic and Ireland entities for the creation of job positions and related training costs. The
amount and timing of the grant payments is determined by the Czech and Irish governments. Interest income
represents interest received on our cash, cash equivalents and short-term and long-term investments, including any
amortization or accretion of the premium and discount. Foreign exchange gains (losses) primarily relate to expenses
and billing transactions denominated in currencies other than the functional currency of the associated subsidiary.
Foreign exchange contracts gains (losses) relate to the settlement of foreign currency forward contracts utilized to
hedge foreign currency exposures that are not formally designated as hedges.

Income Tax Expense

Income tax expense primarily consists of corporate income taxes related to profits resulting from the sale of our
software offerings by our only three entities that sell our software, one in the United States, one in Canada and one in
Ireland. The rate of taxation on income earned by our U.S. entity is higher than the rate of taxation on income earned
by our Canadian and Irish entities. If our international income, as a percentage of total income, increases as we expect,
then our effective income tax rate should correspondingly decline. However, our effective tax rate may be affected by
many other factors, such as changes in tax laws, regulations or rates, new interpretations of existing laws or
regulations, the impact of accounting for stock-based compensation, the impact of accounting for business
combinations, the impact of accounting for uncertain tax positions, changes in our international structure, shifts in the
amount of taxable income earned in the United States, as compared with other regions in the world, and changes in
overall levels of income before tax.

The U.S. research and experimentation tax credit, or R&E tax credit, expired on December 31, 2011; however, the
R&E tax credit was extended by the signing of the American Taxpayer Relief Act of 2012, or the Act, on January 2,
2013. The Act retroactively reinstated and extended the R&E tax credit from January 1, 2012 through December 31,
2013. Since the Act was enacted during 2013, the income tax benefit related to the 2012 R&E tax credit was reflected
discretely in our results of operations for the quarter ended March 31, 2013. Additionally, the current year estimated
annual effective tax rate reflects a benefit from the 2013 R&E tax credit.

The tax credit is currently set to expire on December 31, 2013, and may not be renewed, or if renewed, it may be
renewed on terms significantly less favorable than current tax incentives or on terms resulting in our disqualification
from the benefits of the R&E tax credit. The elimination or significant reduction in the R&E tax credit would increase
our effective tax rate and could adversely affect our results of operations in the future.

26

Table of Contents 117



Edgar Filing: Aldeyra Therapeutics, Inc. - Form 424B4

Table of Contents
Comparison of the Three Months Ended September 30, 2013 and 2012

The following table sets forth our condensed consolidated statements of income data for the periods indicated:
Three months ended September 30,

% of % of

2013 Revenue 2012 Revenue Change

(in thousands) (in thousands) (in thousands)
Revenue:
License $34,358 39.1 % $ 34,008 47.4 % $ 350
Maintenance and other 50,283 57.2 37,715 52.6 12,568
Subscription 3,222 3.7 — — 3,222
Total revenue 87,863 100.0 71,723 100.0 16,140
Cost of revenue 7,099 8.1 4,591 6.4 2,508
Gross profit 80,764 91.9 67,132 93.6 13,632
Operating expenses:
Sales and marketing 25,962 29.5 19,146 26.7 6,816
Research and development 9,558 10.9 7,214 10.1 2,344
General and administrative 13,383 15.2 9,288 12.9 4,095
Total operating expenses 48,903 55.7 35,648 49.7 13,255
Operating income 31,861 36.3 31,484 43.9 377
Other income (expense):
Interest income 91 0.1 112 0.2 (21 )
Other income (expense), net (6 ) — 90 0.1 (96 )
Total other income (expense) 85 0.1 202 0.3 (117 )
Income before income taxes 31,946 36.4 31,686 44.2 260
Income tax expense 9,123 10.4 9,200 12.8 (77 )
Net income $22.823 26.0 % $22,486 314 % $337
Revenue

Revenue increased $16.1 million, or 22.5%, in the quarter ended September 30, 2013 compared to the quarter ended
September 30, 2012. Maintenance and other revenue increased $12.6 million due to a growing maintenance renewal
customer base and an increase in new license sales, which drives new maintenance revenue. We have maintained high
customer retention and in addition, our renewal base has continued to increase each quarter as we have begun to renew
and recognize the maintenance revenue associated with our acquired products. License revenue increased $0.4 million
primarily due to continued growth in new license sales of our flagship system management product, Solarwinds
Server & Application Monitor. These increases were offset by decreases in our other system management products
such as Storage Manager and DameWare and other decreases in our network management products. Subscription
revenue of $3.2 million is from the sale of products introduced as a result of our acquisition of N-able technologies.
Our core product transaction growth was 16.4% in the third quarter of 2013 compared to the third quarter of 2012 as a
result of our growth in new license sales of our core systems management products, particularly Web Help Desk and
Serv-U, and our network management products. As the number of core product transactions fluctuates with changes in
the business or product mixes, this also affects our trailing 12-month average transaction size for new license sales.
Through the third quarter of 2013, the trailing 12-month average transaction size for new license sales, excluding our
high-volume and low-priced Kiwi and DameWare products, was approximately $7,500 as compared to approximately
$8,800 for the trailing 12-month period through the third quarter of 2012, a decrease of 14.4%. The decrease in our
trailing 12-month average transaction size was primarily due to the high volume of transactions of our Web Help Desk
and Serv-U products in the more recent trailing 12-month period combined with their lower average transaction size
than our other core products.

New license sales in our global commercial business increased 4.6% and new license sales in our U.S. federal
government business decreased 22.5% for the third quarter of 2013 as compared to the third quarter of 2012. This
growth in our
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commercial business was driven by core product transaction growth of 18.1% in the third quarter of 2013 as compared
to the third quarter of 2012. The decrease in our U.S. federal government new license sales was primarily driven by a
decrease in the number and size of transactions in the third quarter of 2013 compared to the third quarter of 2012. We
believe the recent government shutdown prevented a number of deals from closing in the third quarter of 2013, which
negatively impacted our U.S. federal government new license sales for the period. We had one U.S. federal
government transaction that resulted in license revenue greater than $0.5 million in the third quarter of 2013, whereas
we had two transactions that resulted in license revenue greater than $0.5 million for the third quarter of 2012. Our
revenue from our international subsidiaries was 25.9% and 22.2% of total revenue in the third quarter of 2013 and
2012, respectively.

Cost of Revenue

Cost of revenue increased $2.5 million, or 54.6%, in the quarter ended September 30, 2013 compared to the quarter
ended September 30, 2012. Cost of license revenue increased by $0.6 million in the third quarter of 2013 compared to
the third quarter of 2012, primarily due to the amortization of acquired product technologies associated with our
acquisitions in 2012 and 2013. Cost of maintenance revenue also increased $0.4 million primarily due to increased
headcount to support new customers, additional product offerings from acquisitions and internal product development.
Cost of subscription revenue consists of personnel costs and other direct costs, including royalty fees and hosting fees,
related to our subscription products and services which were introduced during the second quarter of 2013.

Operating Expenses

Sales and Marketing. Sales and marketing expenses increased $6.8 million, or 35.6%, in the quarter ended

September 30, 2013 compared to the quarter ended September 30, 2012. We continue to invest in the sales and
marketing efforts that drive our revenue growth. In addition, we have increased employee headcount in our sales,
marketing and maintenance renewal teams. As a result of these expansion efforts, our sales and marketing personnel
costs, which include stock-based compensation expense, increased $4.9 million and marketing program costs
increased $1.4 million. Our sales expense as a percentage of revenue remained consistent in the third quarter of 2013
as compared to the same period in 2012.

