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PART I. FINANCIAL INFORMATION

ITEM 1. FINANCIAL STATEMENTS

NEUROCRINE BIOSCIENCES, INC.

CONDENSED CONSOLIDATED BALANCE SHEETS
(in thousands, except share information)

(unaudited)
 

  
September 30,

2018   
December 31,

2017  
ASSETS         
Current assets:         

Cash and cash equivalents  $ 195,734  $ 254,712 
Short-term investments, available for sale   439,609   261,217 
Accounts receivable   54,097   31,127 
Inventory   6,054   1,024 
Other current assets   18,900   6,839 

Total current assets   714,394   554,919 
Property and equipment, net   28,618   10,811 
Long-term investments, available for sale   185,257   247,361 
Restricted cash   5,477   4,500 

Total assets  $ 933,746  $ 817,591 
LIABILITIES AND STOCKHOLDERS’ EQUITY         
Current liabilities:         

Accounts payable and accrued liabilities  $ 72,022  $ 53,520 
Current portion of convertible senior notes   383,647   — 
Other current liabilities   731   906 

Total current liabilities   456,400   54,426 
Deferred gain on sale of real estate   7,495   8,043 
Deferred revenue   10,231   10,231 
Deferred rent   12,107   3,135 
Convertible senior notes   —   369,618 

Total liabilities   486,233   445,453 
Commitments and contingencies         
Stockholders’ equity:         

Preferred stock, $0.001 par value; 5,000,000 shares authorized; no shares
   issued and outstanding   —   — 
Common stock, $0.001 par value; 220,000,000 shares authorized; issued and
   outstanding shares were 90,673,214 as of September 30, 2018 and
   88,793,903 as of December 31, 2017   91   89 
Additional paid-in capital   1,645,311   1,572,765 
Accumulated other comprehensive loss   (2,056)   (1,850)
Accumulated deficit   (1,195,833)   (1,198,866)

Total stockholders’ equity   447,513   372,138 
Total liabilities and stockholders’ equity  $ 933,746  $ 817,591

 

 
See accompanying notes to the condensed consolidated financial statements.
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NEUROCRINE BIOSCIENCES, INC.

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
AND COMPREHENSIVE INCOME (LOSS)

(in thousands, except per share data)
(unaudited)

 

  
For the Three Months
Ended September 30,   

For the Nine Months
Ended September 30,  

  2018   2017   2018   2017  
Revenues:                 

Product sales, net  $ 111,291  $ 45,774  $ 279,282  $ 52,109 
Collaboration revenue   40,466   15,000   40,466   15,000 

Total revenues   151,757   60,774   319,748   67,109 
Operating expenses:                 

Cost of sales   1,551   433   3,355   494 
Research and development   35,482   22,463   121,417   96,213 
Sales, general and administrative   60,401   43,873   179,952   113,597 

Total operating expenses   97,434   66,769   304,724   210,304 
Income (loss) from operations   54,323   (5,995)   15,024   (143,195)
Other (expense) income:                 

Interest expense   (7,672)   (7,337)   (22,767)   (12,104)
Investment income and other, net   4,113   2,207   10,776   5,863 

Total other expense, net   (3,559)   (5,130)   (11,991)   (6,241)
Net income (loss)  $ 50,764  $ (11,125)  $ 3,033  $ (149,436)
Net income (loss) per common share:                 

Basic  $ 0.56  $ (0.13)  $ 0.03  $ (1.70)
Diluted  $ 0.52  $ (0.13)  $ 0.03  $ (1.70)

Shares used in the calculation of net income (loss) per common share:                 
Basic   90,555   88,325   90,064   87,894 
Diluted   96,798   88,325   95,272   87,894 

Other comprehensive income (loss):                 
Net income (loss)  $ 50,764  $ (11,125)  $ 3,033  $ (149,436)
Net unrealized gain (loss) on available-for-sale securities   753   179   (206)   (216)

Comprehensive income (loss)  $ 51,517  $ (10,946)  $ 2,827  $ (149,652)
 

See accompanying notes to the condensed consolidated financial statements.
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NEUROCRINE BIOSCIENCES, INC.

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(in thousands)

(unaudited)
 

  
For the Nine Months
Ended September 30,  

  2018   2017  
CASH FLOWS FROM OPERATING ACTIVITIES         
Net income (loss)  $ 3,033  $ (149,436)
Reconciliation of net income (loss) to net cash provided by (used in) operating activities:         

Depreciation and amortization   2,749   1,694 
Amortization of debt discount   13,040   6,755 
Amortization of debt issuance costs   989   526 
Amortization of premiums on investments   1,436   1,202 
Non-cash share-based compensation expense   44,800   29,070 
Other   (482)   (1,261)
Change in operating assets and liabilities:         

Accounts receivable   (22,970)   (29,818)
Inventory   (3,907)   (242)
Reimbursements for tenant improvements   3,657   — 
Other current assets   (6,837)   (4,315)
Accounts payable and accrued liabilities   15,577   11,107 
Other current liabilities   (175)   (188)

Net cash provided by (used in) operating activities   50,910   (134,906)
CASH FLOWS FROM INVESTING ACTIVITIES         
Purchases of investments   (329,289)   (444,538)
Sales and maturities of investments   211,402   257,235 
Purchases of property and equipment   (18,802)   (4,563)
Proceeds from sales of property and equipment   30   7 
Net cash used in investing activities   (136,659)   (191,859)
CASH FLOWS FROM FINANCING ACTIVITIES         
Issuance of common stock   27,748   8,265 
Proceeds from issuance of convertible senior notes, net   —   502,781 
Net cash provided by financing activities   27,748   511,046 
Net (decrease) increase in cash, cash equivalents and restricted cash   (58,001)   184,281 
Cash, cash equivalents and restricted cash at beginning of the period   259,212   88,150 
Cash, cash equivalents and restricted cash at end of the period  $ 201,211  $ 272,431

 

 
SUPPLEMENTAL DISCLOSURE         
Cash paid for interest  $ 5,822  $ —  
Non-cash capital expenditures  $ 1,802  $ —  
 

See accompanying notes to the condensed consolidated financial statements.
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NEUROCRINE BIOSCIENCES, INC.

NOTES TO THE CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(unaudited)

1. ORGANIZATION AND SIGNIFICANT ACCOUNTING POLICIES

Description of Business. Neurocrine Biosciences, Inc. (the Company or Neurocrine) was incorporated in California in 1992 and reincorporated in
Delaware in 1996. The Company discovers, develops and commercializes innovative and life-changing pharmaceuticals, in diseases with high unmet medical
needs, through its novel research and development (R&D) platform, focused on neurological and endocrine related disorders. The Company discovered,
developed and markets INGREZZA® (valbenazine), the first United States Food and Drug Administration (FDA)-approved product indicated for the
treatment of adults with tardive dyskinesia (TD), a movement disorder. Discovered and developed through Phase II clinical trials by Neurocrine,
ORILISSATM (elagolix), the first FDA-approved oral medication for the management of endometriosis associated with moderate to severe pain in over a
decade, is marketed by AbbVie Inc. (AbbVie) as part of a collaboration to develop and commercialize elagolix for women’s health. Neurocrine’s clinical
development programs include opicapone as an adjunctive therapy to levodopa/DOPA decarboxylase inhibitors in Parkinson's disease patients, elagolix for
uterine fibroids with AbbVie, valbenazine for the treatment of Tourette syndrome, NBI-74788 for the treatment of congenital adrenal hyperplasia (CAH), a
vesicular monoamine transporter 2 (VMAT2) inhibitor and first-in-class central nervous system (CNS) compound with potential use in the treatment of
neurologic and psychiatric disorders.

Basis of Presentation. The accompanying unaudited condensed consolidated financial statements have been prepared in accordance with accounting
principles generally accepted in the United States (GAAP) for interim financial information and with the instructions of the Securities and Exchange
Commission (SEC) on Form 10-Q and Rule 10-01 of Regulation S-X. Accordingly, they do not include all of the information and disclosures required by
GAAP for complete financial statements. In the opinion of management, the condensed consolidated financial statements include all adjustments necessary,
which are of a normal and recurring nature, for the fair presentation of the Company’s financial position and of the results of operations and cash flows for the
periods presented. The accompanying unaudited condensed consolidated financial statements include the accounts of the Company and its wholly owned
subsidiaries.

These financial statements should be read in conjunction with the audited consolidated financial statements and notes thereto for the year ended
December 31, 2017 included in the Company’s Annual Report on Form 10-K filed with the SEC. The results of operations for the interim period shown in
this report are not necessarily indicative of the results that may be expected for any other interim period or for the full year. The balance sheet at
December 31, 2017, has been derived from the audited financial statements at that date, but does not include all of the information and footnotes required by
GAAP for complete financial statements.

Reclassifications. Certain amounts in prior year periods have been reclassified to conform with the presentation adopted in current year periods.

Impact of Recently Issued Accounting Standards. In May 2014, the Financial Accounting Standards Board (FASB) issued Accounting Standards
Update (ASU) No. 2014-09, “Revenue from Contracts with Customers (Topic 606)”, which supersedes all existing revenue recognition requirements,
including most industry-specific guidance. This new standard amends the guidance for the recognition of revenue from contracts with customers to transfer
goods and services. The FASB subsequently issued additional, clarifying standards to address issues arising from implementation of the new revenue
recognition standard. The Company adopted this new standard as of January 1, 2018, using the modified retrospective method. The adoption of the new
revenue standard did not change the Company’s revenue recognition. As the Company did not identify any accounting changes that impacted the amount of
reported revenues with respect to product revenues, or revenue from collaboration and license agreements, no adjustment to retained earnings was required
upon adoption. See below for discussion of the Company’s revenue recognition policy.

In February 2016, the FASB issued ASU 2016-02, “Leases”. This update amends the current accounting guidance for lease transactions. Under the
new guidance, a lessee will be required to recognize both assets and liabilities for any leases in excess of twelve months. Additionally, certain qualitative and
quantitative disclosures will also be required in the financial statements. The Company is required to adopt this new guidance beginning in 2019 and early
adoption is permitted. As of September 30, 2018, the Company was in the process of analyzing its lease contracts and the potential impact the standard may
have on its condensed consolidated financial statements and related disclosures. The Company is also in the process of evaluating potential changes to its
controls to support lease accounting and the related disclosures under the new standard. Based on management’s preliminary analysis, the Company
anticipates the adoption of this guidance will have a material impact on the Company’s Condensed Consolidated Balance Sheets due to the requirement to
recognize lease right-of-use (ROU) assets and corresponding liabilities, primarily relating to leases of office space.
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In November 2016, the FASB issued ASU 2016-18, “Statement of Cash Flows (Topic 230): Restricted Cash”, which clarifies the presentation of
restricted cash and restricted cash equivalents in the statements of cash flows. Under this ASU, restricted cash and restricted cash equivalents are included
with cash and cash equivalents when reconciling the beginning-of-period and end-of-period total amounts presented on the statements of cash flows. This
ASU is intended to reduce diversity in practice in the classification and presentation of changes in restricted cash on the statement of cash flows. This ASU
requires that the statement of cash flows explain the change in total cash and equivalents and amounts generally described as restricted cash or restricted cash
equivalents when reconciling the beginning-of-period and end-of-period total amounts. This ASU also requires a reconciliation between the total of cash and
equivalents and restricted cash presented on the statement of cash flows and the cash and equivalents balance presented on the balance sheet. This amended
guidance was retrospectively adopted on January 1, 2018 and required that cash, cash equivalents and restricted cash reported on the Condensed Consolidated
Statements of Cash Flows now includes restricted cash of $5.5 million and $4.6 million as of September 30, 2018 and 2017, respectively, as well as
previously reported cash and cash equivalents.

In June 2018, the FASB issued ASU 2018-07, “Compensation-Stock Compensation (Topic 718): Improvements to Nonemployee Share-Based
Payment Accounting”, which expands the scope of Topic 718 to include share based payment transactions for acquiring goods and services from
nonemployees and applies to all share-based payment transactions in which a grantor acquires goods or services to be used or consumed in a grantor’s own
operations by issuing share-based payment awards. Topic 718 does not apply to share-based payments used to effectively provide (1) financing to the issuer
or (2) awards granted in conjunction with selling goods or services to customers as part of a contract accounted for under Topic 606. This update is effective
for public business entities for fiscal years beginning after December 15, 2018, including interim periods within that fiscal year. The Company is evaluating
the effect that this update will have on its condensed consolidated financial statements and related disclosures.

Use of Estimates. The preparation of the condensed consolidated financial statements in conformity with GAAP requires management to make
estimates and assumptions that affect the amounts reported in the condensed consolidated financial statements and the accompanying notes. Estimates for
revenues, cost of sales, inventory, and R&D expenses are evaluated on an ongoing basis and are based on historical experience or other relevant assumptions
that management believes to be reasonable under the circumstances. Actual results could differ from those estimates.

Inventory. Inventory is stated at the lower of cost or estimated net realizable value. The Company currently uses actual costing to determine the cost
basis for its inventory. Inventory is valued on a first-in, first-out basis and consists primarily of third-party manufacturing costs. The Company capitalizes
inventory costs associated with its products upon regulatory approval when, based on management’s judgment, future commercialization is considered
probable and the future economic benefit is expected to be realized; otherwise, such costs are expensed.

Prior to FDA approval of INGREZZA, all costs related to its manufacture were charged to R&D expense in the period incurred. Historically, the
Company’s physical inventory included active pharmaceutical product (API) that had been produced prior to FDA approval of INGREZZA and accordingly
had no cost basis as the cost associated with producing this material was expensed rather than capitalized in accordance with GAAP. Costs associated with the
manufacture of bulk drug product, finished bottling, and other labeling activities that occurred post FDA approval are included in the inventory value at
September 30, 2018 and December 31, 2017.

The Company reduces its inventory to net realizable value for potential excess, dated, or obsolete inventory based on an analysis of forecasted demand
compared to quantities on hand and any firm purchase orders, as well as product shelf life. To date, the Company has determined that such reserves are not
required.

Cost of Sales. Cost of sales includes third-party manufacturing, transportation, freight, and indirect overhead costs associated with the manufacture
and distribution of INGREZZA, sales-based license costs on AbbVie net sales of ORILISSA, as defined in the agreement with the party to which the
Company pays such costs, and period costs resulting from certain inventory manufacturing services, inventory adjustment charges, and manufacturing
variances. A significant portion of the costs associated with the manufacture of INGREZZA sold to date was expensed as R&D prior to the FDA’s approval
and is therefore excluded from cost of sales during this period.

Accounts Receivable. Accounts receivable are recorded net of customer allowances for prompt payment discounts, chargebacks, and any allowance
for doubtful accounts. The Company estimates the allowance for doubtful accounts based on actual payment patterns of its customers and individual customer
circumstances. To date, the Company has determined that an allowance for doubtful accounts is not required.

Research and Development Expenses. R&D expenses consist primarily of salaries, payroll taxes, employee benefits, and share-based compensation
charges for those individuals involved in ongoing R&D efforts; as well as scientific contractor fees, development milestones from in-licensed collaboration
agreements, preclinical and clinical trial costs, R&D facilities costs, laboratory supply costs, and depreciation of scientific equipment. All such costs are
charged to R&D expense as incurred. These expenses result from the Company’s independent R&D efforts as well as efforts associated with collaborations,
in-licenses, and third-party funded research
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arrangements. The Company reviews and accrues clinical trial expenses based on work performed, which relies on estimates of total costs incurred based on
patient enrollment, completion of patient studies, and other events. The Company follows this method since reasonably dependable estimates of the costs
applicable to various stages of a research agreement or clinical trial can be made. Accrued clinical costs are subject to revisions as trials progress. Revisions
are charged to expense in the period in which the facts that give rise to the revision become known.

Revenue Recognition. Effective January 1, 2018, the Company adopted Topic 606, using the modified retrospective method. As the Company did not
identify any revenue recognition differences when comparing the revenue recognition criteria under Topic 606 to the requirements under previous criteria
with respect to product revenues, or revenue from collaboration and license agreements, no cumulative effect adjustment to retained earnings was necessary
upon adoption. See the Company’s Annual Report on Form 10-K filed with the SEC for the year ended December 31, 2017, for a detailed description of the
Company’s accounting policy under Topic 605 which was effective for periods prior to January 1, 2018. Had the Company continued to account for revenue
recognition under Topic 605, the Company’s revenues for the first three and nine months of 2018 would not have differed by a significant amount from those
reported under Topic 606.

Under Topic 606, the Company recognizes revenues when its customers (as defined below) obtain control of its products or services in an amount that
reflects the consideration it expects to receive from its customers in exchange for those products or services. To determine revenue recognition, the Company
performs the following five steps: (i) identify the contract(s) with a customer; (ii) identify the performance obligations in the contract; (iii) determine the
transaction price; (iv) allocate the transaction price to the performance obligations in the contract; and (v) recognize revenue when (or as) the Company
satisfies the performance obligation. The Company only applies the five-step model to contracts when it is probable that the Company will collect the
consideration it is entitled to in exchange for the goods or services it transfers to the customer. At contract inception, once the contract is determined to be
within the scope of Topic 606, the Company assesses the goods or services promised within each contract and determines those that are performance
obligations and assesses whether each promised good or service is distinct. The Company then recognizes as revenue the amount of the transaction price that
is allocated to the respective performance obligation when (or as) the performance obligation is satisfied.

If the consideration promised under the contract includes a variable amount, the Company must estimate the consideration it expects to receive for
transferring the good or service to the customer. There are two methods for determining the amount of variable consideration: (i) the expected value method,
which is the sum of probability-weighted amounts in a range of possible consideration amounts, and (ii) the mostly likely amount method, which identifies
the single most likely amount in a range of possible consideration amounts. Performance milestone payments represent a form of variable consideration.

Product Sales, Net. The Company’s product sales consist of U.S. sales of INGREZZA. INGREZZA was approved by the FDA on April 11, 2017 and
the Company commenced shipments of INGREZZA to select pharmacies (SPs) and a select distributor (SD), or collectively, its customers, in late April 2017.
The SPs dispense product to a patient based on the fulfillment of a prescription and the SD sells product to government facilities, long-term care pharmacies,
or in-patient hospital pharmacies. The Company’s agreements with the SPs and SD provide for transfer of title to the product at the time the product is
delivered to the SP or SD. In addition, except for limited circumstances, the SPs and SD have no right of product return to the Company. Product sales are
recognized when the customer obtains control of the Company’s product, typically upon delivery to the customer.

Revenue from product sales is recorded at the net sales price (transaction price), which includes an estimate of variable consideration for which
reserves are established and which results from contractual discounts, returns, chargebacks, rebates, co-pay assistance, and other allowances relating to the
Company’s sales of its products. These reserves are based on the amounts earned or to be claimed on the related sales and are classified as reductions of
accounts receivable (if the amount is payable to the customer) or a current liability (if the amount is payable to a party other than a customer). Where
appropriate, these estimates take into consideration a range of possible outcomes that are probability-weighted for relevant factors such as the Company’s
historical experience, current contractual and statutory requirements, specific known market events and trends, industry data, and forecasted customer buying
and payment patterns. Overall, these reserves reflect the Company’s best estimates of the amount of consideration to which it is entitled based on the terms of
the contract. The amount of variable consideration that is included in the transaction price may be constrained and is included in the net sales price only to the
extent that it is probable that a significant reversal in the amount of the cumulative revenue recognized will not occur in a future period. Actual amounts of
consideration ultimately received may differ from the Company’s estimates. If actual results in the future vary from the Company’s estimates, the Company
will adjust these estimates, which would affect net product revenue and earnings in the period such variances become known. The following are the
Company’s significant categories of sales discounts and allowances:

Trade Discounts and Allowances: The Company generally provides customers with discounts that include prompt payment discounts, discounts
for providing sales data, and other off-invoice discounts that are explicitly stated in the Company’s contracts and are recorded as a reduction of
revenue in the period the related product revenue is recognized.  
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Product Returns: The Company offers customers limited product return rights for damages and shipment errors provided it is within a very
limited period after the original shipping date as set forth in the applicable individual distribution agreement. The Company does not allow product
returns for product that has been dispensed to a patient or for drug expiration. The Company receives real-time shipping reports and inventory reports
from the customers and has the ability to control the amount of product that is sold to the customers. Product returns to date have not been significant
and the Company has not considered it necessary to record a reserve for product returns.

Government Rebates: The Company is subject to discount obligations under state Medicaid programs and Medicare prescription drug coverage
gap program. The Company estimates its Medicaid and Medicare prescription drug coverage gap rebates based upon a range of possible outcomes that
are probability-weighted for the estimated payor mix. These reserves are recorded in the same period the related revenue is recognized, resulting in a
reduction of product revenue and the establishment of a current liability that is included in accrued expenses on the Condensed Consolidated Balance
Sheet. The Company’s liability for these rebates consists of invoices received for claims from prior quarters that have not been paid or for which an
invoice has not yet been received, estimates of claims for the current quarter, and estimated future claims that will be made for product that has been
recognized as revenue, but remains in the distribution channel inventories at the end of each reporting period.

Provider Chargebacks and Discounts: Chargebacks for fees and discounts to providers represent the estimated obligations resulting from
contractual commitments to sell products to qualified healthcare providers at prices lower than the list prices charged to customers who directly
purchase the product from the Company. Customers charge the Company for the difference between what they pay for the product and the ultimate
selling price to the qualified healthcare providers. These reserves are established in the same period that the related revenue is recognized, resulting in
a reduction of product revenue and accounts receivable. Chargeback amounts are generally determined at the time of resale to the qualified healthcare
provider by customers, and the Company generally issues credits for such amounts following the customer’s notification to the Company of the
resale. Reserves for chargebacks consist of credits that the Company expects to issue for units that remain in the distribution channel inventories at
each reporting period end that the Company expects will be sold to qualified healthcare providers.

Co-Payment Assistance: The Company offers co-payment assistance to commercially insured patients meeting certain eligibility requirements.
The calculation of the accrual for co-pay assistance is based on an estimate of claims and the cost per claim that the Company expects to receive
associated with product that has been recognized as revenue, but remains in the distribution channel inventories at the end of each reporting period.

Shipping and handling costs related to the Company’s product sales are included in selling, general and administrative expenses.

Collaboration and Other Revenue. The Company enters into collaboration and licensing agreements that are within the scope of Topic 606, under
which it licenses certain rights to its product candidates to third-parties. The terms of these arrangements typically include payment to the Company of one or
more of the following: non-refundable, up-front license fees; development, regulatory and commercial milestone payments; payments for manufacturing
supply services; and royalties on net sales of licensed products.  