Research and Development. Research and development expenses increased $2.3 million, or 32.5%, in the quarter
ended September 30, 2013 compared to the quarter ended September 30, 2012. This increase was primarily related to
the increase in research and development headcount related to the acquisition of N-able in the second quarter of 2013.
In addition, in order to support the ongoing development of acquired and new products, we continued to increase the
size of our Czech Republic and India research and development centers during 2012 and the the first three quarters of
2013. Due to this growth, our personnel costs, which include stock-based compensation expense, increased by $1.9
million and contract services increased $0.5 million in the third quarter of 2013 as compared to the third quarter of
2012.

General and Administrative. General and administrative expenses increased $4.1 million, or 44.1%, in the quarter
ended September 30, 2013 compared to the quarter ended September 30, 2012. This increase was primarily due to a
$1.9 million increase in personnel costs, which include stock-based compensation expense, a $0.6 million increase in
amortization of acquired intangibles, and a $0.5 million increase in professional fees. Restructuring charges, which
primarily consist of accelerated depreciation on leasehold improvements and lease abandonment charges related to the
closing of certain offices, increased $0.5 million. Other costs such as depreciation expense and contractor services
increased $0.5 million.

Other Income (Expense)

Other income (expense) decreased by $0.1 million primarily due to increases in net losses on foreign currency
transactions for the quarter ended September 30, 2013 as compared to the same period in 2012.

Income Tax Expense

Our income tax expense decreased by $0.1 million in the quarter ended September 30, 2013 as compared to the same
period in 2012. This decrease resulted from the reenacted R&E tax credit, offset by an increase in our income before
income taxes of $0.3 million when comparing the same periods. Our results of operations for the quarter ended
September 30, 2012 do not reflect an income tax benefit related to the R&E tax credits as the R&E tax credit expired
on December 31, 2011. However, the R&E tax credit was extended by the signing of the American Taxpayer Relief
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Act of 2012, or the Act, on January 2, 2013. The Act retroactively reinstated and extended the R&E tax credit from
January 1, 2012 through December 31, 2013. Therefore, the current year tax amounts are lower from the benefit of the
R&E tax credit.

Our effective tax rate decreased from 29.0% in the quarter ended September 30, 2012 to 28.6% in the quarter ended
September 30, 2013, which was primarily attributable to the availability of the U.S. R&E tax credit, as well as an
increase in international earnings, which are generally taxed at lower tax rates.
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Comparison of the Nine Months Ended September 30, 2013 and 2012

The following table sets forth our condensed consolidated statements of income data for the periods indicated:
Nine months ended September 30,

% of % of

2013 Revenue 2012 Revenue Change

(in thousands) (in thousands) (in thousands)
Revenue:
License $96,300 40.4 % $90,919 46.5 % $ 5,381
Maintenance and other 137,841 57.8 104,515 53.5 33,326
Subscription 4,151 1.7 — — 4,151
Total revenue 238,292 100.0 195,434 100.0 42,858
Cost of revenue 18,887 7.9 13,134 6.7 5,753
Gross profit 219,405 92.1 182,300 93.3 37,105
Operating expenses:
Sales and marketing 66,538 27.9 53,289 27.3 13,249
Research and development 25,622 10.8 20,814 10.7 4,808
General and administrative 34,758 14.6 26,107 13.4 8,651
Total operating expenses 126,918 53.3 100,210 51.3 26,708
Operating income 92,487 38.8 82,090 42.0 10,397
Other income (expense):
Interest income 324 0.1 307 0.2 17
Other income (expense), net 497 ) (0.2 ) 41 — (538 )
Total other income (expense) (173 ) (0.1 ) 348 0.2 (521 )
Income before income taxes 92,314 38.7 82,438 42.2 9,876
Income tax expense 23,695 9.9 23,394 12.0 301
Net income $68,619 28.8 % $ 59,044 30.2 % $9,575
Revenue

Revenue increased $42.9 million, or 21.9%, in the nine months ended September 30, 2013 compared to the nine
months ended September 30, 2012. Maintenance and other revenue increased $33.3 million due to a growing
maintenance renewal customer base and an increase in new license sales, which drives new maintenance revenue. We
have maintained high customer retention and in addition, our renewal base has continued to increase each quarter as
we have begun to renew and recognize the maintenance revenue associated with our acquired products. License
revenue increased $5.4 million primarily due to continued growth in new license sales of our flagship system
management product, Solarwinds Server & Application Monitor, and new license sales from our Web Help Desk
product. These increases were offset by decreases in our other system management products such as Storage Manager
and DameWare and other decreases in our network management products. Subscription revenue of $4.2 million is
from the sale of products introduced as a result of our acquisition of N-able technologies.

Our core product transaction growth was 31.6% in the first three quarters of 2013 compared to the first three quarters
of 2012 as a result of our growth in new license sales of our core systems management products, particularly Web
Help Desk and Serv-U, and our network management products. As the number of core product transactions fluctuates
with changes in the business or product mixes, this also affects our trailing 12-month average transaction size for new
license sales. Through the third quarter of 2013, the trailing 12-month average transaction size for new license sales,
excluding our high-volume and low-priced Kiwi and DameWare products, was approximately $7,500 as compared to
approximately $8,800 for the trailing 12-month period through the third quarter of 2012, a decrease of 14.4%. The
decrease in our trailing 12-month average transaction size was primarily due to the high volume of transactions of our
Web Help Desk and Serv-U products in the more recent trailing 12-month period combined with their lower average
transaction size than our other core products.

New license sales in our global commercial business increased 7.1% and new license sales in our U.S. federal
government business decreased 6.3% for the first three quarters of 2013 as compared to the first three quarters of
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growth in our commercial business was driven by core product transaction growth of 33.6% in the first three quarters
of 2013 as compared to the first three quarters of 2012. The decrease in our U.S. federal government new license sales
was primarily driven by a decrease in the number of transactions in the first three quarters of 2013 compared to the
first three quarters of 2012. We had two U.S. federal government transactions that resulted in license revenue greater
than $0.5 million in both the first three quarters of 2013 and the first three quarters of 2012. Our revenue from our
international subsidiaries was 26.4% and 23.7% of total revenue in the first three quarters of 2013 and 2012,
respectively.

Cost of Revenue

Cost of revenue increased $5.8 million, or 43.8%, in the nine months ended September 30, 2013 compared to the nine
months ended September 30, 2012. Cost of license revenue increased by $2.4 million in the first three quarters of
2013 compared to the first three quarters of 2012, primarily due to the amortization of acquired product technologies
associated with our acquisitions in 2012 and 2013. Cost of maintenance revenue also increased $1.3 million primarily
due to increased headcount to support new customers, additional product offerings from acquisitions and internal
product development. Cost of subscription revenue consists of personnel costs and other direct costs, including royalty
fees and hosting fees, related to our subscription products and services which were introduced during the second
quarter of 2013.

Operating Expenses

Sales and Marketing. Sales and marketing expenses increased $13.2 million, or 24.9%, in the nine months ended
September 30, 2013 compared to the nine months ended September 30, 2012. We continue to invest in the sales and
marketing efforts that drive our revenue growth. In addition, we have increased employee headcount in our sales,
marketing and maintenance renewal teams. As a result of these expansion efforts, our sales and marketing personnel
costs, which include stock-based compensation expense, increased $9.7 million and marketing program costs
increased $3.0 million. Our sales expense as a percentage of revenue remained consistent in the first three quarters of
2013 as compared to the same period in 2012.

Research and Development. Research and development expenses increased $4.8 million, or 23.1%, in the nine months
ended September 30, 2013 compared to the nine months ended September 30, 2012. This increase was primarily
related to the increase in research and development headcount related to the acquisition of N-able in the second
quarter of 2013. In addition, in order to support the ongoing development of acquired and new products, we continued
to increase the size of our Czech Republic and India research and development centers during 2012 and the first three
quarters of 2013. Due to this growth, our personnel costs, which include stock-based compensation expense, increased
by $3.9 million and contract services increased $1.0 million in the first three quarters of 2013 as compared to the first
three quarters of 2012.

General and Administrative. General and administrative expenses increased $8.7 million, or 33.1%, in the nine
months ended September 30, 2013 compared to the nine months ended September 30, 2012. This increase was
primarily due to a $4.0 million increase in personnel costs, which include stock-based compensation expense, a $1.4
million increase in professional fees and a $0.8 million increase in amortization of acquired intangibles. Restructuring
charges, which primarily consist of lease abandonment charges and accelerated depreciation on leasehold
improvements related to the closing of certain offices, increased $1.0 million. Other costs such as depreciation
expense and acquisition costs increased $0.7 million.

Other Income (Expense)

Other income (expense) decreased by $0.5 million primarily due to increases in net losses on foreign currency
transactions for the nine months ended September 30, 2013 as compared to the same period in 2012.

Income Tax Expense

Our income tax expense increased by $0.3 million in the nine months ended September 30, 2013 as compared to the
same period in 2012. This increase resulted from an increase in our income before income taxes of $9.9 million, offset
by the reenacted R&E tax credit when comparing the same periods. Our results of operations for the nine months
ended September 30, 2012 do not reflect an income tax benefit related to the R&E tax credits as the R&E tax credit
expired on December 31, 2011. However, the R&E tax credit was extended by the signing of the American Taxpayer
Relief Act of 2012, or the Act, on January 2, 2013. The Act retroactively reinstated and extended the R&E tax credit
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from January 1, 2012 through December 31, 2013. Since the Act was enacted during 2013, the income tax benefit
related to the 2012 R&E tax credit was reflected discretely in our results of operations for the quarter ended March 31,
2013. Additionally, the current year estimated annual effective tax rate reflects a benefit from the 2013 R&E tax
credit, which was also a benefit to our effective tax rate for the quarter.

Our effective tax rate decreased from 28.4% in the nine months ended September 30, 2012 to 25.7% in the nine
months ended September 30, 2013, which was primarily attributable to the availability of the U.S. R&E tax credit
which resulted in the
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entire 2012 R&E tax credit being recognized discretely this period, as well as an increase in international earnings,
which are generally taxed at lower tax rates.

Non-GAAP Financial Measures

In addition to disclosing financial measures prepared in accordance with GAAP, this Form 10-Q includes the
following financial measures which are non-GAAP financial measures under SEC rules: (i) non-GAAP operating
income; (ii) non-GAAP net income; (iii) non-GAAP diluted earnings per share; and (iv) free cash flow. Each of these
financial measures excludes the impact of certain items and therefore has not been calculated in accordance with
GAAP. In this report, these non-GAAP financial measures typically exclude stock-based compensation expense and
related employer-paid payroll taxes; amortization of intangible assets; acquisition related adjustments, including
contingent consideration fair value adjustments due to the changes in probability assumptions of achieving the earnout
criteria and due to the passage of time; and restructuring charges. Each of these non-GAAP adjustments is described
in more detail below. In addition to these adjustments, management may include or exclude additional items from
these or similar non-GAAP financial measures in future periods to the extent that management believes such items
may not be indicative of our core business. A reconciliation of each of these non-GAAP financial measures to its most
comparable GAAP financial measure is also included below.

We believe that these non-GAAP financial measures provide meaningful supplemental information regarding our
operating results because they exclude certain amounts that our management and Board of Directors do not consider
part of core operating results when assessing our operational performance, allocating resources, preparing annual
budgets and determining employee incentive compensation. Accordingly, these non-GAAP financial measures may
provide insight to investors into the motivation and decision-making of management in operating the business. In
addition, by comparing our non-GAAP financial measures in different historical periods, our investors can evaluate
our operating results without the additional variations of certain items that may not be indicative of our core
operations, including stock-based compensation expense, which we believe is a non-cash expense that is not a key
measure of our operations.

While we believe that these non-GAAP financial measures provide useful supplemental information, there are
limitations associated with the use of these non-GAAP financial measures. These non-GAAP financial measures are
not prepared in accordance with GAAP, do not reflect a comprehensive system of accounting and may not be
comparable to similarly titled measures of other companies due to potential differences in their financing and
accounting methods, the book value of their assets, their capital structures, the method by which their assets were
acquired and the manner in which they define non-GAAP measures. Items such as the amortization of intangible
assets, stock-based compensation expense and related employer-paid payroll taxes, acquisition related adjustments
and restructuring charges, as well as the related tax impacts of these items can have a material impact on operating and
net income. In addition, free cash flow does not represent the total increase or decrease in the cash balances for the
period. As a result, these non-GAAP financial measures have limitations and should not be considered in isolation
from, or as a substitute for, their most comparable GAAP measures. We compensate for these limitations by using
these non-GAAP financial measures as supplements to GAAP financial measures and by reconciling the non-GAAP
financial measures to their most comparable GAAP financial measure. Investors are encouraged to review the
reconciliations of these non-GAAP financial measures to their most comparable GAAP financial measures below.
For a detailed explanation of the adjustments made to comparable GAAP financial measures, the reasons why
management uses these measures and the usefulness of these measures, see footnotes (1)—(7) below.

Non-GAAP Operating Income and Non-GAAP Operating Margin

Three Months Ended Nine Months Ended
September 30, September 30,
(in thousands) 2013 2012 2013 2012
GAAP operating income $31,861 $31,484 $92.,487 $82,090
Amortization of intangible assets (1) 5,115 3,623 14,088 10,666
Stock-based compensation expense and related employer-paid 5.675 3.979 17.878 11.831

payroll taxes (2)
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Acquisition related adjustments (3) 402 498 1,006 831
Restructuring charges (4) 827 — 1,310 —
Non-GAAP operating income $43,880 $39,584 $126,769 $105,418
Non-GAAP operating margin 49.9 % 55.2 % 53.2 % 53.9 %
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The increases in non-GAAP operating income for the three and nine month periods ended September 30, 2013 as
compared to the same periods in 2012 were primarily due to increases in the corresponding GAAP operating income,
amortization of intangible assets and stock-based compensation expense. Amortization of intangible assets increased
in the third quarter and the first three quarters of 2013 as compared to the same periods in 2012 primarily due to
increases in intangible assets resulting from the various acquisitions that were completed in 2012 and
2013. Stock-based compensation expense and related employer-paid payroll taxes increased primarily due to
share-based incentive awards issued to employees for retention and, to a lesser extent, the addition of employees
through acquisitions and organic growth. Our acquisition related adjustments fluctuate due to variations in the legal
and accounting fees and restructuring costs associated with each of our acquisitions. Our restructuring charges
primarily consist of lease abandonment charges and accelerated depreciation on leasehold improvements related to the
closing of certain offices.
Non-GAAP Net Income and Non-GAAP Diluted Earnings Per Share

Three Months Ended Nine Months Ended

September 30, September 30,
(in thousands) 2013 2012 2013 2012
GAAP net income $22,823 $22.,486 $68,619 $59,044
Amortization of intangible assets (1) 5,115 3,623 14,088 10,666
Stock-based compensation expense and related employer-paid 5.675 3.979 17.878 11.831
payroll taxes (2)
Acquisition related adjustments (3) 402 529 1,010 884
Restructuring charges (4) 827 — 1,310 —
Tax benefits associated with above adjustments (5) (3,183 ) (2,240 ) (9,308 ) (6,456 )
Non-GAAP net income $31,659 $28,377 $93,597 $75,969

Welghted—aYerage number of shares used in computing 76.466 76.303 76.580 75.871
diluted earnings per share

Non-GAAP diluted earnings per share (6) $0.41 $0.37 $1.22 $1.00

The increases in non-GAAP net income for the three and nine month periods ended September 30, 2013 as compared
to the same periods in 2012 were primarily due to increases in the corresponding GAAP net income and the
adjustments discussed above in the calculation of non-GAAP operating income. Other adjustments to non-GAAP net
income include fair value adjustments due to the passage of time related to contingent consideration included in
acquisition related costs and the tax benefits associated with the excluded items. Non-GAAP diluted earnings per
share increased for the third quarter and the first three quarters of 2013 as compared to the same periods in 2012
primarily due to increases in non-GAAP net income as discussed above as the number of shares used in the
computation did not change significantly.