In determining the appropriate amount of revenue to be recognized as the Company fulfills its obligations under each of its agreements, the Company
performs the following steps: (i) identification of the promised goods or services in the contract; (ii) determination of whether the promised goods or services
are performance obligations including whether they are distinct in the context of the contract; (iii) measurement of the transaction price, including the
constraint on variable consideration; (iv) allocation of the transaction price to the performance obligations; and (v) recognition of revenue when (or as) the
Company satisfies each performance obligation. As part of the accounting for these arrangements, the Company must develop assumptions that require
judgment to determine the stand-alone selling price for each performance obligation identified in the contract. The Company uses key assumptions to
determine the stand-alone selling price, which may include forecasted revenues, development timelines, reimbursement rates for personnel costs, discount
rates and probabilities of technical and regulatory success.

Royalty Revenue: For arrangements that include sales-based royalties, including milestone payments based on the level of sales of licensed products,
and where the license is deemed to be the predominant item to which the royalties relate, the Company recognizes revenue at the later of (i) when the related
sales occur, or (ii) when the performance obligation to which some or all of the royalty has been allocated has been satisfied (or partially satisfied). Sales-
based royalties for ORILISSA are calculated as a percentage of AbbVie net sales as defined in the Company’s agreement with AbbVie. Each quarterly period,
sales-based royalties are recorded based on estimated quarterly net sales of ORILISSA. Differences between actual results and estimated amounts are adjusted
for in the period in which they become known, which typically follows the quarterly period in which the estimate was made.
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Licenses of Intellectual Property: If the license to the Company’s intellectual property embedded within a collaboration and/or licensing arrangement
is determined to be distinct from the other performance obligations identified in the arrangement, the Company recognizes revenues from non-refundable, up-
front fees allocated to the license when the license is transferred to the licensee and the licensee is able to use and benefit from the license. For licenses that
are bundled with other promises, the Company utilizes judgment to assess the nature of the combined performance obligation to determine whether the
combined performance obligation is satisfied over time or at a point in time and, if over time, the appropriate method of measuring progress for purposes of
recognizing revenue from non-refundable, up-front fees. The Company evaluates the measure of progress each reporting period and, if necessary, adjusts the
measure of performance and related revenue recognition.

The Company receives payments from its licensees based on billing schedules established in each agreement. Up-front payments and fees are recorded
as deferred revenue upon receipt, or when due, and may require deferral of revenue recognition to a future period until the Company performs its obligations
under these arrangements. Amounts are recorded as accounts receivable when the Company’s right to consideration is unconditional.

Milestone Payments: At the inception of each arrangement that includes development, commercialization and regulatory milestone payments, the
Company evaluates whether the milestones are considered probable of being reached and estimates the amount to be included in the transaction price using
the most likely amount method. If it is probable that a significant revenue reversal would not occur, the associated milestone value is included in the
transaction price. Milestone payments that are not within the control of the Company or the licensee, such as regulatory approvals, are not considered
probable of being achieved until those approvals are received. The transaction price is then allocated to each performance obligation on a relative stand-alone
selling price basis, for which the Company recognizes revenue as or when the performance obligations under the contract are satisfied. At the end of each
subsequent reporting period, the Company re-evaluates the probability of achievement of such development milestones and any related constraint, and if
necessary, adjusts its estimate of the overall transaction price. Any such adjustments are recorded on a cumulative catch-up basis, which would affect
milestone and license fees revenues and earnings in the period of adjustment.

Manufacturing Supply Services: Arrangements that include a promise for future supply of drug substance or drug product for either clinical
development or commercial supply at the licensee’s discretion are generally considered as options. The Company assesses if these options provide a material
right to the licensee and if so, they are accounted for as separate performance obligations.  

2. SIGNIFICANT COLLABORATION AND LICENSING AGREEMENTS

Mitsubishi Tanabe Pharma Corporation (Mitsubishi Tanabe). During 2015, the Company entered into a collaboration and license agreement with
Mitsubishi Tanabe for the development and commercialization of INGREZZA for movement disorders in Japan and other select Asian markets. Mitsubishi
Tanabe made an up-front license fee of $30 million and has agreed to make payments up to $85 million in development and commercialization event-based
payments, payments for the manufacture of pharmaceutical products, and royalties on product sales in select territories in Asia. Under the terms of the
agreement, Mitsubishi Tanabe is responsible for all third-party development, marketing and commercialization costs in Japan and other select Asian markets.
The Company will be entitled to a percentage of sales of INGREZZA in Japan and other select Asian markets for the longer of ten years or the life of the
related patent rights.

Under the terms of the Company’s agreement with Mitsubishi Tanabe, the collaboration effort between the parties to advance INGREZZA towards
commercialization in Japan and other select Asian markets is governed by a joint steering committee and joint development committee with representatives
from both the Company and Mitsubishi Tanabe. There are no performance, cancellation, termination or refund provisions in the agreement that would have a
material financial consequence to the Company. The Company does not directly control when event-based payments will be achieved or when royalty
payments will begin. Mitsubishi Tanabe may terminate the agreement at its discretion upon 180 days’ written notice to the Company. In such event, all
INGREZZA product rights for Japan and other select Asian markets would revert to the Company.

The Company assessed this arrangement in accordance with Topic 606 and identified the following material promises under the agreement: (i)
INGREZZA technology license and existing know-how; and (ii) development activities to initiate a clinical trial of INGREZZA for Huntington’s chorea, at
an estimated cost of approximately $12 million, should Mitsubishi Tanabe request. The Company has the option to participate on the joint steering committee,
but since participation is at the Company’s option it was deemed to not be a material promise. The option for Mitsubishi Tanabe to engage the Company to
manufacture and supply pharmaceutical products, not at a discount, was not considered a material right and therefore not a material promise. Based on these
assessments, the Company identified the license and the development activities as the only performance obligations at the inception of the agreement, which
were both deemed to be distinct.
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Under the terms of the agreement, in order to evaluate the appropriate transaction price, the Company determined that the up-front amount constituted
the entirety of the consideration to be included in the transaction price and to be allocated to the performance obligations based on the Company’s best
estimate of their relative stand-alone selling prices. For the license, the stand-alone selling price was calculated using an income approach model and included
the following key assumptions: the development timeline, revenue forecast, discount rate and probabilities of technical and regulatory success. The relative
selling price of the Company’s development activities to initiate a clinical trial of INGREZZA for Huntington’s chorea was based on an assessment of costs to
perform the study, based upon the peer company analysis for similar studies. The Company believes that a change in the assumptions used to determine its
stand-alone selling price for the license most likely would not have a significant effect on the allocation of consideration received (or receivable) to the
performance obligations.

At execution, the transaction price included only the $30 million up-front consideration received. None of the development or regulatory milestones
has been included in the transaction price, as all milestone amounts were fully constrained. As part of its evaluation of the constraint, the Company considered
numerous factors, including that receipt of the milestones is outside the control of the Company and contingent upon success in future clinical trials and the
licensee’s efforts. Any consideration related to sales-based milestones (including royalties) will be recognized when the related sales occur as they were
determined to relate predominantly to the license granted to Mitsubishi Tanabe and therefore have also been excluded from the transaction price. The
Company will re-evaluate the transaction price in each reporting period and as uncertain events are resolved or other changes in circumstances occur.

To date, the Company has recognized revenue under this agreement of $19.8 million associated with the delivery of a technology license and existing
know-how, and $15 million in development event-based payments resulting from Mitsubishi Tanabe’s initiation of Phase II/III development of INGREZZA in
TD in Asia. In accordance with our continuing performance obligations, $10.2 million of the $30 million up-front payment is being deferred and recognized
in future periods. Under the terms of the agreement, there is no general obligation to return the up-front payment for any non-contingent deliverable. No
revenue was recognized under the Mitsubishi Tanabe agreement for the three and nine months ended September 30, 2018. During the third quarter of 2017,
Mitsubishi Tanabe initiated a pivotal trial of INGREZZA in Asia for the treatment of tardive dyskinesia which generated a $15 million milestone.

AbbVie Inc. (AbbVie). In June 2010, the Company announced an exclusive worldwide collaboration with AbbVie, to develop and commercialize
elagolix and all next-generation GnRH antagonists (collectively, GnRH Compounds) for women’s and men’s health. AbbVie made an upfront payment of
$75 million and has agreed to make additional development and regulatory event-based payments of up to $480 million, of which $115 million has been
earned as of September 30, 2018, and up to an additional $50 million in commercial event-based payments.

Under the terms of the agreement, AbbVie is responsible for all third-party development, marketing and commercialization costs. The Company will
be entitled to a percentage of worldwide sales of GnRH Compounds for the longer of ten years or the life of the related patent rights. AbbVie may terminate
the collaboration at its discretion upon 180 days’ written notice to the Company. In such event, the Company would be entitled to specified payments for
ongoing clinical development and related activities and all GnRH Compound product rights would revert to the Company.

The Company has evaluated the terms of this agreement under Topic 606 and has determined that there is one performance obligation, the exclusive
worldwide license with rights to develop, manufacture and commercialize elagolix. At execution, the transaction price included only the $75 million up-front
consideration received. None of the development or regulatory milestones has been included in the transaction price, as all milestone amounts were fully
constrained. As part of its evaluation of the constraint, the Company considered numerous factors, including that receipt of the milestones is outside the
control of the Company and contingent upon success in future clinical trials and the licensee’s efforts. Any consideration related to sales-based milestones
(including royalties) will be recognized when the related sales occur as they were determined to relate predominantly to the license granted to AbbVie and
therefore have also been excluded from the transaction price. The Company will re-evaluate the transaction price in each reporting period and as uncertain
events are resolved or other changes in circumstances occur.

On July 24, 2018, AbbVie received approval from the FDA for ORILISSA for the management of moderate to severe endometriosis pain in women,
resulting in the achievement of a $40 million event-based milestone, which the Company recognized as revenue in the third quarter of 2018. During 2017,
event-based revenue of $30 million was recognized based on AbbVie’s NDA submission for elagolix in endometriosis being accepted by the FDA. During
2016, event-based revenue of $15 million was recognized related to AbbVie’s initiation of Phase III development of elagolix in uterine fibroids. The
Company also recognized sales-based royalties on AbbVie net sales of ORILISSA of $0.5 million in the third quarter of 2018. No revenue was recognized
under the AbbVie agreement for the nine months ended September 30, 2017.
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BIAL – Portela & CA, S.A. (BIAL). In February 2017, the Company entered into an exclusive license agreement with BIAL for the development and
commercialization of opicapone for the treatment of human diseases and conditions, including Parkinson’s disease, in the United States and Canada. Under
the terms of the agreement, the Company is responsible for the management and cost of all opicapone development and commercialization activities in the
United States and Canada.

Under the terms of the agreement, the Company paid BIAL an upfront license fee of $30 million, which was expensed in the first quarter of 2017 as
in-process research and development. In addition, during the first quarter of 2018, the FDA provided guidance on the regulatory path forward to support an
NDA for opicapone for Parkinson’s Disease, in which the FDA did not request that the Company conduct an additional Phase III study, resulting in a $10
million event-based milestone payment to BIAL. The Company may also be required to pay up to an additional $105 million in milestone payments
associated with the regulatory approval and net sales of products containing opicapone. Prior to FDA approval of opicapone, the Company may be required to
pay up to an additional $10 million in milestones based on certain regulatory and clinical results and FDA acceptance of the Company’s NDA submission for
opicapone. Upon commercialization of opicapone, the Company has agreed to determine certain annual sales forecasts. In the event that the Company fails to
meet the minimum sales requirements for a particular year, the Company will be required to pay BIAL an amount corresponding to the difference between the
actual net sales and the minimum sales requirements for such year, and if the Company fails to meet the minimum sales requirements for any two years, BIAL
may terminate the agreement.

The agreement, unless terminated earlier, will continue on a licensed product-by-licensed product and country-by-country basis until a generic product
in respect of such licensed product under the agreement is sold in a country and sales of such generic product are greater than a specified percentage of total
sales of such licensed product in such country. Upon the Company’s written request prior to the estimated expiration of the term in respect of a licensed
product, the parties shall negotiate a good faith continuation of BIAL’s supply of such licensed product after the term. After the term, and if BIAL is not
supplying a certain licensed product, the Company shall pay BIAL a trademark royalty based on the net sales of such licensed product. Either party may
terminate the agreement earlier if the other party materially breaches the agreement and does not cure the breach within a specified notice period, or upon the
other party’s insolvency. BIAL may terminate the agreement if the Company fails to use commercially reasonable efforts or fails to submit an NDA for a
licensed product by a specified date or under certain circumstances involving a change of control of the Company. In certain circumstances where BIAL
elects to terminate the agreement in connection with the Company’s change of control, BIAL shall pay the Company a termination fee. The Company may
terminate the agreement at any time for any reason upon six months written notice to BIAL if prior to the first NDA approval in the United States, and upon
nine months written notice to BIAL if such notice is given after the first NDA approval in the United States. If the Company’s termination request occurs
prior to the first NDA approval in the United States, the Company will have to pay BIAL a termination fee except under certain conditions specified in the
agreement.

3. INVESTMENTS

Available-for-sale securities are carried at fair value, with the unrealized gains and losses reported in comprehensive income (loss). The amortized cost
of debt securities in this category is adjusted for amortization of premiums and accretion of discounts to maturity. Such amortization and accretion are
included in investment income. Realized gains and losses and declines in value judged to be other-than-temporary, if any, on available-for-sale securities are
included in investment income or expense. The cost of securities sold is based on the specific identification method. Interest and dividends on securities
classified as available-for-sale are included in investment income.

Investments consist of the following (in thousands):
 

  
September 30,

2018   
December 31,

2017  
Commercial paper  $ 42,465  $ 75,362 
Corporate debt securities   541,694   414,815 
Securities of government sponsored entities   40,707   18,401 
Total investments  $ 624,866  $ 508,578
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The following is a summary of investments classified as available-for-sale securities (in thousands):
 

  

Contractual
Maturity
(in years)  

Amortized
Cost   

Gross
Unrealized

Gains(1)   

Gross
Unrealized
Losses(1)   

Aggregate
Estimated

Fair
Value  

September 30, 2018:                   
Classified as current assets:                   

Commercial paper  Less than 1  $ 42,514  $ —  $ (49)  $ 42,465 
Corporate debt securities  Less than 1   387,627   6   (1,407)   386,226 
Securities of government-sponsored entities  Less than 1   11,000   —   (82)   10,918 

Total short-term available-for-sale securities    $ 441,141  $ 6  $ (1,538)  $ 439,609 
Classified as non-current assets:                   

Corporate debt securities  1 to 2  $ 155,935  $ 1  $ (468)  $ 155,468 
Securities of government-sponsored entities  1 to 2   29,846   —   (57)   29,789 

Total long-term available-for-sale securities    $ 185,781  $ 1  $ (525)  $ 185,257 
December 31, 2017:                   
Classified as current assets:                   

Commercial paper  Less than 1  $ 75,396  $ 1  $ (35)  $ 75,362 
Corporate debt securities  Less than 1   178,776   —   (400)   178,376 
Securities of government-sponsored entities  Less than 1   7,503   —   (24)   7,479 

Total short-term available-for-sale securities    $ 261,675  $ 1  $ (459)  $ 261,217 
Classified as non-current assets:                   

Corporate debt securities  1 to 2  $ 237,749  $ —  $ (1,310)  $ 236,439 
Securities of government-sponsored entities  1 to 2   11,004   —   (82)   10,922 

Total long-term available-for-sale securities    $ 248,753  $ —  $ (1,392)  $ 247,361
 

 

(1) Unrealized gains and losses are included in other comprehensive income (loss).

The following table presents gross unrealized losses and fair value for those available-for-sale investments that were in an unrealized loss position as
of September 30, 2018 and December 31, 2017, aggregated by investment category and length of time that individual securities have been in a continuous
loss position (in thousands):
 
  Less Than 12 Months   12 Months or Greater   Total  

  

Estimated
Fair

Value   
Unrealized

Losses   

Estimated
Fair

Value   
Unrealized

Losses   

Estimated
Fair

Value   
Unrealized

Losses  
September 30, 2018:                         
Commercial paper  $ 32,634  $ (49)  $ —  $ —  $ 32,634  $ (49)
Corporate debt securities   317,733   (931)   188,998   (944)   506,731   (1,875)
Securities of government-sponsored entities   29,789   (57)   10,918   (82)   40,707   (139)

Total  $ 380,156  $ (1,037)  $ 199,916  $ (1,026)  $ 580,072  $ (2,063)
December 31, 2017:                         
Commercial paper  $ 62,602  $ (35)  $ —  $ —  $ 62,602  $ (35)
Corporate debt securities   386,728   (1,660)   28,087   (50)   414,815   (1,710)
Securities of government-sponsored entities   10,922   (82)   7,479   (24)   18,401   (106)

Total  $ 460,252  $ (1,777)  $ 35,566  $ (74)  $ 495,818  $ (1,851)
 

The primary objective of the Company’s investment portfolio is to enhance overall returns in an efficient manner while maintaining safety of principal,
prudent levels of liquidity and acceptable levels of risk. The Company’s investment policy limits interest-bearing security investments to certain types of
instruments issued by institutions with primarily investment grade credit ratings and places restrictions on maturities and concentration by asset class and
issuer.
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The Company reviews the available-for-sale investments for other-than-temporary declines in fair value below cost basis each quarter and whenever
events or changes in circumstances indicate that the cost basis of an asset may not be recoverable. This evaluation is based on a number of factors, including
the length of time and the extent to which the fair value has been below the cost basis and adverse conditions related specifically to the security, including any
changes to the credit rating of the security, and the intent to sell, or whether the Company will more likely than not be required to sell the security before
recovery of its amortized cost basis. The assessment of whether a security is other-than-temporarily impaired could change in the future due to new
developments or changes in assumptions related to any particular security. As of September 30, 2018 and December 31, 2017, the Company believed the cost
bases for available-for-sale investments were recoverable in all material respects.

4. FAIR VALUE MEASUREMENTS

Fair value is an exit price, representing the amount that would be received to sell an asset or paid to transfer a liability in an orderly transaction
between market participants. As such, fair value is a market-based measurement that should be determined based on assumptions that market participants
would use in pricing an asset or liability. As a basis for considering such assumptions, a three-tier fair value hierarchy has been established, which prioritizes
the inputs used in measuring fair value as follows:

 Level 1: Observable inputs such as quoted prices in active markets;

 Level 2: Inputs include quoted prices for similar instruments in active markets and/or quoted prices for identical or similar instruments in markets
that are not active near the measurement date; and

 Level 3: Unobservable inputs in which there is little or no market data, which require the reporting entity to develop its own assumptions.

The Company classifies its cash equivalents and available for sale investments within Level 1 or Level 2. The fair value of the Company’s investment
grade corporate debt securities is determined using proprietary valuation models and analytical tools. These valuation models and analytical tools use market
pricing or prices for similar instruments that are both objective and publicly available, including matrix pricing or reported trades, benchmark yields,
broker/dealer quotes, issuer spreads, two-sided markets, benchmark securities, bids and/or offers. The Company did not reclassify any investments between
levels in the fair value hierarchy during the three and nine months ended September 30, 2018.
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The Company’s assets which were measured at fair value on a recurring basis as of September 30, 2018 and December 31, 2017, were determined
using the inputs described above and are as follows (in millions):
 

      Fair Value Measurements Using  

  
Carrying

Value   

Quoted Prices
in Active

Markets for
Identical Assets

(Level 1)   

Significant
Other

Observable
Inputs

(Level 2)   

Significant
Unobservable

Inputs
(Level 3)  

September 30, 2018:                 
Classified as current assets:                 

Cash and money market funds  $ 195.7  $ 195.7  $ —  $ — 
Commercial paper   42.5   —   42.5   — 
Securities of government-sponsored entities   10.9   —   10.9   — 
Corporate debt securities   386.2   —   386.2   — 

Subtotal   635.3   195.7   439.6   — 
Classified as long-term assets:                 

Cash and money market funds   1.5   1.5   —   — 
Certificates of deposit   4.0   4.0   —   — 
Securities of government-sponsored entities   29.8   —   29.8   — 
Corporate debt securities   155.5   —   155.5   — 

Total   826.1   201.2   624.9   — 
Less cash, cash equivalents and restricted cash   (201.2)   (201.2)   —   — 

Total investments  $ 624.9  $ —  $ 624.9  $ — 
December 31, 2017:                 
Classified as current assets:                 

Cash and money market funds  $ 170.2  $ 170.2  $ —  $ — 
Commercial paper   159.9   —   159.9   — 
Securities of government-sponsored entities   7.5   —   7.5   — 
Corporate debt securities   178.4   —   178.4   — 

Subtotal   516.0   170.2   345.8   — 
Classified as long-term assets:                 

Cash and money market funds   1.5   1.5   —   — 
Certificates of deposit   3.0   3.0   —   — 
Securities of government-sponsored entities   10.9   —   10.9   — 
Corporate debt securities   236.4   —   236.4   — 

Total   767.8   174.7   593.1   — 
Less cash, cash equivalents and restricted cash   (259.2)   (174.6)   (84.6)   — 
Total investments  $ 508.6  $ 0.1  $ 508.5  $ —

 

 

5. INVENTORY

Inventory at September 30, 2018 and December 31, 2017 consisted of the following (in thousands):
 

  
September 30,

2018   
December 31,

2017  
Raw materials  $ 4,773  $ — 
Work in process   270   491 
Finished goods   1,011   533 
Total inventory  $ 6,054  $ 1,024
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6. CONVERTIBLE SENIOR NOTES

On May 2, 2017, the Company completed a private placement of $517.5 million in aggregate principal amount of 2.25% convertible senior notes due
2024 (2024 Notes) and entered into an indenture agreement (2024 Indenture) with respect to the 2024 Notes. The 2024 Notes accrue interest at a fixed rate
of 2.25% per year, payable semiannually in arrears on May 15 and November 15 of each year, beginning on November 15, 2017. The 2024 Notes mature on
May 15, 2024. The net proceeds from the issuance of the 2024 Notes were approximately $502.8 million, after deducting commissions and the offering
expenses payable by the Company.