Free Cash Flow
Three Months Ended Nine Months Ended
September 30, September 30,
(in thousands) 2013 2012 2013 2012
GAAP cash flows from operating activities $42.,004 $34,881 $113,603  $96,249
Excess tax benefit from stock-based compensation 1,500 3,737 7,746 8,921
Purchases of property and equipment (1,217 ) (1,521 ) (2,963 ) (3,081 )
Free cash flow (7) $42.287 $37,097 $118,386  $102,089

The increases in free cash flow for the three and nine month periods ended September 30, 2013 as compared to the
same periods in 2012 were primarily due to increases in operating income that converted to cash flow for the periods.
For the nine months ended September 30, 2013, this increase was offset by higher cash payments in the first quarter of
2013 related to annual company-wide bonus payments for the 2012 fiscal year. The excess tax benefit from
stock-based compensation fluctuates with the exercise of stock option awards.
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Non-GAAP Footnotes:

Amortization of Intangible Assets. We provide non-GAAP information that excludes expenses for the amortization

of intangible assets that primarily relate to purchased intangible assets associated with our acquisitions. We believe

that eliminating this expense from our non-GAAP measures is useful to investors, because the amortization of
intangible assets can be inconsistent in amount and frequency and is significantly impacted by the timing and
magnitude of our acquisition transactions, which also vary in frequency from period to period. Accordingly, we
analyze the performance of our operations in each period without regard to such expenses.

Stock-Based Compensation Expense and Related Employer-Paid Payroll Taxes. We provide non-GAAP

information that excludes expenses for stock-based compensation and related employer-paid payroll taxes. We

believe the exclusion of these items allows for financial results that are more indicative of our continuing
operations. We believe that the exclusion of stock-based compensation expense provides for a better comparison of
our operating results to prior periods and to our peer companies as the calculations of stock-based compensation

(2) vary from period to period and company to company due to different valuation methodologies, subjective

assumptions and the variety of award types. Employer-paid payroll taxes on stock-based compensation is

dependent on our stock price and the timing of the taxable events related to the equity awards, over which our
management has little control, and does not correlate to the core operation of our business. Because of these unique
characteristics of stock-based compensation and the related employer-paid payroll taxes, management excludes
these expenses when analyzing the organization's business performance.

Acquisition Related Adjustments. We exclude certain expense items resulting from acquisitions including the

following, when applicable: (i) amortization of purchased intangible assets associated with our acquisitions (see

Note 1 for further discussion); (ii) legal, accounting and advisory fees to the extent associated with acquisitions;

(iii) changes in fair value of contingent consideration; (iv) costs related to integrating the acquired businesses; and

(v) restructuring costs, including adjustments related to changes in estimates, related to acquisitions. We consider

these adjustments, to some extent, to be unpredictable and dependent on a significant number of factors that are

outside of our control. Furthermore, acquisitions result in non-continuing operating expenses, which would not
otherwise have been incurred by us in the normal course of our organic business operations, with respect to each
acquisition. We believe that providing non-GAAP information for acquisition related expense items in addition to
the corresponding GAAP information allows the users of our financial statements to better review and understand
the historical and current results of our continuing operations, and also facilitates comparisons to our historical
results and results of less acquisitive peer companies, both with and without such adjustments.

Restructuring Charges. We provide non-GAAP information that excludes restructuring charges such as severance,

relocation and benefits and the estimated costs of exiting and terminating facility lease commitments, including

accelerated depreciation on leasehold improvements and fixed assets, as they relate to our corporate restructuring
and exit activities. These restructuring charges are inconsistent in amount and are significantly impacted by the
timing and nature of these events. Therefore, although we may incur these types of expenses in the future, we

believe that eliminating these charges for purposes of calculating the non-GAAP financial measures facilitates a

more meaningful evaluation of our current operating performance and comparisons to our past operating

performance.

Income Tax Effect of Non-GAAP Exclusions. We believe providing financial information with and without the

income tax effect of excluding items related to our non-GAAP financial measures provide our management and

users of the financial statements with better clarity regarding the ongoing performance and future liquidity of our
business.

Non-GAAP Diluted Earnings Per Share Item. We provide non-GAAP diluted earnings per share. The non-GAAP

(6)diluted earnings per share amount was calculated based on our non-GAAP net income and the shares used in the
computation of GAAP diluted earnings per share.

(7)Free Cash Flow. We define free cash flow as cash flows from operating activities plus the excess tax benefit from
stock-based compensation and less the purchases of property and equipment. We believe free cash flow is an
important liquidity measure that reflects the cash generated by the business after the purchase of property and
equipment that can then be used for, among other things, strategic acquisitions and investments in the business,

ey
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stock repurchases and funding ongoing operations. Free cash flow does not represent the total increase or decrease
in the cash balance for the period. The changes in free cash flow result from fluctuations in cash flows from
operating activities offset by excess tax benefits associated with the exercises of options. For further discussion
regarding cash flows from operating activities, see the discussion under the caption “Liquidity and Capital

Resources” included in this Item 2.
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Liquidity and Capital Resources

Cash and cash equivalents and short-term and long-term investments were $222.9 million as of September 30, 2013.
Our international subsidiaries held approximately $94.7 million of cash and cash equivalents of which 88.3% was held
in Euros as of September 30, 2013. We expect our international cash and cash equivalents to continue to increase as a
percentage of our consolidated cash and cash equivalents. We currently intend that the earnings generated by our
international operations will be invested indefinitely in those operations and we do not expect to repatriate those
earnings to our domestic operations. If we were to try and repatriate these earnings, we would incur a U.S. federal
income tax liability that is not currently accrued in our consolidated financial statements.

Our available cash and cash equivalents are primarily held in bank deposits and money market funds at September 30,
2013. Our short-term and long-term investments, classified as available-for-sale securities, consist of corporate bonds,
municipal bonds and commercial paper held in investment accounts in the United States.

Our emphasis is primarily on safety of principal while secondarily maximizing yield on those funds. The balances
held in our demand deposit accounts in the United States may exceed the Federal Deposit Insurance Corporation, or
FDIC, insurance limits. While we monitor the balances in our accounts and adjust the balances as appropriate, these
balances could be impacted by adverse conditions in the financial markets or by failure of the underlying depository
institutions or guarantors. We strive to maintain our cash deposits, money market funds and investments with multiple
financial institutions of reputable credit quality and therefore, bear minimal credit risk. We actively monitor the third
party depository institutions that hold our cash, cash equivalents and investments. To date, we have experienced no
loss or lack of access to our invested cash, cash equivalents, and investments; however, we can provide no assurances
that access to our funds will not be impacted by future adverse conditions.

Summarized cash flow information is as follows (in thousands):

Nine Months Ended
September 30,
(in thousands) 2013 2012
Net cash provided by operating activities $113,603 $96,249
Net cash used in investing activities (110,115 ) (73,789 )
Net cash provided by (used in) financing activities (2,481 ) 11,957
Effect of exchange rate changes 2,122 (64 )
Net increase in cash and cash equivalents 3,129 34,353

Operating Activities

Cash provided by operating activities is comprised of net income, adjustments for non-cash operating activities and
changes in operating assets and liabilities. Adjustments for non-cash expenses were $23.8 million and $15.6 million
for the nine months ended September 30, 2013 and 2012, respectively. These adjustments primarily consist of
stock-based compensation expense, depreciation and amortization and excess tax benefits related to employee
stock-based awards. Stock-based compensation expense reduced income before income taxes by $17.1 million and
$11.4 million in the nine months ended September 30, 2013 and 2012, respectively.

The change in cash flows relating to operating activities resulted from changes in operating assets and liabilities and is
primarily driven by the sales of our software and maintenance renewals. The significant changes in operating assets
and liabilities include the following:

Deferred revenue increased to $127.3 million at September 30, 2013 as compared to $102.8 million at
December 31, 2012, resulting in an increase in operating liabilities and reflecting a cash inflow of $22.2
million for the nine months ended September 30, 2013. For the nine months ended September 30, 2012, net
cash provided by operating activities increased $19.2 million due to an increase in deferred revenue during the
period. Deferred revenue primarily consists of billings or payments received in advance of revenue recognition
from maintenance fees.

Changes in our income tax receivable and payable balances are also significant components of our cash flows from
operating activities. The decrease in our income tax payable was primarily due to tax payments made during the first
three quarters of 2013. Net cash provided by operating activities was reduced by income tax payments of $15.7
million in the nine months ended September 30, 2013.
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Accounts receivable increased to $45.5 million at September 30, 2013 as compared to $32.5 million at December 31,
2012 resulting in an increase in operating assets and reflecting a cash outflow of $9.7 million for the nine months
ended September 30, 2013. The increase in accounts receivable for the nine months ended September 30, 2012 as
compared to December 31, 2011 resulted in cash outflows of $12.3 million for the nine months ended September 30,
2012. Our accounts receivable balance fluctuates from period to period depending on the timing of our sales, cash
collections and changes to our allowance for doubtful accounts, which affects our cash flow from operating activities.
Our accounts receivable balance represents trade receivables from customers, including resellers and distributors,
when we have provided software licenses and/or software maintenance agreements and we have not yet received
payment. We have historically had insignificant write-offs related to bad debts. The allowance for doubtful accounts
was $0.3 million and $0.2 million at September 30, 2013 and 2012, respectively. We use days sales outstanding, or
DSO, calculated on a quarterly basis, as a measurement of the quality and status of our receivables. We define DSO as
(a) accounts receivable divided by (b) total revenue for the most recent quarter, multiplied by (c) the number of days
in the quarter. Our DSO was 47.7 days and 50.1 days at September 30, 2013 and 2012, respectively.

Accrued liabilities decreased to $13.3 million at September 30, 2013 as compared to $14.2 million at December 31,
2012, resulting in a decrease in operating liabilities and reflecting a cash outflow of $3.6 million for the nine months
ended September 30, 2013. This cash outflow was primarily a result of annual company-wide bonus payments for the
2012 fiscal year accrued at December 31, 2012 and paid during the first quarter of 2013.

Investing Activities

Net cash used in investing activities for the nine months ended September 30, 2013 was primarily related to $120.9
million of cash used for the N-able acquisition, $17.3 million of cash used to purchase available-for-sale securities
classified as short-term and long-term investments and $38.7 million of proceeds from maturities of investments. For
the nine months ended September 30, 2012, net cash used in investing activities was primarily related to $48.3 million
of cash used for acquisitions, $48.1 million of cash used to purchase available-for-sale securities classified as
short-term and long-term investments and $26.8 million of proceeds from maturities of investments.

We estimate our capital expenditures for the remaining three months of 2013 to be approximately $3.0 million,
primarily related to purchases of equipment and software in our Austin, Czech Republic and Ireland locations to
support their continued growth. We expect our capital expenditures in the fiscal year 2014 to be approximately $10 to
$15 million, primarily related to our expected growth and expansions of our corporate headquarters in Austin, Texas
and our international locations.

Financing Activities

Net cash provided by financing activities for the nine months ended September 30, 2013 was due to repurchases of
common stock of $18.4 million, the excess tax benefit related to stock-based awards of $7.7 million, which is a
reduction in cash payments related to income taxes and $8.1 million of proceeds from the exercise of employee stock
options.

On July 29, 2013, we announced that our Board of Directors approved a share repurchase program, authorizing us to
purchase up to $50.0 million of our outstanding common stock. We are authorized to make purchases in the open
market and we expect that purchases will be funded using our cash on hand, cash generated from operations or
borrowings under our Credit Agreement. During the three month period ended September 30, 2013, we repurchased
0.4 million shares of our common stock for an aggregate purchase price of $13.6 million. Shares were retired upon
repurchase. We expect the repurchases will occur over the next nine months although the exact timing of repurchases
and number of shares of common stock to be purchased will depend upon market conditions and other factors. The
program may be extended, suspended or discontinued at any time without prior notice.

In addition, for the nine months ended September 30, 2013, we withheld and retired shares of common stock to satisfy
$4.7 million of minimum statutory withholding tax requirements that we pay in cash to the appropriate taxing
authorities on behalf of our employees related to the settlement of restricted stock units during the period. These
shares are treated as common stock repurchases in our condensed consolidated financial statements as of

September 30, 2013.

Net cash provided by financing activities for the nine months ended September 30, 2012 was primarily due to the
excess tax benefit related to stock option exercises of $8.9 million, which is a reduction in cash payments related to
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income taxes, and $8.7 million of proceeds from the exercise of employee stock options. Also during the nine months
ended September 30, 2012, we paid approximately $4.5 million of cash upon the achievement of certain earnout
objectives related to acquisition accrued earnouts, of which $4.2 million is reflected as cash flows from financing
activities.

Anticipated Cash Flows

We believe that our existing cash and cash equivalents, our cash flows from operating activities and our borrowing
capacity under our Credit Agreement will be sufficient to fund our operations and our commitments for capital
expenditures for
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at least the next 12 months. In October 2013, we entered into a Credit Agreement with a syndicated group of lenders
that provides for an unsecured $125.0 million five-year revolving credit facility that is comprised of revolving loans or
swingline loans. See Note 10—Subsequent Events in the Notes to Condensed Consolidated Financial Statements for
additional details.

Although we are not currently a party to any material definitive agreement regarding potential investments in, or
acquisitions of, complementary businesses, applications or technologies, we may enter into these types of
arrangements, which could reduce our cash and cash equivalents, require us to seek additional equity or debt financing
or repatriate cash generated by our international operations that would cause us to incur a U.S. federal income tax
liability. Additional funds from financing arrangements may not be available on terms favorable to us or at all.

Our future capital requirements will depend on many factors, including our rate of revenue growth, the expansion of
our sales and marketing activities, the timing and extent of spending to support product development efforts and
expansion into new territories, the timing of any acquisitions to expand our business, the timing of expansions to our
office facilities, the timing of introductions of new software products and enhancements to existing software products,
and the continuing market acceptance of our software offerings. We expect to continue to pursue acquisitions that will
enable us to enter new markets or new segments of our existing markets by bringing new product offerings to market
more quickly than we can develop them.

Contractual Obligations and Commitments

As of September 30, 2013, with the exception of our operating leases, there have been no material changes in our
contractual obligations and commitments that were disclosed in our Annual Report on Form 10-K for the fiscal year
ended December 31, 2012. In May 2013, we entered into a new lease agreement for our future corporate headquarters
in Austin, Texas expected to commence in the second quarter of 2014. See Note 9, Commitment and Contingencies,
in the Notes to Condensed Consolidated Financial Statements in Item 1 of Part I of this Quarterly Report on Form
10-Q, for further discussion.