Holders of the 2024 Notes may convert the 2024 Notes at any time prior to the close of business on the business day immediately preceding May 15,
2024, only under the following circumstances:

 (i) during any calendar quarter commencing after the calendar quarter ending on September 30, 2017 (and only during such calendar quarter), if the
last reported sale price of the Company’s common stock for at least 20 trading days (whether or not consecutive) during a period
of 30 consecutive trading days ending on the last trading day of the immediately preceding calendar quarter is greater than 130% of the
conversion price on each applicable trading day;

 (ii) during the five business-day period immediately after any five consecutive trading-day period (the ‘‘measurement period’’) in which the trading
price (as defined in the 2024 Indenture) per $1,000 principal amount of the 2024 Notes for each trading day of the measurement period was less
than 98% of the product of the last reported sale price of the Company’s common stock and the conversion rate on each such trading day;

 (iii) upon the occurrence of specified corporate events, including a merger or a sale of all or substantially all of the Company’s assets; or

 (iv) if the Company calls the 2024 Notes for redemption, until the close of business on the business day immediately preceding the redemption date.

On or after January 15, 2024, until the close of business on the scheduled trading day immediately preceding May 15, 2024, holders may convert their
2024 Notes at any time.

As the conditional conversion feature described under (i) above had been triggered as of September 30, 2018, holders of the 2024 Notes may convert
the 2024 Notes at any time during the period beginning on October 1, 2018 and ending at the close of business on December 31, 2018. Accordingly, the 2024
Notes have been classified as a current liability on the Company’s Condensed Consolidated Balance Sheet as of September 30, 2018. The future conditional
convertibility of the 2024 Notes will be monitored at each quarterly reporting date and analyzed dependent upon market prices of the Company’s common
stock during the prescribed measurement periods.

Upon conversion, holders will receive the principal amount of their 2024 Notes and any excess conversion value, calculated based on the per share
volume-weighted average price for each of the 30 consecutive trading days during the observation period (as more fully described in the 2024 Indenture). For
both the principal and excess conversion value, holders may receive cash, shares of the Company’s common stock or a combination of cash and shares of the
Company’s common stock, at the Company’s option.

It is the Company’s intent and policy to settle conversions through combination settlement, which essentially involves repayment of an amount of cash
equal to the “principal portion” and delivery of the “share amount” in excess of the principal portion in shares of common stock or cash. In general, for each
$1,000 in principal, the “principal portion” of cash upon settlement is defined as the lesser of $1,000, and the conversion value during the 25-day observation
period as described in the indenture for the notes. The conversion value is the sum of the daily conversion value which is the product of the effective
conversion rate divided by 25 days and the daily volume weighted average price (VWAP) of the Company’s common stock. The “share amount” is the
cumulative “daily share amount” during the observation period, which is calculated by dividing the daily VWAP into the difference between the daily
conversion value (i.e., conversion rate x daily VWAP) and $1,000.

The initial conversion rate for the 2024 Notes is 13.1711 shares of common stock per $1,000 principal amount, which is equivalent to an initial
conversion price of approximately $75.92 per share of the Company’s common stock. At the initial conversion rate, settlement of the 2024 Notes for shares of
the Company’s common stock would approximate 6.8 million shares. The conversion rate will be subject to adjustment in some events but will not be
adjusted for any accrued and unpaid interest. The initial conversion price of the 2024 Notes represented a premium of approximately 42.5% to the closing sale
price of $53.28 per share of the Company’s common stock on the NASDAQ Global Select Market on April 26, 2017, the date that the Company priced the
private offering of the 2024 Notes.
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In the event of conversion, holders would forgo all future interest payments, any unpaid accrued interest and the possibility of further stock price
appreciation. Upon the receipt of conversion requests, the settlement of the 2024 Notes will be paid pursuant to the terms of the 2024 Indenture. In the event
that all of the 2024 Notes are converted, the Company would be required to repay the $517.5 million in principal value and any conversion premium in any
combination of cash and shares of its common stock (at the Company’s option).

Prior to May 15, 2021, the Company may not redeem the 2024 Notes. On or after May 15, 2021, the Company may redeem for cash all or part of the
2024 Notes if the last reported sale price (as defined in the 2024 Indenture) of the Company’s common stock has been at least 130% of the conversion price
then in effect for at least 20 trading days (whether or not consecutive) during any 30 consecutive trading-day period ending on, and including, the trading day
immediately before the date which the Company provides notice of redemption. The redemption price will equal the sum of (i) 100% of the principal amount
of the 2024 Notes being redeemed, plus (ii) accrued and unpaid interest, including additional interest, if any, to, but excluding, the redemption date. No
sinking fund is provided for the 2024 Notes.

If the Company undergoes a fundamental change, as defined in the 2024 Indenture, subject to certain conditions, holders of the 2024 Notes may
require the Company to repurchase for cash all or part of their 2024 Notes at a repurchase price equal to 100% of the principal amount of the 2024 Notes to be
repurchased, plus accrued and unpaid interest to, but excluding, the fundamental change repurchase date. In addition, if a ‘‘make-whole fundamental change’’
(as defined in the 2024 Indenture) occurs prior to January 15, 2024, the Company will, in certain circumstances, increase the conversion rate for a holder who
elects to convert its notes in connection with the make-whole fundamental change.

The 2024 Notes are the Company’s general unsecured obligations that rank senior in right of payment to all of its indebtedness that is expressly
subordinated in right of payment to the 2024 Notes, and equal in right of payment to the Company’s unsecured indebtedness.

The fair value of the 2024 Notes is estimated utilizing market quotations from an over-the-counter trading market. As of September 30, 2018, the fair
value approximated 171% of the face principal amount of the 2024 Notes.

Under current accounting guidance, an entity must separately account for the liability and equity components of convertible debt instruments (such as
the 2024 Notes) that may be settled entirely or partially in cash upon conversion in a manner that reflects the issuer’s economic interest cost. The liability
component of the instrument was valued in a manner that reflects the market interest rate for a similar nonconvertible instrument at the date of issuance. The
initial carrying value of the liability component of $368.3 million was calculated using a 7.5% assumed borrowing rate. The equity component of
$149.2 million, representing the conversion option, was determined by deducting the fair value of the liability component from the par value of the 2024
Notes and is recorded in additional paid-in capital on the consolidated balance sheet at the issuance date. That equity component is treated as a discount on the
liability component of the 2024 Notes, which is amortized over the seven-year term of the 2024 Notes using the effective interest rate method. The equity
component is not re-measured as long as it continues to meet the conditions for equity classification.

The Company allocated the total transaction costs of approximately $14.7 million related to the issuance of the 2024 Notes to the liability and equity
components of the 2024 Notes based on their relative values. Transaction costs attributable to the liability component are amortized to interest expense over
the seven-year term of the 2024 Notes, and transaction costs attributable to the equity component are netted with the equity component in stockholders’
equity.

The 2024 Notes do not contain any financial or operating covenants or any restrictions on the payment of dividends, the issuance of other indebtedness
or the issuance or repurchase of securities by the Company. The 2024 Indenture contains customary events of default with respect to the 2024 Notes,
including that upon certain events of default, 100% of the principal and accrued and unpaid interest on the 2024 Notes will automatically become due and
payable.

Debt, net of discounts and deferred financing costs at September 30, 2018 and December 31, 2017, consisted of the following (in thousands):
 

  
September 30,

2018   
December 31,

2017  
Principal  $ 517,500  $ 517,500 
Deferred financing costs   (8,663)   (9,652)
Debt discount, net   (125,190)   (138,230)
Net carrying amount  $ 383,647  $ 369,618
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7. NET INCOME (LOSS) PER SHARE

Basic net income per share is computed using the weighted average number of common shares outstanding during the period. Diluted net income per
share is computed using the weighted average number of common and potentially dilutive shares outstanding during the period, including the potentially
dilutive shares resulting from the conversion of the 2024 Notes, and excluding the effect of stock options and restricted stock outstanding for periods when
their effect is anti-dilutive, using the treasury stock method.

Convertible debt instruments that may be settled entirely or partly in cash (such as the 2024 Notes) may, in certain circumstances where the borrower
has the ability and intent to settle in cash, be accounted for under the treasury stock method. The Company issued the 2024 Notes with a combination
settlement feature, which it has the ability and intent to use upon conversion of the notes, to settle the principal amount of debt for cash and the excess of the
principal portion in shares of the Company’s common stock. As a result, of the approximately 6.8 million shares underlying the 2024 Notes, only the shares
required to settle the excess of the principal portion would be considered dilutive under the treasury stock method. Further, approximately 0.3 million
restricted stock units (RSUs) with performance-based vesting requirements (PRSUs) have been excluded from the calculation of diluted net income per share
as the performance condition has not been achieved. In loss periods, basic net loss per share and diluted net loss per share are identical because the otherwise
dilutive potential common shares become anti-dilutive and are therefore excluded.

Net income (loss) per share was calculated as follows (in thousands, except per share data):
 

  
Three Months Ended

September 30,   
Nine Months Ended

September 30,  
  2018   2017   2018   2017  
Net income (loss) - basic and diluted  $ 50,764  $ (11,125)  $ 3,033  $ (149,436)
Weighted-average common shares outstanding:                 

Basic   90,555   88,325   90,064   87,894 
Effect of dilutive securities:                 

Employee stock purchase program   7   —   2   — 
Stock options   3,352   —   3,322   — 
Restricted stock   629   —   558   — 
2024 Notes   2,255   —   1,326   — 

Diluted   96,798   88,325   95,272   87,894 
Net income (loss) per share:                 

Basic  $ 0.56  $ (0.13)  $ 0.03  $ (1.70)
Diluted  $ 0.52  $ (0.13)  $ 0.03  $ (1.70)

 
Shares which have been excluded from diluted per share amounts because their effect would have been anti-dilutive include the following (in

thousands):
 

  
Three Months Ended

September 30,   
Nine Months Ended

September 30,  
  2018   2017   2018   2017  
Stock options and restricted stock   882   7,862   823   7,898

 

 

8. SHARE-BASED COMPENSATION

The compensation expense related to the Company’s share-based compensation arrangements has been included in the Condensed Consolidated
Statements of Comprehensive Income (Loss) as follows (in thousands):
 

  
Three Months Ended

September 30,   
Nine Months Ended

September 30,  
  2018   2017   2018   2017  

General and administrative  $ 8,371  $ 6,531  $ 23,199  $ 18,234 
Research and development   4,699   3,672   21,601   10,836 
Total share-based compensation expense  $ 13,070  $ 10,203  $ 44,800  $ 29,070

 

 
The fair value of equity instruments that vest based on continued employee service is recognized and amortized on a straight-line basis over the

requisite service period. No expense is recognized for PRSUs until the performance condition is probable of being achieved. During the nine months ended
September 30, 2018, the Company recorded a non-recurring share-based compensation charge of $7.7 million related to the modification of certain options
and RSUs.
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As of September 30, 2018, total unrecognized estimated compensation cost related to non-vested stock options and non-vested RSUs, that vest over a
given service period, granted prior to that date was $60.7 million and $57.3 million, respectively, which is expected to be recognized over a weighted average
period of approximately 2.5 and 2.2 years, respectively. Additionally, the Company has approximately 0.3 million PRSUs outstanding. As of September 30,
2018, total unrecognized estimated compensation cost related to these PRSUs was $19.7 million and will be recognized over the expected performance period
once the achievement of performance conditions becomes probable.

During the nine months ended September 30, 2018 and 2017, stock options to purchase approximately 1.5 million and 1.0 million shares of the
Company’s common stock were exercised, respectively. The cash received by the Company from stock option exercises during the nine months ended
September 30, 2018 and 2017 was approximately $27.7 million and $8.3 million, respectively. The Company also issued approximately 0.4 million and
0.3 million shares of common stock pursuant to the vesting of RSUs during each of the nine months ended September 30, 2018 and 2017.

Stock Option Assumptions

The Company granted stock options to purchase approximately 1.0 million and 1.6 million shares of the Company’s common stock during the nine
months ended September 30, 2018 and 2017, respectively. These stock options generally vest monthly over a four-year period. The exercise price of all stock
options granted during the nine months ended September 30, 2018 and 2017 was equal to the closing price of the Company’s common stock on the date of
grant. The estimated fair value of each stock option granted was determined on the date of grant using the Black-Scholes option-pricing model with the
following weighted-average assumptions for the stock option grants:
 

  
Three Months Ended

September 30,   
Nine Months Ended

September 30,  
  2018   2017   2018   2017  
Risk-free interest rate  2.8%   1.8%   2.5%   2.0%  
Expected volatility of common stock  53.7%   59.6%   59.9%   58.2%  
Dividend yield  0.0%   0.0%   0.0%   0.0%  
Expected option term  4.5 years   5.0 years   4.8 years   5.7 years

 

 
The Black-Scholes option-pricing model incorporates various and highly sensitive assumptions including expected volatility, expected term and

interest rates. The expected volatility is based on the historical volatility of the Company’s common stock over the most recent period commensurate with the
estimated expected term of the Company’s stock options. The expected option term is estimated based on historical experience as well as the status of the
employee. For example, directors and officers have a longer expected option term than all other employees. The risk-free rate for periods within the
contractual life of the option is based upon observed interest rates appropriate for the expected term of the Company’s employee stock options. The Company
has never declared or paid dividends and has no plans to do so in the foreseeable future. For the nine months ended September 30, 2018 and 2017, share-
based compensation expense related to stock options was $28.2 million and $18.7 million, respectively.

Restricted Stock Units

During the nine months ended September 30, 2018 and 2017, the Company granted approximately 0.5 million and 0.6 million RSUs, respectively,
which vest annually over a four-year period. Additionally, the Company granted approximately 0.2 million PRSUs during the nine months ended September
30, 2018, which vest based on the achievement of pre-defined Company-specific performance criteria and expire approximately four to five years from the
grant date. Expense recognition for PRSUs commences when attainment of the performance-based criteria is probable. The fair value of RSUs and PRSUs is
estimated based on the closing sale price of the Company’s common stock on the date of grant. For the nine months ended September 30, 2018 and 2017, the
aggregate share-based compensation expense related to RSUs and PRSUs was $16.5 million and $10.4 million, respectively.

9. REAL ESTATE

In connection with the sale-leaseback transaction of the Company’s facility in 2007, the Company recognized a net gain of $39.1 million which was
deferred in accordance with authoritative guidance. The Company recognized $0.5 million and $1.9 million of the deferred gain during the nine months ended
September 30, 2018 and 2017, respectively, and will recognize the remaining $8.2 million of the deferred gain on a straight-line basis over the remaining
lease term which will expire at the end of 2029.
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During 2017, the Company entered into an amendment to extend the current term of the lease through for its current headquarters through
December 31, 2029 (Term Amendment). Under the Term Amendment, the Company reduced its base rental rate by approximately 8% and will continue to
pay base annual rent (subject to an annual fixed percentage increase), plus a 3.5% annual management fee, property taxes and other normal and necessary
expenses associated with the lease such as utilities, repairs and maintenance. Certain incentives were included in the Term Amendment, including
approximately $13.1 million in various tenant improvement allowances, three months of rent abatement, and a reduction in the required security deposit
amount from $4.7 million to $3.0 million. In lieu of a cash security deposit, Wells Fargo Bank, N.A. (Wells Fargo) issued on the Company’s behalf a letter of
credit in the amount of $3.0 million, which is secured by a deposit of equal amount with the same bank and is included in restricted cash on the Company’s
Condensed Consolidated Balance Sheet. The Company also has the right to extend the lease for two consecutive ten-year terms as well as a right of first offer
for future rental of adjacent office space owned by the landlord.
 

In April 2018, the Company entered into a commercial lease agreement for the lease of 44,718 square feet of office space located directly behind the
Company’s current headquarters. The term of such lease is 130 months (commenced on July 1, 2018). In lieu of a cash security deposit, the Company issued
an approximately $1.0 million letter of credit at lease execution, which is secured by a deposit of equal amount and is included in restricted cash on the
Company’s Condensed Consolidated Balance Sheet as of September 30, 2018. The Company is entitled to twelve months of base rent abatement and, as such,
the base rent payments will commence in August 2019.

10. COMMITMENTS AND CONTINGENCIES

From time to time, the Company may be subject to legal proceedings and claims in the ordinary course of business. On December 1, 2015, Icahn
School of Medicine at Mount Sinai (Mount Sinai) filed a complaint against the Company in the United States District Court for the Southern District of New
York: Icahn School of Medicine at Mount Sinai v. Neurocrine Biosciences, Inc., Case No. 1:15-cv-09414 (Mount Sinai Case). In the complaint, Mount Sinai
alleged that the Company breached a license agreement with Mount Sinai dated August 27, 1999. In the third quarter of 2018, Mount Sinai and the Company
reached agreement to dismiss the Mount Sinai Case in its entirety.

The Company is not aware of any other proceedings or claims that it believes will have, individually or in the aggregate, a material adverse effect on
its business, financial condition or results of operations.
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ITEM 2: MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

The following Management’s Discussion and Analysis of Financial Condition and Results of Operations section contains forward-looking statements,
which involve risks and uncertainties. Our actual results could differ materially from those anticipated in these forward-looking statements as a result of
various factors, including those set forth below in Part II, Item 1A under the caption “Risk Factors.” The interim financial statements and this Management’s
Discussion and Analysis of Financial Condition and Results of Operations should be read in conjunction with the Financial Statements and Notes thereto for
the year ended December 31, 2017 and the related Management’s Discussion and Analysis of Financial Condition and Results of Operations, which are
contained in our Annual Report on Form 10-K for the year ended December 31, 2017, and our Quarterly Report on Form 10-Q for the three and six months
ended June 30, 2018.

OVERVIEW

We are a company focused on discovering, developing and commercializing innovative and life-changing pharmaceuticals, in diseases with high
unmet medical needs, through our novel research and development (R&D) platform, focused on neurological and endocrine related disorders. Utilizing a
portfolio approach to drug discovery, we have multiple small molecule drug candidates at various stages of pharmaceutical development. We develop
proprietary pharmaceuticals for our pipeline, as well as collaborate with other pharmaceutical companies on our discoveries.

On April 11, 2017, the U.S. Food and Drug Administration (FDA) approved INGREZZA® (valbenazine) capsules for the treatment of adults with
tardive dyskinesia (TD). We market INGREZZA for TD in the United States through our specialty sales force focused primarily on physicians who treat TD
patients, including psychiatrists and neurologists. The commercial launch of INGREZZA occurred on May 1, 2017.

On July 24, 2018, we were notified by AbbVie Inc. (AbbVie) that FDA approval was granted for ORILISSATM (elagolix) for the management of
moderate to severe endometriosis pain in women. Discovered and developed through Phase II clinical trials by us, ORILISSA, the first FDA-approved oral
medication for the management of endometriosis with associated moderate to severe pain in over a decade, began to be marketed by AbbVie in August 2018
as part of a collaboration to develop and commercialize elagolix for women’s health.

Our clinical development programs include opicapone as an adjunctive therapy to levodopa/DOPA decarboxylase inhibitors in Parkinson's disease
patients, elagolix for uterine fibroids with AbbVie, valbenazine for the treatment of Tourette syndrome, NBI-74788 for the treatment of congenital adrenal
hyperplasia (CAH), a vesicular monoamine transporter 2 (VMAT2) inhibitor and first-in-class central nervous system (CNS) compound with potential use in
the treatment of neurologic and psychiatric disorders.

We currently have three major collaborations. Two of these collaborations involve out-licensing of our proprietary technology to pharmaceutical
partners. In June 2010, we announced an exclusive worldwide collaboration with AbbVie to develop and commercialize elagolix and all next-generation
GnRH antagonists (collectively, GnRH Compounds). In March 2015, we entered into a collaboration and license agreement with Mitsubishi Tanabe Pharma
Corporation (Mitsubishi Tanabe) for the development and commercialization of INGREZZA for movement disorders in Japan and other select Asian markets.
The third collaboration agreement, which was entered into in February 2018, is one in which we in-licensed technology from BIAL for the development and
commercialization of opicapone for the treatment of human diseases and conditions, including Parkinson’s disease, in the United States and Canada.

We have funded our operations primarily through private and public offerings of our common stock, debt securities, and payments received under
collaboration agreements. While we independently develop many of our product candidates, we have entered into collaborations for several of our programs
and intend to rely on our product revenues and existing and future collaborations to meet our funding requirements. While we were profitable for the three
and nine months ended September 30, 2018, we expect our future operating results and profitability to fluctuate from period to period as product candidates
are advanced through the various stages of clinical development and as we proceed with the commercial launch of INGREZZA and other potential future
pipeline products. As of December 31, 2017, we had an accumulated deficit of approximately $1.2 billion.

CRITICAL ACCOUNTING POLICIES AND ESTIMATES

Our discussion and analysis of our financial condition and results of operations is based upon financial statements that we have prepared in accordance
with accounting principles generally accepted in the United States. The preparation of these financial statements requires management to make estimates and
judgments that affect the reported amounts of assets, liabilities and expenses, and related disclosures. On an on-going basis, we evaluate these estimates,
including those related to revenue recognition, clinical trial accruals (R&D expense), convertible debt, and share-based compensation. Estimates are based on
historical experience, information
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received from third parties and on various other assumptions that are believed to be reasonable under the circumstances, the results of which form the basis
for making judgments about the carrying values of assets and liabilities that are not readily apparent from other sources. Actual results may differ from these
estimates under different assumptions or conditions. Historically, revisions to our estimates have not resulted in a material change to the financial statements.
The items in our financial statements requiring significant estimates and judgments are as follows:

Revenue Recognition

Effective January 1, 2018, we adopted Topic 606, using the modified retrospective method. Under Topic 606, we recognize revenues when our
customers (as defined below) obtain control of our products or services in an amount that reflects the consideration we expect to receive from our customers
in exchange for those products or services. To determine revenue recognition, we perform the following five steps: (i) identify the contract(s) with a customer;
(ii) identify the performance obligations in the contract; (iii) determine the transaction price; (iv) allocate the transaction price to the performance obligations
in the contract; and (v) recognize revenue when (or as) we satisfy the performance obligation. We only apply the five-step model to contracts when it is
probable that we will collect the consideration we are entitled to in exchange for the goods or services we transfer to the customer. At contract inception, once
the contract is determined to be within the scope of Topic 606, we assess the goods or services promised within each contract to determine those that are
performance obligations and assess whether each promised good or service is distinct. We then recognize as revenue the amount of the transaction price that
is allocated to the respective performance obligation when (or as) the performance obligation is satisfied.

If the consideration promised under the contract includes a variable amount, we must estimate the consideration we expect to receive for transferring
the good or service to the customer. There are two methods for determining the amount of variable consideration: (i) the expected value method, which is the
sum of probability-weighted amounts in a range of possible consideration amounts, and; (ii) the mostly likely amount method, which identifies the single
most likely amount in a range of possible consideration amounts. Performance milestone payments represent a form of variable consideration.