The following table summarizes our outstanding contractual operating lease obligations as of September 30, 2013, that
require us to make future cash payments:

Payments Due by Period
Total Less than 1 1-3 years 3-5 years More than 5
year years
(in thousands)
Operating leases (1) $93,963 $1,389 $16,131 $14,111 $62,332

At the inception of our new lease agreement in the second quarter of 2014, we plan to either terminate our existing
lease through a settlement with our landlord or sublease all or part of our existing corporate headquarters to a third
party for the remaining lease term through May 2016. If we are unable to terminate our lease or sublease the
building, we would be required to recognize a loss for our remaining contractual obligation of $8.0 million.

ey

Critical Accounting Policies and Estimates

We prepare our condensed consolidated financial statements in accordance with GAAP. The preparation of condensed
consolidated financial statements requires us to make estimates and assumptions that affect the reported amounts of
assets, liabilities, revenue, costs and expenses and related disclosures. We base our estimates on historical experience
and on various other assumptions that we believe to be reasonable under the circumstances. In many instances, we
could reasonably use different accounting estimates, and in some instances, changes in the accounting estimates are
reasonably likely to occur from period to period. Accordingly, actual results could differ significantly from the
estimates made by our management. To the extent that there are differences between our estimates and actual results,
our future financial statement presentation, financial condition, results of operations and cash flows will be affected,
perhaps materially.

In many cases, the accounting treatment of a particular transaction is specifically dictated by GAAP and does not
require management’s judgment in its application, while in other cases, management’s judgment is required in selecting
among available alternative accounting standards that allow different accounting treatment for similar transactions.
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We believe that these accounting policies generally require significant management judgment and estimates, and are

critical to understanding our historical and future performance, as these policies relate to the more significant areas of
our financial results. These critical accounting policies are:

aluation of goodwill, intangibles, long-lived assets and contingent consideration, including accrued earnouts;
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Revenue recognition;

Stock-based compensation;

dncome taxes; and

4 oss contingencies.

A full description of our critical accounting policies that involve significant management judgment appears in our
Annual Report on Form 10-K for the fiscal year ended December 31, 2012 filed with the Securities and Exchange
Commission on February 19, 2013 under the heading ‘“Management’s Discussion and Analysis of Financial Condition
and Results of Operations—Ceritical Accounting Policies and Estimates.” There have been no material changes to our
critical accounting policies and estimates since that time, with the exception of our revenue recognition policy. As a
result of the acquisition of N-able during the second quarter of 2013, we now offer time-based licenses and
SaaS-based hosting services and have updated our revenue recognition policy for these offerings.

Revenue Recognition

We derive substantially all of our revenue from the licensing of our software products, the sale of annual maintenance
agreements for these products and our subscription products and services. In accordance with current guidance, we
recognize revenue for software, maintenance and subscriptions when persuasive evidence of an arrangement exists,
delivery has occurred, the sales price is fixed or determinable and collectability is reasonably assured. Our return
policy generally does not allow our customers to return software products.

We generally use a purchase order, an authorized credit card, an electronic or manually signed license agreement, or
the receipt of a cash payment as evidence of an arrangement. We consider delivery to have occurred and recognize
revenue when risk of loss transfers to the customer, reseller or distributor or the customer has access to their
subscription which is generally upon electronic transfer of the license key or password that provides immediate
availability of the product to the purchaser. We account for sales incentives to customers, resellers or distributors as a
reduction of revenue at the time we recognize the revenue from the related product sale. We report revenue net of any
sales tax collected.

We sell our software products through our direct sales force and through our distributors and other resellers. Our
distributors and resellers do not carry inventory of our software and we generally require them to specify the end-user
of the software at the time of the order. If the distributor or reseller does not provide end-user information, then we
will generally not fulfill the order. Our distributors and resellers have no rights of return or exchange for software that
they purchase from us and payment for these purchases is due to us without regard to whether the distributors or
resellers collect payment from their customers. Sales through resellers and distributors are typically evidenced by a
reseller or distributor agreement, together with purchase orders or authorized credit cards on a
transaction-by-transaction basis.

License Revenue. Under software revenue recognition guidance, we use the residual method to recognize revenue
when a license agreement includes one or more elements to be delivered and vendor-specific objective evidence, or
VSOE, of fair value for all undelivered elements exists. Because our software is generally sold with maintenance, we
calculate the amount of revenue allocated to the software license by determining the fair value of the maintenance and
subtracting it from the total invoice or contract amount. We establish VSOE of the fair value of maintenance services
by the standard published list pricing for our maintenance renewals since we generally charge list prices for our
maintenance renewals. If evidence of the fair value of one or more undelivered elements does not exist, all revenue is
generally deferred and recognized when delivery of those elements occurs or when fair value can be established.
When the undelivered element for which we do not have VSOE of fair value is support, revenue for the entire
arrangement is recognized ratably over the support period. If in the future we were unable to establish VSOE of fair
value of the maintenance or other services the timing of our revenue recognition could be impacted significantly.
Maintenance and Other Revenue. We derive maintenance revenue from fees for software maintenance services. We
typically include one year of maintenance as part of the initial purchase price of each perpetual software offering and
then sell renewals of this maintenance agreement. We generally bill maintenance renewal agreements annually in
advance for services to be performed over a 12-month period. Customers have the option to purchase maintenance
renewals for periods other than 12 months. We generally recognize maintenance revenue ratably on a daily basis over
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the contract period. Customers with maintenance agreements are entitled to receive unspecified upgrades or
enhancements to new versions of their software products on a when-and-if-available basis. Other revenue is not
currently significant nor do we expect it to be significant in future periods.

Subscription Revenue. We primarily derive subscription revenue from fees received from customers for time-based
license arrangements and software-as-a-service, or SaaS offerings. We generally invoice subscription agreements
monthly in advance over the subscription period. Subscription revenue is recognized ratably over the subscription
term when all revenue recognition criteria have been met. We introduced these offerings in the second quarter of 2013
as a result of the acquisition of N-able Technologies.
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Recent Accounting Pronouncements

See Note 1—Summary of Significant Accounting Policies, in the Notes to Condensed Consolidated Financial Statements
in Item 1 of Part I of this Quarterly Report on Form 10-Q, for a full description of recent accounting pronouncements,
which is incorporated herein by reference.

Off-Balance Sheet Arrangements

During the first three quarters of 2013, we did not have any relationships with unconsolidated organizations or

financial partnerships, such as structured finance or special purpose entities that would have been established for the
purpose of facilitating off-balance sheet arrangements or other contractually narrow or limited purposes.
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Item 3: Quantitative and Qualitative Disclosures About Market Risk

We are exposed to certain financial market risks, including the following:

Interest Rate Risk

We had cash and cash equivalents of $182.8 million and $179.7 million at September 30, 2013 and December 31,
2012, respectively. We also had total short-term and long-term investments classified as available-for-sale securities
of $40.1 million and $62.1 million at September 30, 2013 and December 31, 2012, respectively. Our cash and cash
equivalents consist primarily of bank deposits and money market funds, and our available-for-sale securities consist
primarily of corporate bonds, municipal bonds and commercial paper held in investment accounts in the United States.
We hold cash, cash equivalents and available-for-sale securities for working capital purposes. Our investments are
made for capital preservation purposes, and we do not enter into investments for trading or speculative purposes.

We do not have material exposure to market risk with respect to our cash and cash equivalents, as these consist
primarily of highly liquid investments purchased with original maturities of three months or less at September 30,
2013. Our portfolio of available-for-sale securities classified as investments is subject to market risk due to changes in
interest rates. Changes in interest rates could impact our future investment income, or we may suffer losses in
principal if we are forced to sell securities that decline in market value due to changes in interest rates. However,
because we classify our investment securities as “available for sale,” no gains or losses are recognized due to changes in
interest rates unless such securities are sold prior to maturity or declines in fair value are determined to be
other-than-temporary.