Product Sales, Net. Our product sales consist of U.S. sales of INGREZZA. INGREZZA was approved by the FDA on April 11, 2017 and we
commenced shipments of INGREZZA to select pharmacies (SPs) and a select distributor (SD), or collectively, our customers, in late April 2017.
The SPs dispense product to a patient based on the fulfillment of a prescription and the SD sells product to government facilities, long-term care pharmacies
or in-patient hospital pharmacies. Our agreements with the SPs and SD provide for transfer of title to the product at the time the product is delivered to the SP
or SD. In addition, except for limited circumstances, the SPs and SD have no right of product return. Product sales are recognized when the customer obtains
control of our product, typically upon delivery to the customer.

Revenue from product sales are recorded at the net sales price (transaction price), which includes an estimate of variable consideration for which
reserves are established and which results from contractual discounts, returns, chargebacks, rebates, co-pay assistance and other allowances relating to sales
of our products. These reserves are based on the amounts earned or to be claimed on the related sales and are classified as reductions of accounts receivable
(if the amount is payable to the customer) or a current liability (if the amount is payable to a party other than a customer). Where appropriate, these estimates
take into consideration a range of possible outcomes that are probability-weighted for relevant factors such as our historical experience, current contractual
and statutory requirements, specific known market events and trends, industry data and forecasted customer buying and payment patterns. Overall, these
reserves reflect our best estimates of the amount of consideration to which we are entitled based on the terms of the contract. The amount of variable
consideration that is included in the transaction price may be constrained and is included in the net sales price only to the extent that it is probable that a
significant reversal in the amount of the cumulative revenue recognized will not occur in a future period. Actual amounts of consideration ultimately received
may differ from our estimates. If actual results in the future vary from our estimates, we will adjust these estimates, which would affect net product revenue
and earnings in the period such variances become known. The following are our significant categories of sales discounts and allowances:

Trade Discounts and Allowances: We generally provide customers with discounts that include prompt payment discounts, discounts for
providing sales data, and other off-invoice discounts that are explicitly stated in our contracts and are recorded as a reduction of revenue in the period
the related product revenue is recognized.  

Product Returns: We offer customers limited product return rights for damages and shipment errors provided it is within a very limited period
after the original shipping date as set forth in the applicable individual distribution agreement. We do not allow product returns for product that has
been dispensed to a patient or for drug expiration. We receive real-time shipping reports and inventory reports from the customers and have the ability
to control the amount of product that is sold to the customers. Product returns to date have not been significant and we have not considered it necessary
to record a reserve for product returns.
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Government Rebates: We are subject to discount obligations under state Medicaid programs and Medicare prescription drug coverage gap
program. We estimate our Medicaid and Medicare prescription drug coverage gap rebates based upon a range of possible outcomes that are
probability-weighted for the estimated payor mix. These reserves are recorded in the same period the related revenue is recognized, resulting in a
reduction of product revenue and the establishment of a current liability that is included in accrued expenses on the Condensed Consolidated Balance
Sheet. Our liability for these rebates consists of invoices received for claims from prior quarters that have not been paid or for which an invoice has not
yet been received, estimates of claims for the current quarter, and estimated future claims that will be made for product that has been recognized as
revenue, but remains in the distribution channel inventories at the end of each reporting period.

Provider Chargebacks and Discounts: Chargebacks for fees and discounts to providers represent the estimated obligations resulting from
contractual commitments to sell products to qualified healthcare providers at prices lower than the list prices charged to customers who directly
purchase the product from us. Customers charge us for the difference between what they pay for the product and the ultimate selling price to the
qualified healthcare providers. These reserves are established in the same period that the related revenue is recognized, resulting in a reduction of
product revenue and accounts receivable. Chargeback amounts are generally determined at the time of resale to the qualified healthcare provider by
customers, and we generally issue credits for such amounts following the customer’s notification to us of the resale. Reserves for chargebacks consist
of credits that we expect to issue for units that remain in the distribution channel inventories at each reporting period end that we expect will be sold to
qualified healthcare providers.

Co-Payment Assistance: We offer co-payment assistance to commercially insured patients meeting certain eligibility requirements. The
calculation of the accrual for co-pay assistance is based on an estimate of claims and the cost per claim that we expect to receive associated with
product that has been recognized as revenue but remains in the distribution channel inventories at the end of each reporting period.

Shipping and handling costs related to our product sales are included in selling, general and administrative expenses.

Collaboration and Other Revenue. We enter into collaboration and licensing agreements that are within the scope of Topic 606, under which we
license certain rights to our product candidates to third parties. The terms of these arrangements typically include payment to us of one or more of the
following: non-refundable, up-front license fees; development, regulatory and commercial milestone payments; payments for manufacturing supply services;
and royalties on net sales of licensed products.  

In determining the appropriate amount of revenue to be recognized as we fulfill our obligations under each of our agreements, we perform the
following steps: (i) identification of the promised goods or services in the contract; (ii) determination of whether the promised goods or services are
performance obligations including whether they are distinct in the context of the contract; (iii) measurement of the transaction price, including the constraint
on variable consideration; (iv) allocation of the transaction price to the performance obligations; and (v) recognition of revenue when (or as) we satisfy each
performance obligation. As part of the accounting for these arrangements, we must develop assumptions that require judgment to determine the stand-alone
selling price for each performance obligation identified in the contract. We use key assumptions to determine the stand-alone selling price, which may include
forecasted revenues, development timelines, reimbursement rates for personnel costs, discount rates and probabilities of technical and regulatory success.

Royalty Revenue: For arrangements that include sales-based royalties, including milestone payments based on the level of sales, and the license is
deemed to be the predominant item to which the royalties relate, we recognize revenue at the later of (i) when the related sales occur, or (ii) when the
performance obligation to which some or all of the royalty has been allocated has been satisfied (or partially satisfied). Sales-based royalties for ORILISSA
are calculated as a percentage of AbbVie net sales as defined in our agreement with AbbVie. Each quarterly period, sales-based royalties are recorded based
on estimated quarterly net sales of ORILISSA. Differences between actual results and estimated amounts are adjusted for in the period in which they become
known, which typically follows the quarterly period in which the estimate was made.

Licenses of Intellectual Property: If the license to our intellectual property embedded within a collaboration and/or licensing arrangement is
determined to be distinct from the other performance obligations identified in the arrangement, we recognize revenues from non-refundable, up-front fees
allocated to the license when the license is transferred to the licensee and the licensee is able to use and benefit from the license. For licenses that are bundled
with other promises, we utilize judgment to assess the nature of the combined performance obligation to determine whether the combined performance
obligation is satisfied over time or at a point in time and, if over time, the appropriate method of measuring progress for purposes of recognizing revenue from
non-refundable, up-front fees. We evaluate the measure of progress each reporting period and, if necessary, adjust the measure of performance and related
revenue recognition.

We receive payments from our licensees based on billing schedules established in each agreement. Up-front payments and fees are recorded as
deferred revenue upon receipt, or when due, and may require deferral of revenue recognition to a future period until we perform our obligations under these
arrangements. Amounts are recorded as accounts receivable when our right to consideration is unconditional. 
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Milestone Payments: At the inception of each arrangement that includes development, commercialization and regulatory milestone payments, we
evaluate whether the milestones are considered probable of being reached and estimates the amount to be included in the transaction price using the most
likely amount method. If it is probable that a significant revenue reversal would not occur, the associated milestone value is included in the transaction
price. Milestone payments that are not within our control or that of the licensee, such as regulatory approvals, are not considered probable of being achieved
until those approvals are received. The transaction price is then allocated to each performance obligation on a relative stand-alone selling price basis, for
which we recognize revenue as or when the performance obligations under the contract are satisfied. At the end of each subsequent reporting period, we re-
evaluate the probability of achievement of such development milestones and any related constraint, and if necessary, adjust our estimate of the overall
transaction price. Any such adjustments are recorded on a cumulative catch-up basis, which would affect milestone and license fees revenues and earnings in
the period of adjustment.

Manufacturing Supply Services: Arrangements that include a promise for future supply of drug substance or drug product for either clinical
development or commercial supply at the licensee’s discretion are generally considered as options. We assess if these options provide a material right to the
licensee and if so, they are accounted for as separate performance obligations.  

Research and Development Expense

R&D expense consists primarily of salaries, payroll taxes, employee benefits, and share-based compensation charges, for those individuals involved in
ongoing research and development efforts; as well as scientific contractor fees, preclinical and clinical trial costs, research and development facilities costs,
laboratory supply costs, and depreciation of scientific equipment. All such costs are charged to R&D expense as incurred. These expenses result from our
independent R&D efforts as well as efforts associated with collaborations, in-licenses, and third-party funded research arrangements. We review and accrue
clinical trials expense based on work performed, which relies on estimates of total costs incurred based on patient enrollment, completion of studies and other
events. We follow this method since reasonably dependable estimates of the costs applicable to various stages of a research agreement or clinical trial can be
made. Accrued clinical costs are subject to revisions as trials progress. Revisions are charged to expense in the period in which the facts that give rise to the
revision become known. Historically, revisions have not resulted in material changes to R&D expense; however, a modification in the protocol of a clinical
trial or cancellation of a trial could result in a charge to our results of operations.

Share-based Compensation

We grant stock options to purchase our common stock to our employees and directors under our 2011 Equity Incentive Plan (the 2011 Plan) and grant
stock options to certain employees pursuant to Employment Commencement Nonstatutory Stock Option Agreements (inducement grants). We also grant
certain employees restricted stock units (RSUs) and performance-based restricted stock units (PRSUs) under the 2011 Plan and grant certain employees stock
options and RSUs under the Neurocrine Biosciences, Inc. Inducement Plan (Inducement Plan). Share-based compensation expense was $13.1 million and
$44.8 million for the third quarter and first nine months of 2018, respectively, compared to $10.2 million and $29.1 million for the third quarter and first nine
months of 2017, respectively. Share-based compensation expense for the first nine months of 2018 included a non-recurring charge of $7.7 million related to
the modification of certain options and RSUs.

Stock option awards and RSUs generally vest over a three to four-year period and expense is ratably recognized over those same time periods. For
PRSUs, no expense is recorded until the performance condition is probable of being achieved; upon which expense is then recognized ratably over the
expected performance period.

For purposes of calculating share-based compensation, we estimate the fair value of share-based compensation awards using a Black-Scholes option-
pricing model. The determination of the fair value of share-based compensation awards utilizing the Black-Scholes model is affected by our stock price and a
number of assumptions, including but not limited to expected stock price volatility over the term of the awards and the expected term of stock options. Our
stock options have characteristics significantly different from those of traded options, and changes in the assumptions can materially affect the fair value
estimates. For example, an increase in the underlying stock price results in a significant increase in the Black-Scholes option-pricing.

If factors change and we employ different assumptions, share-based compensation expense may differ significantly from what we have recorded in the
past. If there is a difference between the assumptions used in determining share-based compensation expense and the actual factors which become known
over time, we may change the input factors used in determining share-based compensation expense for future grants. These changes, if any, may materially
impact our results of operations in the period such changes are made. For actual forfeitures, we recognize the adjustment to compensation expense in the
period the forfeitures occur.
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Convertible Debt

We account for convertible debt instruments that may be settled in cash upon conversion by separating the liability and equity components of the
instruments in a manner that reflects our nonconvertible debt borrowing rate. In May 2017, we issued $517.5 million aggregate principal amount
of 2.25% Convertible Senior Notes due 2024 (the 2024 Notes). We determined the carrying amount of the liability component of the 2024 Notes by using
assumptions that market participants would use in pricing a debt instrument, including market interest rates, credit standing, yield curves and volatilities.
Determining the fair value of the debt component requires the use of accounting estimates and assumptions. These estimates and assumptions are judgmental
in nature and could have a significant impact on the determination of the debt component, and the associated non-cash interest expense.

Debt acquisition costs related to the 2024 Notes were $14.7 million. In addition, we allocated $149.2 million to the equity component of the
convertible debt instrument. We are amortizing the debt acquisition costs and the equity component over the life of the 2024 Notes as additional non-cash
interest expense utilizing the effective interest method.
 

Results of Operations for the Three and Nine Months Ended September 30, 2018 and 2017

Revenues

The following table presents our revenues by category during the periods presented (in thousands):
 

  
Three Months Ended

September 30,   
Nine Months Ended

September 30,  
  2018   2017   $ Change   2018   2017   $ Change  
Revenues:                         

INGREZZA product sales, net  $ 111,291  $ 45,774  $ 65,517  $ 279,282  $ 52,109  $ 227,173 
Collaboration revenue   40,466   15,000   25,466   40,466   15,000   25,466 

Total revenues  $ 151,757  $ 60,774  $ 90,983  $ 319,748  $ 67,109  $ 252,639
 

Product Sales, Net

In April 2017, the FDA approved INGREZZA for the treatment of TD. INGREZZA became available for prescription in late April 2017. Net product
sales were $111.3 million and $279.3 million for the third quarter and first nine months of 2018, respectively, compared to $45.8 million and $52.1 million for
the third quarter and first nine months of 2017, respectively.

Collaboration Revenue

On July 24, 2018, we were notified by AbbVie that FDA approval was granted for ORILISSA for the management of moderate to severe
endometriosis pain in women, resulting in the achievement of a $40.0 million event-based milestone, which we recognized as revenue in the third quarter of
2018. We also recognized sales-based royalties, payable to us by our partner AbbVie on quarterly net sales of ORILISSA, of $0.5 million for both the third
quarter and first nine months of 2018. During the third quarter of 2017, Mitsubishi Tanabe initiated a pivotal trial of INGREZZA in Asia for the treatment of
tardive dyskinesia which generated a $15 million milestone.

Operating Expenses

Cost of Sales

Cost of sales was $1.6 million for the third quarter of 2018, compared to $0.4 million for the third quarter of 2017. For the first nine months of 2018,
cost of sales was $3.4 million, compared to $0.5 million for the first nine months of 2017. The increase in cost of sales for the third quarter and first nine
months of 2018 is primarily due to increased INGREZZA net product sales. Product sold to date included active pharmaceutical ingredients (API) that was
previously charged to R&D expense prior to FDA approval of INGREZZA for TD. This minimal cost API had a positive impact on our cost of sales and
related product gross margins. Beginning in the fourth quarter of 2018, we expect to have a higher cost of sales that includes the cost of INGREZZA API
produced following FDA approval.
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Research and Development

The following table presents our total R&D expenses by category during the periods presented (in millions):
 

  
Three Months Ended

September 30,   
Nine Months Ended

September 30,  
  2018   2017   $ Change   2018   2017   $ Change  
External development expense:                         

VMAT2  $ 9.1  $ 4.8  $ 4.3  $ 28.0  $ 13.7  $ 14.3 
CRF   2.6   0.8   1.8   6.6   2.7   3.9 
Other   1.0   1.1   (0.1)   5.0   2.8   2.2 

Total external development expense   12.7   6.7   6.0   39.6   19.2   20.4 
In-process R&D   —   —   —   10.0   30.0   (20.0)
R&D personnel expense   14.6   10.2   4.4   49.7   30.8   18.9 
R&D facility and depreciation expense   2.3   1.6   0.7   5.9   4.3   1.6 
Other R&D expense   5.9   4.0   1.9   16.2   11.9   4.3 
Total R&D expense  $ 35.5  $ 22.5  $ 13.0  $ 121.4  $ 96.2  $ 25.2

 

 
R&D expense increased $13.0 million and $25.2 million for the third quarter and first nine months of 2018, respectively, compared to the same periods

last year. The increase in R&D expense is primarily due to the ongoing progression of our product candidate pipeline and increase in personnel expenses on
higher headcount, including $1.0 million and $10.8 million of non-cash share-based compensation increases for the third quarter and first nine months of
2018, respectively. Personnel expense for the first nine months of 2018 includes a non-recurring share-based compensation charge of $7.7 million related to
the modification of certain options and RSUs. In-process R&D expense for the first nine months of 2017 includes a $30 million payment to BIAL to in-
license opicapone, partially offset by a $10 million event-based payment to BIAL in the first quarter of 2018 as a result of guidance received from the FDA in
which the FDA did not request an additional Phase III clinical trial to support an NDA submission for opicapone. Excluding the $20 million decrease in BIAL
payments, R&D expense for the first nine months of 2018 increased $45.2 million compared to the same period last year.

Sales, General and Administrative

Sales, general and administrative (SG&A) expense increased to $60.4 million and $180.0 million for the third quarter and first nine months of 2018,
respectively, compared to $43.9 million and $113.6 million for the third quarter and first nine months of 2017, respectively. The increase in SG&A expense
for the third quarter and first nine months of 2018 is primarily due to our commercial launch for INGREZZA in April 2017 and the subsequent sales force
expansion in the third quarter of 2018, which included higher personnel related costs of $9.9 million and $31.2 million for the third quarter and first nine
months of 2018, respectively, including non-cash share-based compensation increases of $1.8 million and $5.0 million for the third quarter and first nine
months of 2018, respectively.

Net Income (Loss)

Net income for the third quarter of 2018 was $50.8 million, or $0.52 diluted net income per share, compared to a net loss of $11.1 million, or a $0.13
net loss per share, for the third quarter of 2017. Net income for the first nine months of 2018 was $3.0 million, or $0.03 diluted net income per share,
compared to a net loss of $149.4 million, or a $1.70 net loss per share, for the first nine months of 2017. The decrease in our net loss was primarily the result
of increased INGREZZA net product sales and the achievement of the $40.0 million event-based milestone related to the FDA's approval of ORILISSA,
offset by ongoing support for the commercial launch of INGREZZA and progression of our clinical pipeline.
 

LIQUIDITY AND CAPITAL RESOURCES

Net cash provided by operating activities in the first nine months of 2018 was $50.9 million compared to $134.9 million net cash used in operating
activities in the same period in 2017. The significant change to positive cash flow generated from operations was primarily due to an increase in total
revenues driven by higher INGREZZA net product sales and the achievement of the $40.0 million event-based milestone related to the FDA’s approval of
ORILISSA.

Net cash used in investing activities in the first nine months of 2018 was $136.7 million compared to $191.9 million in the same period in 2017. The
fluctuation in net cash used in investing activities resulted primarily from the timing differences in investment purchases, sales and maturities of investments,
the fluctuation of our portfolio mix between cash equivalents and short-term and long-term investment holdings, and an increase in additions to our property,
plant and equipment, which consisted predominantly of tenant improvements to our corporate facilities.
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Net cash provided by financing activities in the first nine months of 2018 was $27.7 million compared to $511.0 million in the same period in 2017.
The change in cash provided by financing activities was primarily due to net proceeds of approximately $502.8 million from our offering of the 2024 Notes in
May 2017.

At September 30, 2018, our cash and cash equivalents, restricted cash, and investments totaled $826.1 million compared with $767.8 million at
December 31, 2017.

In February 2017, we filed an automatic shelf registration statement which immediately became effective by rule of the SEC. For so long as we
continue to satisfy the requirements to be deemed a well-known seasoned issuer, this shelf registration statement allows us to issue an unlimited number of
securities from time to time. As of September 30, 2018, we had not sold any securities under this shelf registration statement.

We believe that our existing capital resources, together with interest income and future payments due under our strategic alliances, will be sufficient to
satisfy our current and projected funding requirements for at least the next 12 months. However, we cannot guarantee that these capital resources and
payments will be sufficient to conduct all of our commercialization efforts and R&D programs as planned. The amount and timing of expenditures will vary
depending upon a number of factors, including progress of our commercialization efforts and R&D programs.

We may require additional funding to effectively commercialize INGREZZA and other potential future pipeline products, to continue our research and
product development programs, to conduct preclinical studies and clinical trials, for operating expenses, to pursue regulatory approvals for our product
candidates, for the costs involved in filing and prosecuting patent applications and enforcing or defending patent claims, if any, and the cost of product in-
licensing and any possible acquisitions. In addition, we may require additional funding to establish manufacturing and marketing capabilities in the future. We
may seek to access the public or private equity markets whenever conditions are favorable. For example, we have an effective shelf registration statement on
file with the SEC which allows us to issue an unlimited number of shares of our securities from time to time. In addition, during the second quarter of 2017,
we issued $517.5 million of convertible debt pursuant to the 2024 Notes and we have previously financed capital purchases and may continue to pursue
opportunities to obtain additional debt financing in the future. We may also seek additional funding through strategic alliances or other financing mechanisms.
We cannot assure you that adequate funding will be available on terms acceptable to us, if at all. Any additional equity financings will be dilutive to our
stockholders and any additional debt may involve operating covenants that may restrict our business. If adequate funds are not available through these means,
we may be required to curtail significantly one or more of our research or development programs or obtain funds through arrangements with collaborators or
others. This may require us to relinquish rights to certain of our technologies, products or product candidates. To the extent that we are unable to obtain third-
party funding for such expenses, we expect that increased expenses will result in increased cash flow losses from operations. We cannot assure you that we
will successfully develop our products under development or that our approved products will generate revenues sufficient to enable us to achieve profitability
on a sustained basis.

OFF-BALANCE SHEET ARRANGEMENTS

As of September 30, 2018, we did not have any off-balance sheet arrangements.

INTEREST RATE RISK

We are exposed to interest rate risk on our short and long-term investments. The primary objective of our investment activities is to preserve principal
while at the same time maximizing yields without significantly increasing risk. To achieve this objective, we invest in highly liquid and high-quality
government and other debt securities. To minimize our exposure due to adverse shifts in interest rates, we invest in short-term securities and ensure that the
maximum average maturity of our investments does not exceed 12 months. If a 10% change in interest rates had occurred on September 30, 2018, this change
would not have had a material effect on the fair value of our investment portfolio as of that date. Due to the short holding period of our investments and the
nature of our investments, we have concluded that we do not have a material financial market risk exposure.

NEW ACCOUNTING PRONOUNCEMENTS

For a summary of new accounting pronouncements which may be applicable to us, see Note 1 to the condensed consolidated financial statements
included in this report.

FORWARD-LOOKING STATEMENTS

This Quarterly Report on Form 10-Q contains forward-looking statements that involve a number of risks and uncertainties. Although our forward-
looking statements reflect the good faith judgment of our management, these statements can only be based on facts and factors currently known by us.
Consequently, these forward-looking statements are inherently subject to risks and uncertainties, and actual results and outcomes may differ materially from
results and outcomes discussed in the forward-looking statements.
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Forward-looking statements can be identified by the use of forward-looking words such as “believes,” “expects,” “hopes,” “may,” “will,” “plan,”
“intends,” “estimates,” “could,” “should,” “would,” “continue,” “seeks,” “proforma,” or “anticipates,” or other similar words (including their use in the
negative), or by discussions of future matters such as the development of new products, technology enhancements, possible changes in legislation and other
statements that are not historical. These statements include but are not limited to statements under the captions “Risk Factors,” and “Management’s
Discussion and Analysis of Financial Condition and Results of Operations” as well as other sections in this report. You should be aware that the occurrence of
any of the events discussed under the heading in Part II titled “Item 1A. Risk Factors” and elsewhere in this report could substantially harm our business,
results of operations and financial condition and that if any of these events occurs, the trading price of our common stock could decline and you could lose all
or a part of the value of your shares of our common stock.

The cautionary statements made in this report are intended to be applicable to all related forward-looking statements wherever they may appear in this
report. We urge you not to place undue reliance on these forward-looking statements, which speak only as of the date of this report. Except as required by law,
we assume no obligation to update our forward-looking statements, even if new information becomes available in the future.

ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

A discussion of our exposure to, and management of, market risk appears in Part I, Item 2 of this Quarterly Report on Form 10-Q under the heading
“Interest Rate Risk.”

ITEM 4. CONTROLS AND PROCEDURES

We maintain disclosure controls and procedures that are designed to ensure that information required to be disclosed in our reports required by the
Exchange Act of 1934, as amended, is recorded, processed, summarized and reported within the timelines specified in the SEC’s rules and forms, and that
such information is accumulated and communicated to our management, including our Chief Executive Officer and Chief Financial Officer, as appropriate, to
allow timely decisions regarding required disclosure. In designing and evaluating the disclosure controls and procedures, management recognized that any
controls and procedures, no matter how well designed and operated, can only provide reasonable assurance of achieving the desired control objectives, and in
reaching a reasonable level of assurance, management necessarily was required to apply its judgment in evaluating the cost-benefit relationship of possible
controls and procedures.

As required by SEC Rule 13a-15(b), we carried out an evaluation, under the supervision and with the participation of our management, including our
Chief Executive Officer and Chief Financial Officer, of the effectiveness of the design and operation of our disclosure controls and procedures as of the end of
the quarter covered by this report. Based on the foregoing, our Chief Executive Officer and Chief Financial Officer concluded that our disclosure controls and
procedures were effective at the reasonable assurance level.

Changes in Internal Control over Financial Reporting

An evaluation was also performed under the supervision and with the participation of our management, including our Chief Executive Officer and
Chief Financial Officer, of any changes to our internal control over financial reporting that occurred during our last fiscal quarter and that have materially
affected, or are reasonably likely to materially affect, our internal control over financial reporting. Our evaluation did not identify significant changes in our
internal controls over financial reporting (as defined in Rules 13a-15(f) and 15d-15(f) under the Securities Exchange Act of 1934) that occurred during the
quarter ended September 30, 2018, that have materially affected, or are reasonably likely to materially affect, our internal control over financial reporting.
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PART II: OTHER INFORMATION

ITEM 1. LEGAL PROCEEDINGS

The information set forth under Note 10 “Commitments and Contingencies” to our condensed consolidated financial statements included in Part I,
Item 1 of this report is incorporated herein by reference.

ITEM 1A. RISK FACTORS

The following risk factors do not reflect any material changes to the risk factors set forth in our Annual Report on Form 10-K for the fiscal year ended
December 31, 2017, other than the revisions or additions to the risk factors set forth below with an asterisk (*) next to the title. The following information sets
forth risk factors that could cause our actual results to differ materially from those contained in forward-looking statements we have made in this Quarterly
Report on Form 10-Q and those we may make from time to time. If any of the following risks actually occur, our business, operating results, prospects or
financial condition could be harmed. Additional risks not presently known to us, or that we currently deem immaterial, may also affect our business
operations.

Risks Related to Our Company

*We have limited marketing experience, and have only recently begun establishing our sales force, distribution and reimbursement capabilities, and we
may not be able to successfully commercialize INGREZZA, or any of our product candidates if they are approved in the future.

Our ability to produce revenues ultimately depends on our ability to sell our products and secure adequate third-party reimbursement if and when they
are approved by the FDA. We currently have limited experience in marketing and selling pharmaceutical products. With respect to INGREZZA in particular,
we have only recently hired our sales force to sell INGREZZA, and have only recently begun establishing our distribution and reimbursement capabilities, all
of which will be necessary to successfully commercialize INGREZZA. While we have recently hired personnel, and engaged consultants with experience
marketing and selling pharmaceutical products, we may face difficulties related to managing the rapid growth of our personnel and infrastructure, and there
can be no guarantee that we will be able to establish or maintain the personnel, systems, arrangements and capabilities necessary to successfully
commercialize INGREZZA or any product candidate approved by the FDA in the future. If we fail to establish or maintain successful marketing, sales and
reimbursement capabilities or fail to enter into successful marketing arrangements with third parties, our product revenues may suffer.

We currently depend on a single source supplier for each of the production of INGREZZA and its active pharmaceutical ingredients. The loss of either of
these suppliers, or delays or problems in the supply of INGREZZA, could materially and adversely affect our ability to successfully commercialize
INGREZZA.

The manufacture of pharmaceutical products requires significant expertise and capital investment, including the development of process controls
required to consistently produce the active pharmaceutical ingredients and the finished product in sufficient quantities while meeting detailed product
specifications on a repeated basis. Manufacturers of pharmaceutical products may encounter difficulties in production, including difficulties with production
costs and yields, process controls, quality control and quality assurance, including testing of stability, impurities and impurity levels and other product
specifications by validated test methods, and compliance with strictly enforced United States, state and non-United States regulations. If our third-party
suppliers for INGREZZA encounter these or any other manufacturing, quality or compliance difficulties, we may be unable to meet commercial demand for
INGREZZA, which could materially and adversely affect our ability to successfully commercialize INGREZZA.

In addition, if our suppliers fail or refuse to supply us with INGREZZA or its active pharmaceutical ingredient for any reason, it would take a
significant amount of time and expense to qualify a new supplier. The FDA and similar international regulatory bodies must approve manufacturers of the
active and inactive pharmaceutical ingredients and certain packaging materials used in pharmaceutical products. The loss of a supplier could require us to
obtain regulatory clearance and to incur validation and other costs associated with the transfer of the active pharmaceutical ingredients or product
manufacturing processes. If there are delays in qualifying new suppliers or facilities or a new supplier is unable to meet FDA or a similar international
regulatory body’s requirements for approval, there could be a shortage of INGREZZA, which could materially and adversely affect our ability to successfully
commercialize INGREZZA.
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We have no manufacturing capabilities. If third-party manufacturers of INGREZZA or any of our product candidates fail to devote sufficient time and
resources to our concerns, or if their performance is substandard, our clinical trials and product introductions may be delayed and our costs may rise.

We have in the past utilized, and intend to continue to utilize, third-party manufacturers to produce the drug compounds we use in our clinical trials
and for the commercialization of our products. We have limited experience in manufacturing products for commercial purposes and do not currently have any
manufacturing facilities. Consequently, we depend on, and will continue to depend on, several contract manufacturers for all production of products for
development and commercial purposes, including INGREZZA. If we are unable to obtain or retain third-party manufacturers, we will not be able to develop
or commercialize our products, including INGREZZA. The manufacture of our products for clinical trials and commercial purposes is subject to specific FDA
regulations, including current Good Manufacturing Practice regulations. Our third-party manufacturers might not comply with FDA regulations relating to
manufacturing our products for clinical trials and commercial purposes or other regulatory requirements now or in the future. Our reliance on contract
manufacturers also exposes us to the following risks:

 • contract manufacturers may encounter difficulties in achieving volume production, quality control and quality assurance, and also may
experience shortages in qualified personnel. As a result, our contract manufacturers might not be able to meet our clinical schedules or adequately
manufacture our products in commercial quantities when required;

 • switching manufacturers may be difficult because the number of potential manufacturers is limited. It may be difficult or impossible for us to find
a replacement manufacturer quickly on acceptable terms, or at all;

 • our contract manufacturers may not perform as agreed or may not remain in the contract manufacturing business for the time required to
successfully produce, store or distribute our products; and

 • drug manufacturers are subject to ongoing periodic unannounced inspection by the FDA, the United States Drug Enforcement Administration,
and other agencies to ensure strict compliance with current Good Manufacturing Practices and other government regulations and corresponding
foreign standards. We do not have control over third-party manufacturers’ compliance with these regulations and standards.

Our current dependence upon third parties for the manufacture of our products may reduce our profit margin, if any, on the sale of INGREZZA or our
future products and our ability to develop and deliver products on a timely and competitive basis.

*Our clinical trials may fail to demonstrate the safety and efficacy of our product candidates, which could prevent or significantly delay their regulatory
approval.

Before obtaining regulatory approval for the sale of any of our potential products, we must subject these product candidates to extensive preclinical
and clinical testing to demonstrate their safety and efficacy for humans. Clinical trials are expensive, time-consuming and may take years to complete.

In connection with the clinical trials of our product candidates, we face the risks that:

 • the FDA or similar foreign regulatory authority may not allow an Investigational New Drug (IND) application or foreign equivalent filings
required to initiate human clinical studies for our drug candidates or the FDA may require additional preclinical studies as a condition of the
initiation of Phase I clinical studies, or additional clinical studies for progression from Phase I to Phase II, or Phase II to Phase III, or for NDA
approval;

 • the product candidate may not prove to be effective or as effective as other competing product candidates;

 • we may discover that a product candidate may cause harmful side effects or results of required toxicology studies may not be acceptable to the
FDA;

 • the results may not replicate the results of earlier, smaller trials;

 • the FDA or similar foreign regulatory authorities may require use of new or experimental endpoints that may prove insensitive to treatment
effects;

 • we or the FDA or similar foreign regulatory authorities may suspend the trials;

 • the results may not be statistically significant;

 • patient recruitment may be slower than expected;

 • patients may drop out of the trials; and

 • regulatory requirements may change.
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These risks and uncertainties impact all of our clinical programs. Specifically, our VMAT2 inhibitor program will be impacted if any of the events
above lead to delayed timelines for the enrollment in, or completion of, clinical trials of INGREZZA for Tourette syndrome. Likewise, any of the clinical,
regulatory or operational events described above could change our planned clinical and regulatory activities for the opicapone program in Parkinson’s disease.
With respect to our gonadotropin-releasing hormone (GnRH) program with AbbVie, any of these events could delay timelines for the completion of the Phase
III uterine fibroids program. Additionally, any of these events described above could result in suspension of a program and/or obviate any filings for
necessary regulatory approvals.

In addition, late-stage clinical trials are often conducted with patients having the most advanced stages of disease. During the course of treatment,
these patients can die or suffer other adverse medical effects for reasons that may not be related to the pharmaceutical agent being tested but which can
nevertheless adversely affect clinical trial results. Any failure or substantial delay in completing clinical trials for our product candidates may severely harm
our business.

Even if the clinical trials are successfully completed, we cannot guarantee that the FDA or foreign regulatory authorities will interpret the results as we
do, and more trials could be required before we submit our product candidates for approval. To the extent that the results of the trials are not satisfactory to
the FDA or foreign regulatory authorities for support of a marketing application, approval of our product candidates may be significantly delayed, or we may
be required to expend significant additional resources, which may not be available to us, to conduct additional trials in support of potential approval of our
product candidates.

*We depend on our current collaborators for the development and commercialization of our products and product candidates that we out-license and in-
license, and may need to enter into future collaborations to develop and commercialize certain of our product candidates.

Our strategy for fully developing and commercializing ORILISSA is dependent upon maintaining our current collaboration agreement with AbbVie.
This collaboration agreement provides for significant future payments should certain development, regulatory and commercial milestones be achieved, and
royalties on future sales of elagolix. Under this agreement, AbbVie is responsible for, among other things, conducting clinical trials and obtaining required
regulatory approvals for elagolix; as well as manufacturing and commercialization of ORILISSA.

Because of our reliance on AbbVie, the commercialization and continued development of ORILISSA could be substantially delayed, and our ability to
receive future funding could be substantially impaired, if AbbVie:

 • does not successfully commercialize ORILISSA for endometriosis;  

 • fails to gain regulatory approval of elagolix for uterine fibroids, and if applicable, successfully launch and commercialize elagolix for that
indication;

 • does not conduct its collaborative activities in a timely manner;

 • does not devote sufficient time and resources to our partnered program;

 • terminates its agreement with us;

 • develops, either alone or with others, products that may compete with elagolix;

 • disputes our respective allocations of rights to any products or technology developed during our collaboration; or

 • merges with a third party that wants to terminate our agreement.

In March 2015, we entered into a collaboration and license agreement with Mitsubishi Tanabe to develop and commercialize INGREZZA in Japan and
other select Asian markets. We will rely on Mitsubishi Tanabe to achieve certain development, regulatory and commercial milestones which, if achieved,
could generate significant future revenue for us. Our collaboration with Mitsubishi Tanabe is subject to risks and uncertainties similar to those described
above. In addition, we may need to enter into other out-licensing collaborations to assist in the development and commercialization of other product
candidates we are developing now or may develop in the future, and any such future collaborations would be subject to similar risks and uncertainties.

In February 2017, we entered into a license agreement with BIAL for the development and commercialization of opicapone for the treatment of human
diseases and conditions, including Parkinson’s disease, in the United States and Canada. Under the terms of the agreement, we are responsible for the
management of all opicapone development and commercialization activities; however, we will depend on BIAL to supply all drug product and investigation
medicinal product for our development and commercialization activities. In addition, pursuant to the license agreement, the parties have established a joint
steering committee with overall coordination and strategic oversight over activities under the agreement and to provide a forum for regular exchange of
information, and BIAL has the right to co-promote licensed products during certain periods of time and to engage in certain marketing-related activities in
cooperation with us. Accordingly, our strategy for developing and commercializing opicapone is dependent upon maintaining our current collaboration with
BIAL. Because of our reliance on BIAL for certain aspects related to the development and commercialization of opicapone, any disagreement with BIAL, or
BIAL’s decision to not devote sufficient time and resources to our collaboration or to not conduct activities in a timely manner, could substantially delay
and/or prohibit our ability to develop and commercialize opicapone.
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These issues and possible disagreements with AbbVie, Mitsubishi Tanabe, BIAL or any future corporate collaborators could lead to delays in the
collaborative research, development or commercialization of our product candidates. Furthermore, disagreements with these parties could require or result in
litigation or arbitration, which would be time-consuming and expensive. If any of these issues arise, it may delay the development and commercialization of
drug candidates and, ultimately, our generation of product revenues.

*We do not and will not have access to all information regarding the products and product candidates we licensed to AbbVie.

We do not and will not have access to all information regarding ORILISSA, including potentially material information about commercialization plans,
medical information strategies, clinical trial design and execution, safety reports from clinical trials, safety reports, regulatory affairs, process development,
manufacturing and other areas known by AbbVie. In addition, we have confidentiality obligations under our agreement with AbbVie. Thus, our ability to keep
our shareholders informed about the status of ORILISSA will be limited by the degree to which AbbVie keeps us informed and allows us to disclose such
information to the public. If AbbVie fails to keep us informed about commercialization efforts related to ORILISSA, or the status of the clinical development
or regulatory approval pathway of other product candidates licensed to it, we may make operational and/or investment decisions that we would not have made
had we been fully informed, which may materially and adversely affect our business and operations.

*We are subject to ongoing obligations and continued regulatory review for INGREZZA, which may result in significant additional expense and market
withdrawal. Additionally, our other product candidates, if approved, could be subject to labeling and other restrictions and market withdrawal and we
may be subject to penalties if we fail to comply with regulatory requirements or experience unanticipated problems with our products.

We received FDA regulatory approval for INGREZZA in April 2017. This approval and other regulatory approvals for any of our product candidates
may also be subject to limitations on the approved indicated uses for which the product may be marketed or to the conditions of approval, or contain
requirements for potentially costly post-marketing testing, including Phase IV clinical trials, and surveillance to monitor the safety and efficacy of the product
candidate. With respect to the FDA’s approval of INGREZZA for TD, we are subject to certain post-marketing requirements and commitments. Failure to
comply with these post-marketing requirements and commitments could result in withdrawal of our marketing approval for INGREZZA. In addition, with
respect to INGREZZA, and any product candidate that the FDA or a comparable foreign regulatory authority approves, the manufacturing processes, labeling,
packaging, distribution, adverse event reporting, storage, advertising, promotion and recordkeeping for the product will be subject to extensive and ongoing
regulatory requirements. These requirements include submissions of safety and other post-marketing information and reports, registration, as well as
continued compliance with current Good Manufacturing Practices for any clinical trials that we conduct post-approval. Later discovery of previously
unknown problems with a product, including adverse events of unanticipated severity or frequency (especially for a product, such as INGREZZA, which has
been administered in only a limited patient population to date), or with our third-party manufacturers or manufacturing processes, or failure to comply with
regulatory requirements, may result in, among other things:

 • restrictions on the marketing or manufacturing of the product, withdrawal of the product from the market, or voluntary or mandatory product
recalls;

 • fines, warning letters or holds on clinical trials;

 • refusal by the FDA to approve pending applications or supplements to approved applications filed by us, or suspension or revocation of product
license approvals;

 • product seizure or detention, or refusal to permit the import or export of products; and

 • product injunctions or the imposition of civil or criminal penalties.

The FDA’s policies may change and additional government regulations may be enacted that could prevent, limit or delay regulatory approval of any of
our product candidates or future indications for currently approved products. If we are slow or unable to adapt to changes in existing requirements or the
adoption of new requirements or policies, or if we are not able to maintain regulatory compliance, we may lose any marketing approval that we may have
obtained, which would adversely affect our business, prospects and ability to achieve or sustain profitability on a sustained basis.

Governmental and third-party payors may impose sales and pharmaceutical pricing controls on our products or limit coverage and/or reimbursement for
our products that could limit our product revenues and delay sustained profitability.

Our ability to commercialize any products successfully, including INGREZZA, will depend in part on the extent to which coverage and adequate
reimbursement for these products and related treatments will be available. The continuing efforts of government and third-party payors to contain or reduce
the costs of health care through various means may reduce our potential revenues. These payors’ efforts could decrease the price that we receive for any
products we may develop and sell in the future.
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Assuming we obtain coverage for a given product by a third-party payor, the resulting reimbursement payment rates may not be adequate or may
require co-payments that patients find unacceptably high. Patients who are prescribed medications for the treatment of their conditions, and their prescribing
physicians, generally rely on third-party payors to reimburse all or part of the costs associated with their prescription drugs. Patients are unlikely to use our
products unless coverage is provided and reimbursement is adequate to cover all or a significant portion of the cost of our products. Coverage decisions may
depend upon clinical and economic standards that disfavor new drug products when more established or lower cost therapeutic alternatives are already
available or subsequently become available regardless of whether they are approved by the FDA for that particular use.

Government authorities and other third-party payors are developing increasingly sophisticated methods of controlling healthcare costs, such as by
limiting coverage and the amount of reimbursement for particular medications. Further, no uniform policy requirement for coverage and reimbursement for
drug products exists among third-party payors in the United States. Therefore, coverage and reimbursement for drug products can differ significantly from
payor to payor. As a result, the coverage determination process is often a time-consuming and costly process that will require us to provide scientific and
clinical support for the use of our products to each payor separately, with no assurance that coverage and adequate reimbursement will be applied consistently
or obtained in the first instance. In addition, communications from government officials regarding health care costs and pharmaceutical pricing could have a
negative impact on our stock price, even if such communications do not ultimately impact coverage or reimbursement decisions for our products.

There may also be significant delays in obtaining coverage and reimbursement for newly approved drugs, and coverage may be more limited than the
purposes for which the drug is approved by the FDA or comparable foreign regulatory authorities. Moreover, eligibility for coverage and reimbursement does
not imply that a drug will be paid for in all cases or at a rate that covers our costs, including research, development, manufacture, sale and distribution. If
coverage and reimbursement are not available or reimbursement is available only to limited levels, we may not successfully commercialize INGREZZA or
any other product candidate for which we obtain marketing approval. Our inability to promptly obtain coverage and profitable reimbursement rates from both
government-funded and private payors for any approved products that we develop could have a material adverse effect on our operating results, our ability to
raise capital needed to commercialize products and our overall financial condition.

*If physicians and patients do not accept INGREZZA or any of our other products, or our sales and marketing efforts are not effective, we may not
generate sufficient revenue.

The commercial success of INGREZZA or any of our other products, if approved for marketing, will depend upon the acceptance of those products as
safe and effective by the medical community and patients.

The market acceptance of INGREZZA or any of our other products could be affected by a number of factors, including:

 • the timing of receipt of marketing approvals for indications;

 • the safety and efficacy of the products;

 • the pricing of our products;

 • the availability of coverage and adequate reimbursement for the products;

 • the success of existing products addressing our target markets or the emergence of equivalent or superior products; and

 • the cost-effectiveness of the products.

In addition, market acceptance depends on the effectiveness of our marketing strategy and distribution support, and, to date, although we have hired
experienced sales and marketing professionals, we have very limited sales and marketing experience. We may face difficulties related to managing the growth
of our sales and marketing organization, and it is possible that the rapid expansion in our sales and marketing team may have a short-term negative effect on
our external sales and marketing efforts given the need to devote significant time to the training and integration of these personnel. If our sales and marketing
efforts are not effective and the medical community and patients do not ultimately accept our products as being safe, effective, superior and/or cost-effective,
we may not generate sufficient revenue.
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*Because the development of our product candidates is subject to a substantial degree of technological uncertainty, we may not succeed in developing any
of our product candidates.

All of our product candidates are currently in research or clinical development with the exceptions of INGREZZA, which has been approved by the
FDA for TD, and ORILISSA (partnered with AbbVie), which has been approved by the FDA for the management of moderate to severe endometriosis pain in
women. Only a small number of research and development programs ultimately result in commercially successful drugs. Potential products that appear to be
promising at early stages of development may not reach the market for a number of reasons. These reasons include the possibilities that the potential products
may:

 • be found ineffective or cause harmful side effects during preclinical studies or clinical trials;

 • fail to receive necessary regulatory approvals on a timely basis or at all;

 • be precluded from commercialization by proprietary rights of third parties;

 • be difficult to manufacture on a large scale; or

 • be uneconomical to commercialize or fail to achieve market acceptance.

If any of our product candidates encounters any of these potential problems, we may never successfully market that product candidate.

Our indebtedness and liabilities could limit the cash flow available for our operations, expose us to risks that could adversely affect our business,
financial condition and results of operations.