Foreign Currency Risk

As a global company, we face exposure to adverse movements in foreign currency exchange rates. Our revenue from
our foreign subsidiaries was approximately 26.4% of our total revenue for the nine months ended September 30,
2013. The foreign currencies that we invoice and on which we collect are primarily the Euro, British Pound Sterling,
Australian Dollar and Japanese Yen. Expenses incurred by our international subsidiaries are, generally, denominated
in the local currency of the subsidiary. Our condensed consolidated statements of income are translated into

U.S. dollars at the average exchange rates in each applicable period. To the extent the U.S. dollar strengthens against
foreign currencies, the translation of these foreign currency denominated transactions results in reduced revenues,
operating expenses and net income for our international operations. Similarly, our revenues, operating expenses and
net income will increase for our international operations if the U.S. dollar weakens against foreign currencies.

We utilize purchased foreign currency forward contracts to minimize our foreign exchange exposure on certain
foreign balance sheet positions denominated in currencies other than the Euro. We do not enter into any derivative
financial instruments for trading or speculative purposes. Our objective in managing our exposure to foreign currency
exchange rate fluctuations is to reduce the impact of adverse fluctuations in such exchange rates on our earnings and
cash flow. The notional amounts and currencies underlying our foreign currency forward contracts will fluctuate
period to period as they are principally dependent on the balances of the balance sheet positions that are denominated
in currencies other than the Euro held by our global entities. There can be no assurance that our foreign currency
hedging activities will substantially offset the impact of fluctuation in currency exchange rates on our results of
operational and functional positions. As of September 30, 2013, we did not have any forward contracts outstanding
and while we do not have a formal policy to settle all derivatives prior to the end of each quarter, our current practice
1s to do so. See Note 5—Derivative Instruments, in the Notes to Condensed Consolidated Financial Statements for a
summary of the effect of derivative instruments on our condensed consolidated statements of income.

We are exposed to credit-related losses in the event of non-performance by counterparties to derivative financial
instruments, but we do not expect any counterparties to fail to meet their obligations given their high credit ratings. In
addition, we diversify this risk across several counterparties and actively monitor their ratings.

We are also exposed to foreign exchange rate fluctuations as we translate or remeasure the financial statements of our
foreign subsidiaries into U.S. dollars in consolidation. If there is a change in foreign currency exchange rates, the
conversion of the foreign subsidiaries’ financial statements into U.S dollars will lead to remeasurement gains and
losses recorded in income, or translation gains or losses that are recorded as a component of accumulated other
comprehensive income (loss).
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Item 4: Controls and Procedures

Evaluation of Disclosure Controls and Procedures

Our management, with the participation of our Chief Executive Officer, our Chief Financial Officer and Chief
Accounting Officer, evaluated the effectiveness of our disclosure controls and procedures as of September 30, 2013.
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 officer, 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
September 30, 2013, our Chief Executive Officer, Chief Financial Officer and Chief Accounting Officer concluded
that, as of such date, our disclosure controls and procedures were effective at a reasonable assurance level.

Changes in Internal Control over Financial Reporting

There were no changes in our internal control over financial reporting that occurred during the quarter ended
September 30, 2013, that have materially affected, or are reasonably likely to materially affect, our internal control
over financial reporting.
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Item 1. Legal Proceedings

From time to time, we have been and may be involved in various legal proceedings and claims, including the pending
litigation discussed below, as well as other legal proceedings and claims that have not been fully resolved and that
have arisen in our ordinary course of business. In the opinion of management, there was not at least a reasonable
possibility we may have incurred a material loss, or a material loss in excess of a recorded accrual, with respect to any
legal proceedings. However, the outcome of legal proceedings and claims brought against us are subject to significant
uncertainty. Therefore, although management considers the likelihood of such an outcome to be remote, if one or
more of these legal matters were resolved against us in the same reporting period for amounts in excess of
management's expectations, our consolidated financial statements of a particular period could be materially adversely
affected. See the risk factor “Litigation exposure related to our pending and any future litigation could exceed our
expectations and adversely affect our results of operations, profitability and cash flows” in Part I, Item 1A of our
Annual Report on Form 10-K for the year ended December 31, 2012 under the heading “Risk Factors.”

Uniloc Cases

Uniloc USA, Inc. and parent and/or affiliates have brought two lawsuits against the Company and have brought a
series of lawsuits against numerous software companies around the world.

216 Case

On September 13, 2010, Uniloc USA, Inc. and Uniloc (Singapore) Private Limited (“Uniloc”) brought a lawsuit against
the Company and several other defendants in the United States District Court for the Eastern District of Texas
(“Eastern District of Texas”). The complaint filed by Uniloc alleges that the Company and each of the other fifteen
named defendants' software infringe U.S. patent 5,490,216 (“216 Patent”) allegedly owned by Uniloc. Uniloc alleges
that the Company's software, specifically its license key system, infringes upon its patent that utilizes a system for
activating software products through a registration process. In September 2011, another company, Sureloc, Inc.
(“Sureloc”) claimed that it owned the '216 Patent. As a result, on November 3, 2011, Uniloc and its affiliates filed a
lawsuit in the Superior Court of the State of California against Sureloc, Patrick Rooney, and Does 1-100 (the “Sureloc
case”), seeking, among other things, a declaratory judgment that Uniloc and not Sureloc, is the exclusive owner of the
'216 Patent. Once the Eastern District of Texas was informed of the Sureloc case, all Uniloc cases alleging
infringement of the 216 Patent that were pending before the Eastern District of Texas were stayed on December 1,
2011. Subsequently, Uniloc and Sureloc settled their dispute regarding ownership of the 216 Patent, and

the California state case against Sureloc case was dismissed with prejudice on September 25, 2012.

On January 25, 2013, the Eastern District of Texas lifted the stay of all Uniloc 216 Patent cases and set the cases for a
status conference on February 25, 2013. Following the status conference, on March 21, 2013 Uniloc filed a motion to
dismiss all remaining defendants in the '216 Patent cases, without prejudice, and simultaneously filed a new complaint
against the Company (as well as any other defendants from the original case that had not reached a settlement
agreement with Uniloc). Because this lawsuit is in the initial stages, it is not possible to reliably assess the outcome of
the litigation. Therefore, we cannot currently estimate the potential loss, if any, associated with the litigation. We
intend to contest the claims associated with this lawsuit vigorously.

'696 Case

On March 30, 2012, Uniloc Luxembourg, S.A. and Uniloc USA, Inc. brought a lawsuit against the Company and
several other defendants in the Eastern District of Texas. The complaint filed by Uniloc alleges that the Company and
each of the other fifteen named defendants' software infringe U.S. patent 7,024,696 (“696 Patent”) allegedly owned by
Uniloc. Uniloc alleges that the Company's software, specifically its license key system, infringes upon its patent that
utilizes a system for activating software products through a registration process. Because this lawsuit is in its early
stages, it is not possible to reliably assess the outcome of the litigation. Therefore, we cannot currently estimate the
potential loss, if any, associated with the litigation. We intend to contest the claims associated with this lawsuit
vigorously.