To date, we have sold $517.5 million aggregate principal amount of 2.25% convertible senior notes due 2024 (2024 Notes). We may also incur
additional indebtedness to meet future financing needs. Our indebtedness could have significant negative consequences for our security holders and our
business, results of operations and financial condition by, among other things:

 • increasing our vulnerability to adverse economic and industry conditions;

 • limiting our ability to obtain additional financing;

 • requiring the dedication of a substantial portion of our cash flow from operations to service our indebtedness, which will reduce the amount of
cash available for other purposes;

 • limiting our flexibility to plan for, or react to, changes in our business;

 • diluting the interests of our existing stockholders as a result of issuing shares of our common stock upon conversion of the 2024 Notes; and

 • placing us at a possible competitive disadvantage with competitors that are less leveraged than us or have better access to capital.

Our business may not generate sufficient funds, and we may otherwise be unable to maintain sufficient cash reserves, to pay amounts due under the
2024 Notes and any additional indebtedness that we may incur. In addition, our cash needs may increase in the future. In addition, any future indebtedness
that we may incur may contain financial and other restrictive covenants that limit our ability to operate our business, raise capital or make payments under our
other indebtedness. If we fail to comply with these covenants or to make payments under our indebtedness when due, then we would be in default under that
indebtedness, which could, in turn, result in that and our other indebtedness becoming immediately payable in full.

*The conditional conversion feature of the 2024 Notes, if triggered, may adversely affect our financial condition and operating results liquidity.

As of September 30, 2018, the conditional conversion feature of the 2024 Notes had been triggered, allowing holders of 2024 Notes to convert their
2024 Notes at any time during the period beginning on October 1, 2018 and ending at the close of business on December 31, 2018.  The future conditional
convertibility of the 2024 Notes will be monitored at each quarterly reporting date and analyzed dependent upon market prices of the Company’s common
stock during the prescribed measurement periods, and as a result, it is possible that holders of 2024 Notes will continue to be entitled to convert their 2024
Notes at any time during specified periods at their option. If one or more of the holders of the 2024 Notes elects to convert their notes, unless we satisfy our
conversion obligation by delivering only shares of our common stock, we would be required to settle all or a portion of our conversion obligation through the
payment of cash, which could adversely affect our liquidity.
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*We have a history of losses and expect to increase our expenses for the foreseeable future, and we may never achieve sustained profitability.

Since our inception, we have incurred significant net losses and negative cash flow from operations. As a result of historical operating losses, we had
an accumulated deficit of approximately $1.2 billion as of December 31, 2017.

In April 2017, we received FDA approval of INGREZZA for TD, and in July 2018, our partner AbbVie received FDA approval for ORILISSA for
management of moderate to severe endometriosis pain in women. However, we have not yet obtained regulatory approvals for any other product candidates.
Even if we succeed in commercializing INGREZZA or developing and commercializing any of our other product candidates, we may not be profitable. We
also expect to continue to incur significant operating and capital expenditures as we:

 • commercialize INGREZZA for TD;

 • seek regulatory approvals for our product candidates;

 • develop, formulate, manufacture and commercialize our product candidates;

 • in-license or acquire new product development opportunities;

 • implement additional internal systems and infrastructure; and

 • hire additional clinical, scientific, sales and marketing personnel.

We expect to increase our expenses and other investments in the coming years as we fund our operations, in-licensing or acquisition opportunities, and
capital expenditures. While we were profitable for the three and nine months ended September 30, 2018, we expect our future operating results and
profitability to fluctuate from period to period due to the factors described above, and we will need to generate significant revenues to achieve and maintain
profitability and positive cash flow on a sustained basis. We may not be able to generate these revenues, and we may never achieve profitability on a sustained
basis in the future. Our failure to maintain or increase profitability on a sustained basis could negatively impact the market price of our common stock.

*We have recently increased the size of our organization and will need to continue to increase the size of our organization. We may encounter difficulties
with managing our growth, which could adversely affect our results of operations.

As of September 30, 2018, we had approximately 574 employees. Although we have already substantially increased the size of our organization, we
may need to add additional qualified personnel and resources, especially now that we have a commercial sales force. Our current infrastructure may be
inadequate to support our development and commercialization efforts and expected growth. Future growth will impose significant added responsibilities on
members of management, including the need to identify, recruit, maintain and integrate additional employees, and may take time away from running other
aspects of our business, including development and commercialization of our product candidates. We may not be able to effectively manage the expansion of
our operations, which may result in weaknesses in our infrastructure, give rise to operational mistakes, loss of business opportunities, loss of employees, and
reduced productivity among remaining employees. Our expected growth could require significant capital expenditures and may divert financial resources
from other projects, such as our development and commercialization efforts. If our management is unable to effectively manage our growth, our expenses
may increase more than expected, our development and commercialization efforts could be negatively impacted, and we may not be able to implement our
business strategy.

Our future financial performance and our ability to commercialize INGREZZA and any other product candidates that receive regulatory approval will
depend, in part, on our ability to manage any future growth effectively. In particular, as we commercialize INGREZZA, we will need to support the training
and ongoing activities of our sales force, and it is possible that the rapid expansion in our sales and marketing team may have a short-term negative effect on
our external sales and marketing efforts given the need to devote significant time to the training and integration of these personnel. In addition, we will likely
need to continue to expand the size of our employee base for managerial, operational, financial and other resources. To that end, we must be able to:

 • manage our development efforts effectively;

 • integrate additional management, administrative and manufacturing personnel;

 • further develop our marketing and sales organization; and

 • maintain sufficient administrative, accounting and management information systems and controls.

We may not be able to accomplish these tasks or successfully manage our operations and, accordingly, may not achieve our research, development,
and commercialization goals. Our failure to accomplish any of these goals could harm our financial results and prospects.
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*We license some of our core technologies and drug candidates from third parties. If we default on any of our obligations under those licenses, or violate
the terms of these licenses, we could lose our rights to those technologies and drug candidates or be forced to pay damages.

We are dependent on licenses from third parties for some of our key technologies. These licenses typically subject us to various commercialization,
reporting and other obligations. If we fail to comply with these obligations, we could lose important rights. If we were to default on our obligations under any
of our licenses, we could lose some or all of our rights to develop, market and sell products covered by these licenses. For example, BIAL may terminate our
license agreement, pursuant to which we have rights to develop and commercialize opicapone, if we fail to use commercially reasonable efforts, fail to submit
an NDA for a licensed product by a specified date, or otherwise breach the license agreement. In addition, if we were to violate any of the terms of our
licenses, we could become subject to damages. Likewise, if we were to lose our rights under a license to use proprietary research tools, it could adversely
affect our existing collaborations or adversely affect our ability to form new collaborations. We also face the risk that our licensors could, for a number of
reasons, lose patent protection or lose their rights to the technologies we have licensed, thereby impairing or extinguishing our rights under our licenses with
them.

The independent clinical investigators and contract research organizations that we rely upon to conduct our clinical trials may not be diligent, careful or
timely, and may make mistakes, in the conduct of our trials.

We depend on independent clinical investigators and contract research organizations (CROs) to conduct our clinical trials under their agreements with
us. The investigators are not our employees, and we cannot control the amount or timing of resources that they devote to our programs. If our independent
investigators fail to devote sufficient time and resources to our drug development programs, or if their performance is substandard, or not in compliance with
Good Clinical Practices, it may delay or prevent the approval of our FDA applications and our introduction of new drugs. The CROs we contract with for
execution of our clinical trials play a significant role in the conduct of the trials and the subsequent collection and analysis of data. Failure of the CROs to
meet their obligations could adversely affect clinical development of our products. Moreover, these independent investigators and CROs may also have
relationships with other commercial entities, some of which may compete with us. If independent investigators and CROs assist our competitors at our
expense, it could harm our competitive position.

We may be subject to claims that we or our employees have wrongfully used or disclosed alleged trade secrets of their former employers.

As is commonplace in the biotechnology industry, we employ individuals who were previously employed at other biotechnology or pharmaceutical
companies, including our competitors or potential competitors. Although no claims against us are currently pending, we may be subject to claims that these
employees or we have inadvertently or otherwise used or disclosed trade secrets or other proprietary information of their former employers. 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 management.

*If we are unable to retain and recruit qualified scientists or if any of our key senior executives discontinues his or her employment with us, it may delay
our development efforts or impact our commercialization of INGREZZA or any product candidate approved by the FDA.

We are highly dependent on the principal members of our management and scientific staff. The loss of any of these people could impede the
achievement of our objectives, including the successful commercialization of INGREZZA or any product candidate approved by the FDA. Furthermore,
recruiting and retaining qualified scientific personnel to perform research and development work in the future, along with personnel with experience
marketing and selling pharmaceutical products, is critical to our success. We may be unable to attract and retain personnel on acceptable terms given the
competition among biotechnology, pharmaceutical and health care companies, universities and non-profit research institutions for experienced scientists and
individuals with experience marketing and selling pharmaceutical products. We may face particular retention challenges in light of the recent rapid growth in
our personnel and infrastructure and the perceived impact of those changes upon our corporate culture. In addition, we rely on a significant number of
consultants to assist us in formulating our research and development strategy and our commercialization strategy. Our consultants may have commitments to,
or advisory or consulting agreements with, other entities that may limit their availability to us.

If the market opportunities for our products and product candidates are smaller than we believe they are, our revenues may be adversely affected and our
business may suffer.

Certain of the diseases that INGREZZA and our product candidates are being developed to address are in underserved and underdiagnosed
populations. Our projections of both the number of people who have these diseases, as well as the subset of people with these diseases who will seek
treatment utilizing our products or product candidates, may not be accurate. If our estimates of the prevalence or number of patients potentially on therapy
prove to be inaccurate, the market opportunities for INGREZZA and our product candidates may be smaller than we believe they are, our prospects for
generating expected revenue may be adversely affected and our business may suffer.
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We could face liability if a regulatory authority determines that we are promoting INGREZZA, or any of our product candidates that receives regulatory
approval, for “off-label” uses.

A company may not promote “off-label” uses for its drug products. An off-label use is the use of a product for an indication that is not described in the
product’s FDA-approved label in the United States or for uses in other jurisdictions that differ from those approved by the applicable regulatory agencies.
Physicians, on the other hand, may prescribe products for off-label uses. Although the FDA and other regulatory agencies do not regulate a physician’s choice
of drug treatment made in the physician’s independent medical judgment, they do restrict promotional communications from companies or their sales force
with respect to off-label uses of products for which marketing clearance has not been issued. A company that is found to have promoted off-label use of its
product may be subject to significant liability, including civil and criminal sanctions. We intend to comply with the requirements and restrictions of the FDA
and other regulatory agencies with respect to our promotion of our products, including INGREZZA, but we cannot be sure that the FDA or other regulatory
agencies will agree that we have not violated their restrictions. As a result, we may be subject to criminal and civil liability. In addition, our management’s
attention could be diverted to handle any such alleged violations. A significant number of companies have been the target of inquiries and investigations by
various United States federal and state regulatory, investigative, prosecutorial and administrative entities in connection with the promotion of products for
unapproved uses and other sales practices, including the Department of Justice and various United States Attorneys’ Offices, the Office of Inspector General
of the Department of Health and Human Services, the FDA, the Federal Trade Commission and various state Attorneys General offices. These investigations
have alleged violations of various United States federal and state laws and regulations, including claims asserting antitrust violations, violations of the federal
False Claims Act, the Prescription Drug Marketing Act, anti-kickback laws, and other alleged violations in connection with the promotion of products for
unapproved uses, pricing and Medicare and/or Medicaid reimbursement. If the FDA or any other governmental agency initiates an enforcement action against
us or if we are the subject of a qui tam suit and it is determined that we violated prohibitions relating to the promotion of products for unapproved uses, we
could be subject to substantial civil or criminal fines or damage awards and other sanctions such as consent decrees and corporate integrity agreements
pursuant to which our activities would be subject to ongoing scrutiny and monitoring to ensure compliance with applicable laws and regulations. Any such
fines, awards or other sanctions would have an adverse effect on our revenue, business, financial prospects, and reputation.

*Because our operating results may vary significantly in future periods, our stock price may decline.

Our quarterly revenues, expenses and operating results have fluctuated in the past and are likely to fluctuate significantly in the future. Our financial
results are unpredictable and may fluctuate, for among other reasons, due to commercial sales of INGREZZA, royalties from out-licensed products, the
impact of Medicare Part D coverage; our achievement of product development objectives and milestones, clinical trial enrollment and expenses, research and
development expenses and the timing and nature of contract manufacturing and contract research payments. In addition, we recently received regulatory
approval from the FDA for INGREZZA in TD and our revenues will be dependent on our ability to sell INGREZZA and to secure adequate third-party
reimbursement. A high portion of our costs are predetermined on an annual basis, due in part to our significant research and development costs. Thus, small
declines in revenue could disproportionately affect financial results in a quarter. While we were profitable for the three and nine months ended September 30,
2018, we expect our future operating results and profitability to fluctuate from period to period, and even if we become profitable on a quarterly or annual
basis, we may not be able to sustain or increase our profitability. Moreover, as our company and our market capitalization have grown, our financial
performance has become increasingly subject to quarterly and annual comparisons with the expectations of securities analysts or investors. The failure of our
financial results to meet these expectations, either in a single quarterly or annual period or over a sustained period of time, could cause our stock price to
decline.

The recently passed comprehensive tax reform bill could adversely affect our business and financial condition.

On December 22, 2017, new legislation was enacted that significantly revises the Internal Revenue Code of 1986, as amended. The newly enacted
federal income tax law, among other things, contains significant changes to corporate taxation, including reduction of the corporate tax rate from a top
marginal rate of 35% to a flat rate of 21%, limitation of the tax deduction for interest expense to 30% of adjusted earnings (except for certain small
businesses), limitation of the deduction for net operating losses to 80% of current year taxable income and elimination of net operating loss carrybacks, one
time taxation of offshore earnings at reduced rates regardless of whether they are repatriated, elimination of U.S. tax on foreign earnings (subject to certain
important exceptions), immediate deductions for certain new investments instead of deductions for depreciation expense over time, and modifying or
repealing many business deductions and credits. Notwithstanding the reduction in the corporate income tax rate, the overall impact of the new federal tax law
is uncertain and our business and financial condition could be adversely affected. In addition, it is uncertain if and to what extent various states will conform
to the newly enacted federal tax law. The impact of this tax reform on holders of our common stock is also uncertain and could be adverse. We urge our
stockholders to consult with their legal and tax advisors with respect to this legislation and the potential tax consequences of investing in or holding our
common stock.
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Our effective tax rate may fluctuate, and we may incur obligations in tax jurisdictions in excess of accrued amounts.

Our effective tax rate is derived from a combination of applicable tax rates in the various places that we operate. In preparing our financial statements,
we estimate the amount of tax that will become payable in each of such places. Nevertheless, our effective tax rate may be different than experienced in the
past due to numerous factors, including passage of the newly enacted federal income tax law, changes in the mix of our profitability from state to state, the
results of examinations and audits of our tax filings, our inability to secure or sustain acceptable agreements with tax authorities, changes in accounting for
income taxes and changes in tax laws. Any of these factors could cause us to experience an effective tax rate significantly different from previous periods or
our current expectations and may result in tax obligations in excess of amounts accrued in our financial statements.

Our ability to use net operating losses to offset future taxable income may be subject to limitations.

As of December 31, 2017, we had federal and state income tax net operating loss carry forwards of approximately $978.7 million and $535.3 million,
respectively. These net operating loss carry forwards could expire unused and be unavailable to offset future income tax liabilities. Under the newly enacted
federal income tax law, federal net operating losses incurred in 2018 and in future years may be carried forward indefinitely, but the deductibility of such
federal net operating losses is limited. It is uncertain if and to what extent various states will conform to the newly enacted federal tax law. In addition, under
Section 382 of the Internal Revenue Code of 1986, as amended, and corresponding provisions of state law, if a corporation undergoes an “ownership change,”
which is 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 carry forwards and other pre-change tax attributes to offset its post-change income or taxes may be limited. We have determined
that no ownership changes have occurred through December 31, 2016 or 2017. We may experience ownership changes in the future as a result of subsequent
shifts in our stock ownership, some of which may be outside of our control. If an ownership change occurs and our ability to use our net operating loss carry
forwards is materially limited, it would harm our future operating results by effectively increasing our future tax obligations.

*The price of our common stock is volatile.

The market prices for securities of biotechnology and pharmaceutical companies historically have been highly volatile, and the market for these
securities has from time to time experienced significant price and volume fluctuations that are unrelated to the operating performance of particular companies.
Furthermore, especially as our Company and market capitalization have grown, the price of our common stock has been increasingly affected by quarterly
and annual comparisons with the valuations and recommendations of the analysts who cover our business. If our results do not meet these analysts’ forecasts,
the expectations of our investors or the financial guidance we provide to investors in any period, which is based on assumptions that may be incorrect or that
may change from quarter to quarter, the market price of our common stock could decline. Over the course of the last 12 months, the price of our common
stock has ranged from approximately $60.00 per share to approximately $127.00 per share. The market price of our common stock may fluctuate in response
to many factors, including:

 • sales of INGREZZA and/or ORILISSA;

 • the status and cost of our post-marketing commitments for INGREZZA;

 • the results of our clinical trials;

 • developments concerning new and existing collaboration agreements;

 • announcements of technological innovations or new therapeutic products by us or others;

 • general economic and market conditions, including economic and market conditions affecting the biotechnology industry;

 • developments in patent or other proprietary rights;

 • developments related to the FDA;

 • future sales of our common stock by us or our stockholders;

 • comments by securities analysts;  

 • additions or departures of key personnel;

 • fluctuations in our operating results;

 • developments related to on-going litigation;

 • government regulation;

 • government and third-party payor coverage and reimbursement;

 • failure of any of our product candidates, if approved, to achieve commercial success; and

 • public concern as to the safety of our drugs.
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*If we cannot raise additional funding, we may be unable to complete development of our product candidates or establish commercial and manufacturing
capabilities in the future.

We may require additional funding to effectively commercialize INGREZZA, to continue our research and product development programs, to conduct
preclinical studies and clinical trials, for operating expenses, to pursue regulatory approvals for our product candidates, for the costs involved in filing and
prosecuting patent applications and enforcing or defending patent claims, if any, and the cost of product in-licensing and any possible acquisitions. In
addition, we may require additional funding to establish manufacturing and marketing capabilities in the future. We believe that our existing capital resources,
together with investment income, and future payments due under our strategic alliances, will be sufficient to satisfy our current and projected funding
requirements for at least the next 12 months. However, these resources might be insufficient to conduct research and development programs, fully
commercialize products and operate the company to the full extent currently planned. If we cannot obtain adequate funds, we may be required to curtail
significantly our commercial plans or one or more of our research and development programs or obtain funds through additional arrangements with corporate
collaborators or others that may require us to relinquish rights to some of our technologies or product candidates.

Our future capital requirements will depend on many factors, including:

 • the commercial success of INGREZZA;

 • debt service obligations on the 2024 Notes;

 • continued scientific progress in our research and development programs;

 • the magnitude and complexity of our research and development programs;

 • progress with preclinical testing and clinical trials;

 • the time and costs involved in obtaining regulatory approvals;

 • the costs involved in filing and pursuing patent applications, enforcing patent claims, or engaging in interference proceedings or other patent
litigation;

 • competing technological and market developments;

 • the establishment of additional strategic alliances;

 • developments related to any future litigation;

 • the cost of commercialization activities and arrangements, including manufacturing of our product candidates; and

 • the cost of product in-licensing and any possible acquisitions.

We intend to seek additional funding through strategic alliances, and may seek additional funding through public or private sales of our securities,
including equity securities. For example, for so long as we continue to satisfy the requirements to be deemed a well-known seasoned issuer, we can utilize a
shelf registration statement currently on file with the Securities and Exchange Commission (SEC), to allow us to issue an unlimited number of securities from
time to time. In addition, during the second quarter of 2017, we issued the 2024 Notes and we have previously financed capital purchases and may continue to
pursue opportunities to obtain additional debt financing in the future. Additional equity or debt financing might not be available on reasonable terms, if at all.
Any additional equity financings will be dilutive to our stockholders and any additional debt financings may involve operating covenants that restrict our
business.

Compliance with changing regulation of corporate governance and public disclosure may result in additional expenses.

Changing laws, regulations and standards relating to corporate governance and public disclosure, including the Sarbanes-Oxley Act of 2002, the
Dodd-Frank Wall Street Reform and Consumer Protection Act, new SEC regulations and NASDAQ rules, are creating uncertainty for companies such as
ours. These laws, regulations and standards are subject to varying interpretations in some cases due to their lack of specificity, and as a result, their application
in practice may evolve over time as new guidance is provided by regulatory and governing bodies, which could result in continuing uncertainty regarding
compliance matters and higher costs necessitated by ongoing revisions to disclosure and governance practices. We are committed to maintaining high
standards of corporate governance and public disclosure. As a result, our efforts to comply with evolving laws, regulations and standards have resulted in, and
are likely to continue to result in, increased sales, general and administrative expenses and management time related to compliance activities. If we fail to
comply with these laws, regulations and standards, our reputation may be harmed and we might be subject to sanctions or investigation by regulatory
authorities, such as the SEC. Any such action could adversely affect our financial results and the market price of our common stock.
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Risks Related to Our Industry

*Health care reform measures and other recent legislative initiatives could adversely affect our business.

The business and financial condition of pharmaceutical and biotechnology companies are affected by the efforts of governmental and third-party
payors to contain or reduce the costs of health care. In the United States, comprehensive health care reform legislation was enacted by the Federal government
and we expect that there will continue to be a number of federal and state proposals to implement government control over the pricing of prescription
pharmaceuticals. In addition, increasing emphasis on reducing the cost of health care in the United States will continue to put pressure on the rate of adoption
and pricing of prescription pharmaceuticals. Moreover, in some foreign jurisdictions, pricing of prescription pharmaceuticals is already subject to government
control. Additionally, other recent federal and state legislation imposes new obligations on manufacturers of pharmaceutical products, among others, related
to product tracking and tracing. Among the requirements of this new legislation, manufacturers are required to provide certain information regarding the drug
product provided to individuals and entities to which product ownership is transferred, label drug product with a product identifier, and keep certain records
regarding distribution of the drug product. Further, under this new legislation, manufacturers will have drug product investigation, quarantine, disposition,
notification and purchaser license verification responsibilities related to counterfeit, diverted, stolen, and intentionally adulterated products, as well as
products that are the subject of fraudulent transactions or which are otherwise unfit for distribution such that they would be reasonably likely to result in
serious health consequences or death.

Additionally, in March 2010, the Patient Protection and Affordable Care Act, as amended by the Health Care and Education Reconciliation Act of
2010, or collectively the ACA, was signed into law, which was intended to broaden access to health insurance, reduce or constrain the growth of healthcare
spending, enhance remedies against fraud and abuse, add transparency requirements for the healthcare and health insurance industries, impose taxes and fees
on the health industry and impose additional health policy reforms. Among the provisions of the ACA of importance to our potential drug candidates are:

 • an annual, nondeductible fee on any entity that manufactures or imports specified branded prescription drugs and biologic agents, apportioned
among these entities according to their market share in certain government healthcare programs;  

 • an increase in the statutory minimum rebates a manufacturer must pay under the Medicaid Drug Rebate Program to 23.1% and 13.0% of the
average manufacturer price for branded and generic drugs, respectively;

 • a new methodology by which rebates owed by manufacturers under the Medicaid Drug Rebate Program are calculated for drugs that are inhaled,
infused, instilled, implanted or injected;

 • extension of a manufacturer’s Medicaid rebate liability to covered drugs dispensed to individuals who are enrolled in Medicaid managed care
organizations;

 • expansion of eligibility criteria for Medicaid programs by, among other things, allowing states to offer Medicaid coverage to certain individuals
with income at or below 133% of the federal poverty level, thereby potentially increasing a manufacturer’s Medicaid rebate liability;

 • a new Medicare Part D coverage gap discount program, in which manufacturers must agree to offer 50% (and 70% commencing January 1, 2019)
point-of-sale discounts off negotiated prices of applicable brand drugs to eligible beneficiaries during their coverage gap period, as a condition for
a manufacturer’s outpatient drugs to be covered under Medicare Part D;

 • expansion of the entities eligible for discounts under the Public Health Service pharmaceutical pricing program; and

 • a new Patient-Centered Outcomes Research Institute to oversee, identify priorities in, and conduct comparative clinical effectiveness research,
along with funding for such research.

Some of the provisions of the ACA have yet to be fully implemented, and there have been legal and political challenges to certain aspects of the ACA.
Since January 2017, two executive orders and other directives designed to delay, circumvent, or loosen certain requirements mandated by the ACA have been
put into place. Concurrently, Congress has considered legislation that would repeal or repeal and replace all or part of the ACA. While Congress has not
passed repeal legislation, the newly enacted federal income tax law includes a provision repealing, effective January 1, 2019, the tax-based shared
responsibility payment imposed by the ACA on certain individuals who fail to maintain qualifying health coverage for all or part of a year that is commonly
referred to as the “individual mandate”. Additionally, on January 22, 2018, a continuing resolution was enacted on appropriations for fiscal year 2018 that
delayed the implementation of certain ACA-mandated fees, including the so-called “Cadillac” tax on certain high cost employer-sponsored insurance plans,
the annual fee imposed on certain health insurance providers based on market share, and the medical device excise tax on non-exempt medical devices.
Further, the Bipartisan Budget Act of 2018, or the BBA, among other things, amends the ACA, effective January 1, 2019, to close the coverage gap in most
Medicare drug plans, commonly referred to as the “donut hole”. Moreover, in July 2018, the Centers for Medicare and Medicaid Services, or CMS, published
a final rule permitting further collections and payments to and from certain ACA-qualified health plans and health insurance issuers under the ACA risk
adjustment program in response to the outcome of federal district court litigation regarding the method CMS uses to determine this risk adjustment. Congress
may consider other legislation to repeal or replace elements of the ACA.
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Other legislative changes have been proposed and adopted since the ACA was enacted. These changes include aggregate reductions to Medicare
payments to providers of up to 2% per fiscal year pursuant to the Budget Control Act of 2011, which began in 2013 and, due to subsequent legislative
amendments to the statute, including the BBA, will remain in effect through 2027 unless additional Congressional action is taken. The American Taxpayer
Relief Act of 2012, among other things, further reduced Medicare payments to several providers, including hospitals and cancer treatment centers, increased
the statute of limitations period for the government to recover overpayments to providers from three to five years.

Additional changes that may affect our business include the expansion of new programs such as Medicare payment for performance initiatives for
physicians under MACRA, which will be fully implemented in 2019. At this time it is unclear how the introduction of the Medicare quality payment program
will impact overall physician reimbursement. Also, there has been heightened governmental scrutiny recently over pharmaceutical pricing practices in light of
the rising cost of prescription drugs and biologics. Such scrutiny has resulted in several recent Congressional inquiries and proposed and enacted federal and
state legislation designed to, among other things, bring more transparency to product pricing, review the relationship between pricing and manufacturer
patient programs, and reform government program reimbursement methodologies for products. At the federal level, the current presidential administration’s
budget proposal for fiscal year 2019 contains further drug price control measures that could be enacted during the 2019 budget process or in other future
legislation, including, for example, measures to permit Medicare Part D plans to negotiate the price of certain drugs under Medicare Part B, to allow some
states to negotiate drug prices under Medicaid, and to eliminate cost sharing for generic drugs for low-income patients. Further, the current presidential
administration released a “Blueprint” to lower drug prices and reduce out of pocket costs of drugs that contains additional proposals to increase manufacturer
competition, increase the negotiating power of certain federal healthcare programs, incentivize manufacturers to lower the list price of their products and
reduce the out of pocket costs of drug products paid by consumers. The U.S. Department of Health and Human Services has already started the process of
soliciting feedback on certain of these measures and, additionally, is immediately implementing others under its existing authority. For example, in September
2018, CMS announced that it will allow Medicare Advantage Plans the option to use step therapy for Part B drugs beginning January 1, 2019. Although a
number of these, and other potential, proposals will require authorization through additional legislation to become effective, Congress and the executive
branch have each indicated that it will continue to seek new legislative and/or administrative measures to control drug costs. At the state level, legislatures
have increasingly passed legislation and implemented regulations designed to control pharmaceutical and biological product pricing, including price or patient
reimbursement constraints, discounts, restrictions on certain product access and marketing cost disclosure and transparency measures, and, in some cases,
designed to encourage importation from other countries and bulk purchasing.  

We expect that the ACA, as well as other healthcare reform measures that may be adopted in the future, may result in more rigorous coverage criteria
and lower reimbursement, and in additional downward pressure on the price that we receive for any approved product. Any reduction in reimbursement from
Medicare or other government-funded programs may result in a similar reduction in payments from private payors. The implementation of cost containment
measures or other healthcare reforms may prevent us from being able to generate revenue, attain sustained profitability or commercialize our drugs.

Additionally, on May 30, 2018, the Trickett Wendler, Frank Mongiello, Jordan McLinn, and Matthew Bellina Right to Try Act of 2017 was signed into
law. The law, among other things, provides a federal framework for certain patients to access certain investigational new drug products that have completed a
Phase I clinical trial and that are undergoing investigation for FDA approval. Under certain circumstances, eligible patients can seek treatment without
enrolling in clinical trials and without obtaining FDA permission under the FDA expanded access program. There is no obligation for a drug manufacturer to
make its drug products available to eligible patients as a result of the Right to Try Act.

We are currently unable to predict what additional legislation or regulation, if any, relating to the health care industry may be enacted in the future or
what effect recently enacted federal legislation or any such additional legislation or regulation would have on our business. The pendency or approval of such
proposals or reforms could result in a decrease in our stock price or limit our ability to raise capital or to enter into collaboration agreements for the further
development and commercialization of our programs and products.

We face intense competition, and if we are unable to compete effectively, the demand for our products may be reduced.

The biotechnology and pharmaceutical industries are subject to rapid and intense technological change. We face, and will continue to face, competition
in the development and marketing of our products and product candidates from academic institutions, government agencies, research institutions and
biotechnology and pharmaceutical companies.

Competition may also arise from, among other things:

 • other drug development technologies;

 • methods of preventing or reducing the incidence of disease, including vaccines; and

 • new small molecule or other classes of therapeutic agents.
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Developments by others may render our product candidates or technologies obsolete or noncompetitive.

We are commercializing and performing research on or developing products for the treatment of several disorders including endometriosis, TD, uterine
fibroids, Tourette syndrome, essential tremor, classic congenital adrenal hyperplasia, pain, and other neurological and endocrine-related diseases and
disorders, and there are a number of competitors to our products and product candidates. If one or more of our competitors’ products or programs are
successful, the market for our products may be reduced or eliminated. For example, in August 2017, Teva received approval for AUSTEDO® to treat TD.

Compared to us, many of our competitors and potential competitors have substantially greater:

 • capital resources;

 • research and development resources, including personnel and technology;

 • regulatory experience;

 • preclinical study and clinical testing experience;

 • manufacturing, marketing and distribution experience; and

 • production facilities.

If we are unable to protect our intellectual property, our competitors could develop and market products based on our discoveries, which may reduce
demand for our products.

Our success will depend on our ability to, among other things:

 • obtain patent protection for our products;  

 • preserve our trade secrets;

 • prevent third parties from infringing upon our proprietary rights; and

 • operate without infringing upon the proprietary rights of others, both in the United States and internationally.

Because of the substantial length of time and expense associated with bringing new products through the development and regulatory approval
processes in order to reach the marketplace, the pharmaceutical industry places considerable importance on obtaining patent and trade secret protection for
new technologies, products and processes. Accordingly, we intend to seek patent protection for our proprietary technology and compounds. However, we face
the risk that we may not obtain any of these patents and that the breadth of claims we obtain, if any, may not provide adequate protection of our proprietary
technology or compounds.

We also rely upon unpatented trade secrets and improvements, unpatented know-how and continuing technological innovation to develop and maintain
our competitive position, which we seek to protect, in part, through confidentiality agreements with our commercial collaborators, employees and consultants.
We also have invention or patent assignment agreements with our employees and some, but not all, of our commercial collaborators and consultants.
However, if our employees, commercial collaborators or consultants breach these agreements, we may not have adequate remedies for any such breach, and
our trade secrets may otherwise become known or independently discovered by our competitors.

In addition, although we own a number of patents, the issuance of a patent is not conclusive as to its validity or enforceability, and third parties may
challenge the validity or enforceability of our patents. We cannot assure you how much protection, if any, will be given to our patents if we attempt to enforce
them and they are challenged in court or in other proceedings. It is possible that a competitor may successfully challenge our patents or that challenges will
result in limitations of their coverage. Moreover, competitors may infringe our patents or successfully avoid them through design innovation. To prevent
infringement or unauthorized use, we may need to file infringement claims, which are expensive and time-consuming. In addition, in an infringement
proceeding a court may decide that a patent of ours is not valid or is unenforceable, or may refuse to stop the other party from using the technology at issue on
the grounds that our patents do not cover its technology. Interference proceedings declared by the United States Patent and Trademark Office may be
necessary to determine the priority of inventions with respect to our patent applications or those of our licensors. Litigation or interference proceedings may
fail and, even if successful, may result in substantial costs and be a distraction to management. We cannot assure you that we will be able to prevent
misappropriation of our proprietary rights, particularly in countries where the laws may not protect such rights as fully as in the United States.
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If we fail to obtain or maintain orphan drug designation or other regulatory exclusivity for some of our product candidates, our competitive position
would be harmed.

A product candidate that receives orphan drug designation can benefit from a streamlined regulatory process as well as potential commercial benefits
following approval. Currently, this designation provides market exclusivity in the United States and the EU for seven years and ten years, respectively, if a
product is the first such product approved for such orphan indication. This market exclusivity does not, however, pertain to indications other than those for
which the drug was specifically designated in the approval, nor does it prevent other types of drugs from receiving orphan designations or approvals in these
same indications. Further, even after an orphan drug is approved, the FDA can subsequently approve the same drug for the same condition if the FDA
concludes that the new drug is clinically superior to the orphan product or a market shortage occurs.

In the EU, orphan exclusivity may be reduced to six years if the drug no longer satisfies the original designation criteria or can be lost altogether if the
marketing authorization holder consents to a second orphan drug application or cannot supply enough drug, or when a second applicant demonstrates its drug
is “clinically superior” to the original orphan drug. Valbenazine has received an orphan drug designation for the treatment of pediatric patients with Tourette
syndrome from the FDA. If we seek orphan drug designations for other indications or in other jurisdictions, we may fail to receive such orphan drug
designations and, even if we succeed, such orphan drug designations may fail to result in or maintain orphan drug exclusivity upon approval, which would
harm our competitive position.

The technologies we use in our research as well as the drug targets we select may infringe the patents or violate the proprietary rights of third parties.

We cannot assure you that third parties will not assert patent or other intellectual property infringement claims against us or our collaborators with
respect to technologies used in potential products. If a patent infringement suit were brought against us or our collaborators, we or our collaborators could be
forced to stop or delay developing, manufacturing or selling potential products that are claimed to infringe a third party’s intellectual property unless that
party grants us or our collaborators rights to use its intellectual property. In such cases, we could be required to obtain licenses to patents or proprietary rights
of others in order to continue to commercialize our products. However, we may not be able to obtain any licenses required under any patents or proprietary
rights of third parties on acceptable terms, or at all. Even if our collaborators or we were able to obtain rights to the third party’s intellectual property, these
rights may be non-exclusive, thereby giving our competitors access to the same intellectual property. Ultimately, we may be unable to commercialize some of
our potential products or may have to cease some of our business operations as a result of patent infringement claims, which could severely harm our
business.

*Our employees, independent contractors, principal investigators, consultants, commercial partners and vendors may engage in misconduct or other
improper activities, including non-compliance with regulatory standards and requirements.

We are exposed to the risk of employee fraud or other misconduct. Misconduct by employees and independent contractors, such as principal
investigators, consultants, commercial partners and vendors, or by employees of our commercial partners could include failures to comply with FDA
regulations, to provide accurate information to the FDA, to comply with manufacturing standards we have established, to comply with federal and state
healthcare fraud and abuse laws, to report financial information or data accurately, to maintain the confidentiality of our trade secrets or the trade secrets of
our commercial partners, or to disclose unauthorized activities to us. In particular, sales, marketing and other business arrangements in the healthcare industry
are subject to extensive laws intended to prevent fraud, kickbacks, self-dealing and other abusive practices. Employee and independent contractor misconduct
could also involve the improper use of individually identifiable information, including, without limitation, information obtained in the course of clinical trials,
which could result in regulatory sanctions and serious harm to our reputation. Any action against our employees, independent contractors, principal
investigators, consultants, commercial partners or vendors for violations of these laws could result in significant civil and criminal penalties, fines and
imprisonment.

*Any relationships with healthcare professionals, principal investigators, consultants, customers (actual and potential) and third-party payors in
connection with our current and future business activities are and will continue to be subject, directly or indirectly, to federal and state healthcare laws. If
we are unable to comply, or have not fully complied, with such laws, we could face penalties, contractual damages, reputational harm, diminished profits
and future earnings and curtailment or restructuring of our operations.

Our business operations and activities may be directly, or indirectly, subject to various federal and state healthcare laws, including without limitation,
fraud and abuse laws, false claims laws, data privacy and security laws, as well as transparency laws regarding payments or other items of value provided to
healthcare providers. These laws may restrict or prohibit a wide range of business activities, including, but not limited to, research, manufacturing,
distribution, pricing, discounting, marketing and promotion, sales commission, customer incentive programs and other business arrangements. These laws
may impact, among other things, our current activities with principal investigators and research subjects, as well as current and future sales, marketing, patient
co-payment assistance and education programs.
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Such laws include:

 • the federal Anti-Kickback Statute which prohibits, among other things, persons and entities from knowingly and willfully soliciting, offering,
receiving or providing remuneration, directly or indirectly, in cash or in kind, to induce or reward, or in return for, either the referral of an
individual for, or the purchase, order or recommendation of, any good or service, for which payment may be made under a federal healthcare
program such as Medicare and Medicaid;

 • the federal civil and criminal false claims laws, including the civil False Claims Act, and civil monetary penalties laws, which impose criminal
and civil penalties against individuals or entities for, among other things, knowingly presenting, or causing to be presented, to the federal
government, claims for payment that are false or fraudulent or making a false statement to avoid, decrease or conceal an obligation to pay money
to the federal government;

 • the federal Health Insurance Portability and Accountability Act of 1996 (HIPAA) which imposes criminal and civil liability for, among other
things, executing a scheme to defraud any healthcare benefit program or making false statements relating to healthcare matters;

 • HIPAA, as amended by the Health Information Technology for Economic and Clinical Health Act and their implementing regulations, which also
imposes obligations, including mandatory contractual terms, on certain types of individuals and entities, with respect to safeguarding the privacy,
security and transmission of individually identifiable health information;

 • the federal Physician Payments Sunshine Act, which requires certain manufacturers of drugs, devices, biologics and medical supplies for which
payment is available under Medicare, Medicaid or the Children’s Health Insurance Program, with specific exceptions, to report annually to CMS
information related to payments or other transfers of value made to physicians and teaching hospitals, and applicable manufacturers and
applicable group purchasing organizations to report annually to CMS ownership and investment interests held by physicians and their immediate
family members; and

 • analogous state, local, and foreign laws and regulations, such as state anti-kickback and false claims laws, which may apply to sales or marketing
arrangements and claims involving healthcare items or services reimbursed by non-governmental third party payors, including private insurers;
state laws that require pharmaceutical companies to comply with the pharmaceutical industry’s voluntary compliance guidelines and the relevant
compliance guidance promulgated by the federal government; state laws that require drug manufacturers to report information related to
payments and other transfers of value to physicians and other healthcare providers or marketing expenditures; state and local laws that require the
registration of pharmaceutical sales representatives; state and local “drug takeback” laws and regulations; and state and foreign laws governing
the privacy and security of health information in some circumstances, many of which differ from each other in significant ways and often are not
preempted by HIPAA, thus complicating compliance efforts.

Efforts to ensure that our business arrangements will comply with applicable healthcare laws may involve substantial costs. It is possible that
governmental and enforcement authorities will conclude that our business practices may not comply with current or future statutes, regulations or case law
interpreting applicable fraud and abuse or other healthcare laws. If our operations or activities are found to be in violation of any of the laws described above
or any other governmental regulations that apply to us, we may be subject to, without limitation, civil, criminal and administrative penalties, damages,
monetary fines, disgorgement, possible exclusion from participation in Medicare, Medicaid and other federal healthcare programs, additional reporting
requirements and oversight if we become subject to a corporate integrity agreement or similar agreement to resolve allegations of non-compliance with these
laws, contractual damages, reputational harm, diminished profits and future earnings and curtailment or restructuring of our operations, any of which could
adversely affect our ability to operate.

In addition, any sales of our product once commercialized outside the United States will also likely subject us to foreign equivalents of the healthcare
laws mentioned above, among other foreign laws.

*We face potential product liability exposure far in excess of our limited insurance coverage.

The use of any of our potential products in clinical trials, and the sale of any approved products, including INGREZZA, may expose us to liability
claims. These claims might be made directly by consumers, health care providers, pharmaceutical companies or others selling our products. We have obtained
limited product liability insurance coverage for our clinical trials in the amount of $25 million per occurrence and $25 million in the aggregate. However, our
insurance may not reimburse us or may not be sufficient to reimburse us for any expenses or losses we may suffer. Moreover, insurance coverage is becoming
increasingly expensive, and we may not be able to maintain insurance coverage at a reasonable cost or in sufficient amounts to protect us against losses due to
liability. Upon FDA approval of INGREZZA we expanded our insurance coverage to include product liability insurance related to the sale of INGREZZA in
the amount of $25 million per occurrence and $25 million in the aggregate. However, we may be unable to obtain commercially reasonable product liability
insurance for any products approved in the future for marketing. On occasion, juries have awarded large judgments in class action lawsuits based on drugs
that had unanticipated side effects. A successful product liability claim or series of claims brought against us would decrease our cash reserves and could
cause our stock price to fall. Furthermore, regardless of the eventual outcome of a product liability claim, any product liability claim against us may decrease
demand for our approved products, including INGREZZA, damage our reputation, result in regulatory investigations that could require costly recalls or
product modifications, cause clinical trial participants to withdrawal, result in costs to defend the related litigation, decrease our revenue, and divert
management’s attention from managing our business.
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Our activities involve hazardous materials, and we may be liable for any resulting contamination or injuries.

Our research activities involve the controlled use of hazardous materials. We cannot eliminate the risk of accidental contamination or injury from these
materials. If an accident occurs, a court may hold us liable for any resulting damages, which may harm our results of operations and cause us to use a
substantial portion of our cash reserves, which would force us to seek additional financing.

*Cyber security breaches and other disruptions could compromise our information and expose us to liability, which would cause our business and
reputation to suffer.

We are increasingly dependent on information technology systems and infrastructure, including mobile technologies, to operate our business. In the
ordinary course of our business, we collect and store confidential and sensitive electronic information on our networks and in our data centers. This
information includes, among other things, our intellectual property and proprietary information, the confidential information of our collaborators and
licensees, and the personally identifiable information of our employees. It is important to our operations and business strategy that this electronic information
remains secure and is perceived to be secure. The size and complexity of our information technology systems, and those of third-party vendors with whom we
contract, and the volume of data we retain, make such systems potentially vulnerable to breakdown, malicious intrusion, security breaches and other cyber-
attacks. Information security risks have significantly increased in recent years in part due to the proliferation of new technologies and the increased
sophistication and activities of organized crime, hackers, terrorists and other external parties, including foreign state actors. A security breach or privacy
violation that leads to disclosure or modification of or prevents access to personally identifiable information or other protected information could harm our
reputation, compel us to comply with federal and/or state breach notification laws and foreign law equivalents, subject us to mandatory corrective action,
require us to verify the correctness of database contents and otherwise subject us to liability under laws and regulations that protect personal data, resulting in
increased costs or loss of revenue. Similarly, the loss of clinical trial data from completed or ongoing or planned clinical trials could result in delays in our
regulatory approval efforts and significantly increase our costs to recover or reproduce the data. If we are unable to prevent such security breaches or privacy
violations or implement satisfactory remedial measures, our operations could be disrupted, and we may suffer loss of reputation, financial loss and other
regulatory penalties because of lost or misappropriated information. In addition, these breaches and other inappropriate access can be difficult to detect, and
any delay in identifying them may lead to increased harm of the type described above. Moreover, the prevalent use of mobile devices that access confidential
information increases the risk of data security breaches, which could lead to the loss of confidential information, trade secrets or other intellectual property.
As cyber threats continue to evolve, we may be required to expend significant additional resources to continue to modify or enhance our protective measures
or to investigate and remediate any information security vulnerabilities. While we have implemented security measures to protect our data security and
information technology systems, such measures may not prevent such events. Significant disruptions of our information technology systems or breaches of
data security could have a material adverse effect on our business, financial condition and results of operations.