Item 1A. Risk Factors

Table of Contents 144



Edgar Filing: Aldeyra Therapeutics, Inc. - Form 424B4

Except as set forth below, there have been no material changes from the risk factors disclosed in our Annual Report on
Form 10-K for the fiscal year ended December 31, 2012.
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Our debt obligations contain restrictions that impact our business and expose us to risks that could adversely affect our
liquidity and financial condition.
In October 2013, we entered into a Credit Agreement with Wells Fargo Bank, National Association and certain other
lenders, which provides for a $125 million revolving credit facility with a $30 million letter of credit sublimit and a
$15 million swingline loan sublimit. We have in the past, and may in the future, borrow under the Credit Agreement
in order to fund working capital requirements, including, without limitation, to finance acquisitions. In October 2013,
we borrowed $40 million at an interest rate of approximately 1.4% under a revolving loan pursuant to the Credit
Agreement to facilitate our acquisition of Confio.
The Credit Agreement contains customary affirmative and negative covenants. The covenants, among other things,
limit or restrict our and our subsidiaries’ abilities to incur indebtedness, grant liens, make investments, merge or
consolidate, dispose of assets, pay dividends or make distributions, make acquisitions and enter into certain
transactions with affiliates, in each case subject to customary exceptions. We are also required to maintain compliance
with a consolidated total leverage ratio and a consolidated interest coverage ratio. Our ability to comply with these
financial covenants will depend on our future performance, which may be affected by financial, business, economic,
regulatory and other factors summarized in “Risk Factors” in our annual report on Form 10-K for the year ended
December 31, 2012, many factors of which are outside of our control.
The Credit Agreement includes customary events of default that include, among other things, non-payment defaults,
defaults due to the inaccuracy of representations and warranties, covenant defaults, indebtedness cross default, change
of control default, bankruptcy and insolvency defaults, defaults due to invalidity of the documents, material judgment
defaults and material adverse effect default. Any default that is not cured or waived could result in the acceleration of
the obligations under the Credit Agreement, an increase in the applicable interest rate and a requirement that we pay
the obligations in full. Any such default could have a material adverse effect on our liquidity and financial condition.
In addition, the existence of this indebtedness could adversely affect our liquidity and financial condition by:
requiring us to dedicate a substantial portion of our cash flow from operations to payments on our
. indebtedness, thereby reducing the availability of our cash flow to fund acquisitions, working capital, capital
expenditures, research and development efforts and other general corporate purposes;
requiring us under certain circumstances to repatriate earnings from our international operations in order to make
payments on our indebtedness, which would require us to incur a U.S. federal income tax liability that is not currently
accrued in our financial statements;
requiring us to liquidate short-term or long-term investments in order to make payments on our indebtedness, which
could generate losses;
exposing us to the risk of increased interest rates as borrowings under the Credit Agreement are subject to variable
rates of interest; and
{imiting our ability to borrow additional funds.
Even if we comply with all of the applicable covenants, the restrictions on the conduct of our business could adversely
affect our business by, among other things, limiting our ability to take advantage of financings, mergers, acquisitions
and other corporate opportunities that may be beneficial to the business.
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Item 2. Unregistered Sales of Equity Securities and Use of Proceeds
Issuer Purchases of Equity Securities

Total Approximate
Dollar
Number
of Shares Value of
Number of Shares That
Average Purchased
. Shares . . May Yet Be
Period Price Paid as Part of a
Purchased . Purchased
Per Share (2) Publicly
(D) Under the
Announced
Plan or Program
Plan or Program .
3) (in thousands)
(2), 3
July 1-31, 2013 3,723 $42.02 — $50,000
August 1-31, 2013 260,372 37.64 258,929 40,254
September 1-30, 2013 102,100 38.10 102,100 36,364
Total 366,195 37.81 361,029 36,364

(I)Includes 5,166 shares of our common stock withheld by us to satisfy employee withholding obligations due from
equity awards issued pursuant to our 2008 Equity Incentive Plan.

(2) Amounts exclude fees and commissions associated with the share repurchases.

On July 29, 2013, we announced that our Board of Directors approved a share repurchase program, authorizing us

to purchase up to $50.0 million of our outstanding common stock. We are authorized to make purchases in the

open market and we expect that purchases will be funded using our cash on hand, cash generated from operations

or borrowings under our Credit Agreement. During the three month period ended September 30, 2013, we

repurchased 0.4 million shares of our common stock for an aggregate purchase price of $13.6 million. Shares were

retired upon repurchase. We expect the repurchases will occur over the next nine months although the exact timing

of repurchases and number of shares of common stock to be purchased will depend upon market conditions and

other factors. The program may be extended, suspended or discontinued at any time without prior notice.

Item 4. Mine Safety Disclosures

Not applicable.

Item 6. Exhibits

See the Exhibit Index following the signature page to this Quarterly Report on Form 10-Q for a list of exhibits filed or

furnished with this report, which Exhibit Index is incorporated herein by reference.

3)
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SOLARWINDS, INC.

SIGNATURE

Pursuant to the requirements of the Securities Exchange Act of 1934, the Registrant has duly caused this report to be
signed on its behalf by the undersigned thereunto duly authorized.

SOLARWINDS, INC.
Dated: October 30, 2013 By: /s/ JASON REAM

Jason Ream

Executive Vice President and Chief Financial Officer
(on behalf of the Registrant and as principal financial
officer)
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Exhibit
Number

2.1(1)

2.2(2)

3.1(3)
3.2(4)

4.1(5)

10.1(6)

10.2(6)

10.3*

10.4*

31.1*

31.2*

31.3*

32.1%*
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Agreement and Plan of Merger and Reorganization dated as of May 17, 2013 by and among
SolarWinds Worldwide, LLC, North Acquisition Corp., N-able Technologies International, Inc.,
the Equity Holder Representatives and U.S. Bank, N.A.

Agreement and Plan of Merger and Reorganization dated as of October 1, 2013 by and among
SolarWinds Worldwide, LLC, Optimus Acquisition Corp., Confio Corporation, the Equity Holder
Representative and U.S. Bank, N.A.

Amended and Restated Certificate of Incorporation, as currently in effect

Amended and Restated Bylaws, as currently in effect

Specimen certificate for shares of common stock

Credit Agreement, dated as of October 4, 2013, by and among SolarWinds, Inc., the Lenders

referred to therein, Wells Fargo Bank, National Association, as administrative agent for the
Lenders, and Wells Fargo Securities, LLC

Guaranty Agreement, dated as of October 4, 2013, by SolarWinds Worldwide, LLC in favor of and
for the benefit of Wells Fargo Bank, National Association as administrative agent for the Lenders

Employment Agreement between SolarWinds Worldwide, LLC and Jason Ream, dated October 1,
2013 #

Consulting Agreement between SolarWinds Worldwide, LLC and Michael J. Berry, dated
September 30, 2013#

Certification of Chief Executive Officer pursuant to Exchange Act Rules 13a-14(a) and 15d-14(a),
as adopted pursuant to Section 302 of the Sarbanes-Oxley Act of 2002

Certification of Chief Financial Officer pursuant to Exchange Act Rules 13a-14(a) and 15d-14(a),
as adopted pursuant to Section 302 of the Sarbanes-Oxley Act of 2002

Certification of Chief Accounting Officer pursuant to Exchange Act Rules 13a-14(a) and
15d-14(a), as adopted pursuant to Section 302 of the Sarbanes-Oxley Act of 2002

Certifications of Chief Executive Officer, Chief Financial Officer and Chief Accounting Officer
pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act
of 2002

XBRL Instance Document
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101.SCH* XBRL Taxonomy Extension Schema Document
101.CAL* XBRL Taxonomy Calculation Linkbase Document
101.DEF* XBRL Taxonomy Definition Linkbase Document
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(I)Incorporated by reference to the same numbered exhibit to the Registrant’s Current Report on Form 8-K (File No.
001-34358) filed on May 28, 2013.

(2)Inc0rporated by reference to exhibit number 2.1 to the Registrant’s Current Report on Form 8-K (File No.
001-34358) filed on October 7, 2013.

(3)Inc0rporated by reference to the same numbered exhibit to the Registrant’s Registration Statement on Form S-1
(SEC File No. 333-162661) filed on November 5, 2009.

( 4)Incorp0rated by reference to the same numbered exhibit to the Registrant’s Current Report on Form 8-K (File No.
001-34358) filed on September 24, 2013.

( 5)Incorporalted by reference to the same numbered exhibit to the Registrant’s Registration Statement on Form S-1
(SEC File No. 333-149851) filed on July 18, 2008.

( 6)Incorp0rated by reference to the same numbered exhibit to the Registrant’s Current Report on Form 8-K (File No.
001-34358) filed on October 7, 2013.

* Filed herewith.

*k Furnished herewith.

# Indicates management contract or compensatory plan or arrangement.
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