ITEM  5. Other Information

Not applicable.
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ITEM 6. EXHIBITS
 

Exhibit
Number 

 
Description

   

    3.1  Certificate of Incorporation, as amended
   

    3.2  Bylaws, as amended
   

    4.1  Form of Common Stock Certificate (1)
   

    4.2  Indenture, dated as of May 2, 2017, by and between the Company and U.S. Bank National Association, as Trustee (2)
   

    4.3  Form of Note representing the Company’s 2.25% Convertible Notes due 2024 (3)
   

  31.1  Certification of Chief Executive Officer pursuant to Rules 13a-14 and 15d-14 promulgated under the Securities Exchange Act of 1934
   

  31.2  Certification of Chief Financial Officer pursuant to Rules 13a-14 and 15d-14 promulgated under the Securities Exchange Act of 1934
   

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

   

101.INS  XBRL Instance Document.
   

101.SCH  XBRL Taxonomy Extension Schema Document.
   

101.CAL  XBRL Taxonomy Extension Calculation Linkbase Document.
   

101.DEF  XBRL Taxonomy Extension Definition Linkbase Document.
   

101.LAB  XBRL Taxonomy Extension Label Linkbase Document.
   

101.PRE  XBRL Taxonomy Extension Presentation Linkbase Document.
 

(1) Incorporated by reference to the Company’s Registration Statement on Form S-1 (Registration No. 333-03172)
(2) Incorporated by reference to Exhibit 4.1 of the Company’s Current Report on Form 8-K dated May 2, 2017
(3) Incorporated by reference to Exhibit 99.1 of the Company’s Current Report on Form 8-K dated May 2, 2017
* These certifications are being furnished solely to accompany this quarterly report pursuant to 18 U.S.C. Section 1350, and are not being filed for

purposes of Section 18 of the Securities Exchange Act of 1934 and are not to be incorporated by reference into any filing of Neurocrine Biosciences,
Inc., whether made before or after the date hereof, regardless of any general incorporation language in such filing.

Except as specifically noted above, the Company’s Annual Reports on Form 10-K, Quarterly Reports on Form 10-Q and Current Reports on Form 8-K
have a Commission File Number of 000-22705.
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SIGNATURES

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.
 
  NEUROCRINE BIOSCIENCES, INC.(Registrant)
   
Dated: November 05, 2018  /s/ Matthew C. Abernethy
  Matthew C. Abernethy
  Chief Financial Officer
  (Duly authorized officer and Principal Financial Officer)
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  Exhibit 3.1
 

Delaware Page 1

 The First State  

 

I, JEFFREY W. BULLOCK, SECRETARY OF STATE OF THE STATE OF DELAWARE, DO HEREBY CERTIFY THE
ATTACHED ARE TRUE AND CORRECT COPIES OF ALL DOCUMENTS ON FILE OF “NEUROCRINE BIOSCIENCES, INC.” AS
RECEIVED AND FILED IN THIS OFFICE.

THE FOLLOWING DOCUMENTS HAVE BEEN CERTIFIED:

CERTIFICATE OF INCORPORATION, FILED THE TWENTIETH DAY OF MARCH, A.D. 1996, AT 4:15 O`CLOCK P.M.

CERTIFICATE OF AGREEMENT OF MERGER, FILED THE TWENTIETH DAY OF MAY, A.D. 1996, AT 4 O`CLOCK P.M.

CERTIFICATE OF OWNERSHIP, FILED THE TWENTIETH DAY OF DECEMBER, A.D. 1999, AT 1 O`CLOCK P.M.

CERTIFICATE OF AMENDMENT, FILED THE TWENTIETH DAY OF JULY, A.D. 2006, AT 2:24 O`CLOCK P.M.

CERTIFICATE OF AMENDMENT, FILED THE TWENTIETH DAY OF MAY, A.D. 2016, AT 3 O`CLOCK P.M.

CERTIFICATE OF CHANGE OF REGISTERED AGENT, FILED THE NINETEENTH DAY OF OCTOBER, A.D. 2016, AT
5:59 O`CLOCK P.M.
 

   

   

2604831 8100H
 

Authentication: 203654877
SR# 20187251624   Date: 10-22-18
You may verify this certificate online at corp.delaware.gov/authver.shtml

  

 
 

 



 
   
 

Delaware Page 2

 The First State  

 

AND I DO HEREBY FURTHER CERTIFY THAT THE AFORESAID CERTIFICATES ARE THE ONLY CERTIFICATES ON
RECORD OF THE AFORESAID CORPORATION, “NEUROCRINE BIOSCIENCES, INC.”.
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

   

   

2604831 8100H
 

Authentication: 203654877
SR# 20187251624   Date: 10-22-18
You may verify this certificate online at corp.delaware.gov/authver.shtml

  

 
 
 

 



 
 

STATE OF DELAWARE
SECRETARY OF STATE

DIVISION OF CORPORATIONS
FILED 04:15 PM 03/20/1996

960081385 – 2604831

   

 
 

CERTlFICATE OF INCORPORATION

OF

NEUROCRINE BIOSCIENCES, INC.

ARTICLE I

The name of the corporation is Neurocrine Biosciences, Inc. (the "Corporation").

ARTICLE II

The address of the Corporation’s registered office in the State of Delaware is 1209 Orange Street, City of Wilmington,
County of New Castle, Delaware 19801. The name of its registered agent at such address is The Corporation Trust Company.

ARTICLE III

The purpose of the Corporation is to engage in any lawful act or activity for which corporations may be organized under
the General Corporation Law of Delaware.

ARTICLE IV

The Corporation is authorized to issue two classes of shares of stock to be designated, respectively, Common Stock,
$0.001 par value, and Preferred Stock, $0.001 par value. The total number of shares that the Corporation is authorized to issue is
55,000,000 shares. The number of shares of Common Stock authorized is 50,000,000. The number of shares of Preferred
authorized is 5,000,000.

The Preferred Stock may be issued from time to time in one or more series pursuant to a resolution or resolutions
providing for such issue duly adopted by the board of directors (authority to do so being hereby expressly vested in the board). The
board of directors is further authorized to determine or alter the rights, preferences, privileges and restrictions granted to or imposed
upon any wholly unissued series of Preferred Stock and to fix the number of shares of any series of Preferred Stock and the
designation of any such series of Preferred Stock. The board of directors, within the limits and restrictions stated in any resolution
or resolutions of the board of directors originally fixing the number of shares constituting any series, may increase or decrease (but
not below the number of shares in any such series then outstanding) the number of shares of any series subsequent to the issue of
shares of that series.
 
 
 

 



 

The authority of the board of directors with respect to each such class or series shall include, without limitation of the
foregoing, the right to determine and fix:

(a) the distinctive designation of such class or series and the number of shares to constitute such class or
series;

(b) the rate at which dividends on the shares of such class or series shall be declared and paid, or set aside
for payment, whether dividends at the rate so determined shall be cumulative or accruing, and whether the shares of such class or
series shall be entitled to any participating or other dividends in addition to dividends at the rate so determined, and if so, on what
terms;

(c) the right or obligation, if any, of the corporation to redeem shares of the particular class or series of
Preferred Stock and, if redeemable, the price, terms and manner of such redemption;

(d) the special and relative rights and preferences, if any, and the amount or amounts per share, which the
shares of such class or series of Preferred Stock shall be entitled to receive upon any voluntary or involuntary liquidation,
dissolution or winding up of the Corporation;

(e) the terms and conditions, if any, upon which shares of such class or series shall be convertible into, or
exchangeable for, shares of capital stock of any other class or series, including the price or prices or the rate or rates of conversion
or exchange and the terms of adjustment, if any;

(f) the obligation, if any, of the corporation to retire, redeem or purchase shares of such class or series
pursuant to a sinking fund or fund of a similar nature or otherwise, and the terms and conditions of such obligation;

(g) voting rights, if any, on the issuance of additional shares of such class or series or any shares of any
other class or series of Preferred Stock;

(h) limitations, if any, on the issuance of additional shares of such class or series or any shares of any
other class or series of Preferred Stock; and

(i) such other preferences, powers, qualifications, special or relative rights and privileges thereof as the
board of directors of the corporation, acting in accordance with this Certificate of Incorporation, may deem advisable and are not
inconsistent with law and the provisions of this Certificate of Incorporation.

ARTICLE V

The Corporation reserves the right to amend, alter, change, or repeal any provision contained in this Certificate of
Incorporation, in the manner now or hereafter prescribed by statute, and all rights conferred upon the stockholders herein are
granted subject to this right .
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ARTICLE VI

The Corporation is to have perpetual existence.

ARTICLE VII

1. Limitation of Liability. To the fullest extent permitted by the General Corporation Law of the State of Delaware
as the same exists or as may hereafter be amended, a director of the Corporation shall not be personally liable to the Corporation or
its stockholders for monetary damages for breach of fiduciary duty as a director.

2. Indemnification. The Corporation may indemnify to the fullest extent permitted by law any person made or
threatened to be made a party to an action or proceeding, whether criminal, civil, administrative or investigative, by reason of the
fact that such person or his or her testator or intestate is or was a director, officer or employee of the Corporation, or any
predecessor of the Corporation, or serves or served at any other enterprise as a director, officer or employee at the request of the
Corporation or any predecessor to the Corporation.

3. Amendments. Neither any amendment nor repeal of this Article VII, nor the adoption of any provision of the
Corporation’s Certificate of Incorporation inconsistent with this Article VII, shall eliminate or reduce the effect of this Article VII,
in respect of any matter occurring, or any action or proceeding accruing or arising or that, but for this Article VII, would accrue or
arise, prior to such amendment, repeal, or adoption of an inconsistent provision.

ARTICLE VIII

In the event any shares of Preferred Stock shall be redeemed or converted pursuant to the terms hereof, the shares so
converted or redeemed shall not revert to the status of authorized but unissued shares, but instead shall be canceled and shall not be
re-issuable by the Corporation.

ARTICLE IX

Holders of stock of any class or series of this corporation shall not be entitled to cumulate their votes for the election of
directors or any other matter submitted to a vote of the stockholders, unless such cumulative voting is required pursuant to Sections
2115 and/or 301.5 of the California Corporations Code, in which event each such holder shall be entitled to as many votes as shall
equal the number of votes which (except for this provision as to cumulative voting) such holder would be entitled to cast for the
election of directors with respect to his shares of stock multiplied by the number of directors to be elected by him, and the holder
may cast all of such votes for a single director or may distribute them among the number of directors to be voted for, or for any two
or more of them as such holder may see fit, so long as the name of the candidate for director shall have been placed in nomination
prior to the voting and the stockholder, or any other holder of the same class or series of stock, has given notice at the meeting prior
to the voting of the intention to cumulate votes.
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ARTICLE X

1. Number of Directors. The number of directors which constitutes the whole Board of Directors of the corporation
shall be designated in the Bylaws of the corporation. The directors shall be divided into three classes with the term of office of the
first class (Class I) to expire at the annual meeting of stockholders held in 1997; the term of office of the second class (Class II) to
expire at the annual meeting of stockholders held in 1998; the term of office of the third class (Class III) to expire at the annual
meeting of stockholders held in 1999; and thereafter for each such term to expire at each third succeeding annual meeting of
stockholders after such election.

2. Election of Directors. Elections of directors need not be by written ballot unless the Bylaws of the corporation
shall so provide.

ARTICLE XI

In furtherance and not in limitation of the powers conferred by statute, the Board of Directors is expressly authorized to
make, alter, amend or repeal the Bylaws of the corporation.

ARTICLE XII

The affirmative vote of sixty-six and two-thirds percent (66 2/3%) of the then outstanding voting securities of the
corporation. voting together as a single class, shall be required for the amendment, repeal or modification of the provisions of
Article IX, Article X or Article XII of this Certificate of Incorporation or Sections 2.3, 2.4, 2.5 or 3.2 of the Corporation’s Bylaws.

ARTICLE XIII

Meetings of stockholders may be held within or without the State of Delaware, as the Bylaws may provide. The books of
the Corporation may be kept (subject to any provision contained in the statutes) outside of the State of Delaware at such place or
places as may be designated from time to time by the Board of Directors or in the Bylaws of the Corporation.
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ARTICLE XIV

The name and mailing address of the incorporator is:

Richard S. Arnold, Jr.
Wilson, Sonsini, Goodrich & Rosati

650 Page Mill Road
Palo Alto, California 94304-1050

 
*   *   *
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The undersigned incorporator hereby acknowledges that the above Certificate of Incorporation of Neurocrine Biosciences,

Inc. is his act and deed and that the facts stated therein are true.
 
  /s/ Richard S. Arnold, Jr
  Richard S. Arnold, Jr.
   
Dated: March 20, 1996   
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STATE OF DELAWARE
SECRETARY OF STATE

DIVISION OF CORPORATIONS
FILED 04:00 PM 05/20/1996

960145642 – 2604831
 

AGREEMENT AND PLAN OF MERGER
OF NEUROCRINE BIOSCIENCES, INC.

A DELAWARE CORPORATION
AND

A CALIFORNIA CORPORATION

THIS AGREEMENT AND PLAN OF MERGER dated as of April 25, 1996, (the "Agreement") is between Neurocrine
Biosciences, Inc., a Delaware corporation ("Neurocrine Delaware") and Neurocrine Biosciences, Inc., a California corporation
("Neurocrine-California"), Neurocrine-Delaware and Neurocrine-California are sometimes referred to herein as the "Constituent
Corporations."

RECITALS

A. Neurocrine-Delaware is a corporation duly organized and existing under the laws of the State of Delaware and
has an authorized capital of 55,000,000 shares, 50,000,000 of which are designated "Common Stock", S.001 par value and
5,000,000 of which are designated "Preferred Stock", $.001 par value. Of such authorized shares of Preferred Stock, all 5,000,000
shares are undesignated Preferred Stock. As of the date of this Agreement of Merger, 100 shares of Common Stock were issued and
outstanding, all of which were held by Neurocrine-California. No shares of Preferred Stock were issued and outstanding.

B. Neurocrine-California is a corporation duly organized and existing under the laws of the State of California and
has an authorized capital of 130,000,000 shares, 100,000,000 of which are designated "Common Stock", $.001 par value and
30,000,000 of which are designated "Preferred Stock", $.001 par value. Of such authorized shares of Preferred Stock, 12,000,000
shares are designated Series A Preferred Stock and 18,000,000 shares are undesignated Preferred Stock. As of the date of this
Agreement of Merger, 12,368,262 shares of Common Stock, and no shares of Preferred Stock were issued and outstanding.

C. The Board of Directors of Neurocrine-California has determined that, for the purpose of effecting the
reincorporation of Neurocrine-California in the State of Delaware, it is advisable and in the best interests of Neurocrine-California
that Neurocrine-California merge with and into Neurocrine-Delaware upon the terms and conditions herein provided.

D. The respective Boards of Directors of Neurocrine-Delaware and Neurocrine-California have approved this
Agreement and have directed that this Agreement be submitted to a vote of their respective stockholders and executed by the
undersigned officers.

NOW, THEREFORE, in consideration of the mutual agreements and covenants set forth herein, Neurocrine-Delaware and
Neurocrine-California hereby agree, subject to the terms and conditions hereinafter set forth, as follows:

 

 



 

I. MERGER

1.1 Merger. In accordance with the provisions of this Agreement, the Delaware General Corporation Law and the
California General Corporation Law, Neurocrine-California shall be merged with and into Neurocrine-Delaware (the "Merger"), the
separate existence of Neurocrine-California shall cease and Neurocrine-Delaware shall be, and is herein sometimes referred as, the
"Surviving Corporation", and the name of the Surviving Corporation shall be Neurocrine Biosciences, Inc.

1.2 Filing and Effectiveness. The Merger shall become effective when the following actions shall have been
completed:

(a) This Agreement and Merger shall have been adopted and approved by the stockholders of each
Constituent Corporation in accordance with the requirements of the Delaware General Corporation Law and the California General
Corporation Law;

(b) All of the conditions precedent to the consummation of the Merger specified in this Agreement shall
have been satisfied or duly waived by the party entitled to satisfaction thereof;

(c) An executed Agreement and Plan of Merger meeting the requirements of the Delaware General
Corporation Law shall have been filed with the Secretary of State of the State of Delaware; and

The date and time when the Merger shall become effective, as aforesaid, is herein called the "Effective Date of the
Merger."

1.3 Effect of the Merger. Upon the Effective Date of the Merger, the separate existence of Neurocrine-
California shall cease and Neurocrine-Delaware, as the Surviving Corporation, (i) shall continue to possess all of its assets, rights,
powers and property as constituted immediately prior to the Effective Date of the Merger, (ii) shall be subject to all actions
previously taken by its and Neurocrine-California’s Board of Directors, (iii) shall succeed, without other transfer, to all of the
assets, rights, powers and property of Neurocrine-California in the manner more fully set forth in Section 259 of the Delaware
General Corporation Law, (iv) shall continue to be subject to all of the debts, liabilities and obligations of Neurocrine-Delaware as
constituted immediately prior to the Effective Date of the Merger, and (v) shall succeed, without other transfer, to all of the debts,
liabilities and obligations of Neurocrine-California in the same manner as if Neurocrine-Delaware had itself incurred them, all as
more fully provided under the applicable provisions of the Delaware General Corporation Law and the California Corporations
Code.
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II. CHARTER DOCUMENTS, DIRECTORS AND OFFICERS

2.1 Certificate of Incorporation. The Certificate of Incorporation of Neurocrine-Delaware as in effect immediately
prior to the Effective Date of the Merger shall continue in full force and effect as the Certificate of Incorporation of the Surviving
Corporation until duly amended in accordance with the provisions thereof and applicable law.

2.2 Bylaws. The Bylaws of Neurocrine-Delaware as in effect immediately prior to the Effective Date of the Merger
shall continue in full force and effect as the Bylaws of the Surviving Corporation until duly amended in accordance with the
provisions thereof and applicable law.

2.3 Directors and Officers. The directors and officers of Neurocrine-California immediately prior to the Effective
Date of the Merger shall be the directors and officers of the Surviving Corporation until their successors shall have been duly
elected and qualified or until as otherwise provided by law, the Certificate of Incorporation of the Surviving Corporation or the
Bylaws of the Surviving Corporation.

III. MANNER OF CONVERSION OF STOCK

3.1 Neurocrine-California Common Shares. Upon the Effective Date of the Merger, each share of Neurocrine-
California Common Stock, $.001 par value, issued and outstanding immediately prior thereto shall by virtue of the Merger and
without any action by the Constituent Corporations, the holder of such shares or any other person, be converted into and exchanged
for one fully paid and nonassessable share of Common Stock, $.001 par value, of the Surviving Corporation. No fractional share
interests of Surviving Corporation Common Stock shall be issued. In lieu thereof, any fractional share interests to which a holder
would otherwise be entitled shall be aggregated.

3.2 Neurocrine-California Options Warrants, Stock Purchase Rights and Convertible Securities.

(a) Upon the Effective Date of the Merger, the Surviving Corporation shall assume the obligations of
Neurocrine-California under, and continue, the option plans (including without limitation the 1992 Incentive Stock Plan, 1996
Employee Stock Purchase Plan and 1996 Director Option Plan) and all other employee benefit plans of Neurocrine-California.
Each outstanding and unexercised option, warrants, other right to purchase, or security convertible into, Neurocrine-California
Common Stock (a "Right") shall become, subject to the provisions in paragraph (c) hereof, an option, right to purchase or a security
convertible into the Surviving Corporation’s Common Stock on the basis of one share of the Surviving Corporation’s Common
Stock for each one share of Neurocrine-California Common Stock issuable pursuant to any such Right, on the same terms and
conditions and at an exercise price equal to the exercise price applicable to any such Neurocrine-California Right at the Effective
Date of the Merger. This paragraph 3.2(a) shall not apply to Neurocrine-California Common Stock. Such Common Stock is subject
to paragraph 3.1 hereof.

(b) A number of shares of the Surviving Corporation’s Common Stock shall be reserved for issuance upon
the exercise of options, stock purchase rights and convertible securities equal to the number of shares of Neurocrine-California
Common Stock so reserved immediately prior to the Effective Date of the Merger.
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(c) The assumed Rights shall not entitle any holder thereof to a fractional share upon exercise or
conversion (unless the holder was entitled to a fractional interest immediately prior to the Merger). In lieu thereof, any fractional
share interests to which a holder of an assumed Right (other than an option issued pursuant to Neurocrine-Delaware’s 1992
Incentive Stock Plan, 1996 Employee Stock Purchase Plan and 1996 Director Option Plan) would otherwise be entitled upon
exercise or conversion shall be aggregated (but only with other similar Rights which have the same per share terms). To the extent
that after such aggregation, the holder would still be entitled to a fractional share with respect thereto upon exercise or conversion,
the holder shall be entitled upon the exercise or conversion of all such assumed Rights pursuant to their terms (as modified herein),
to one full share of Common Stock in lieu of such fractional share. With respect to each class of such similar Rights, no holder will
be entitled to more than one full share in lieu of a fractional share upon exercise or conversion.

Notwithstanding the foregoing, with respect to options issued under the Neurocrine California 1992 Incentive Stock Plan,
1996 Employee Stock Purchase Plan and 1996 Director Option Plan that are assumed in the Merger, the number of shares of
Common Stock to which the holder would be otherwise entitled upon exercise of each such assumed option following the Merger
shall be rounded down to the nearest whole number and the exercise price shall be rounded up to the nearest whole cent. In
addition, no "additional benefits" (within the meaning of Section 424(a)(2) of the Internal Revenue Code of 1986, as amended)
shall be accorded to the optionees pursuant to the assumption of their options.

3.3 Neurocrjne-Delaware Common Stock. Upon the Effective Date of the Merger, each share of Common Stock,
$.001 par value, of Neurocrine-Delaware issued and outstanding immediately prior thereto shall, by virtue of the Merger and
without any action by Neurocrine Delaware, the holder of such shares or any other person, be canceled and returned to the status of
authorized but unissued shares.

3.4 Exchange of Certificates. After the Effective Date of the Merger, each holder of an outstanding certificate
representing shares of Neurocrine-California Common Stock may be asked to surrender the same for cancellation to an exchange
agent, whose name will be delivered to holders prior to any requested exchange (the "Exchange Agent"), and each such holder shall
be entitled to receive in exchange therefor a certificate or certificates representing the number of shares of the Surviving
Corporation’s Common Stock into which the surrendered shares were converted as herein provided. Until so surrendered, each
outstanding certificate theretofore representing shares of Neurocrine-California Common Stock shall be deemed for all purposes to
represent the number of shares of the Surviving Corporation’s Common Stock into which such shares of Neurocrine-California
Common Stock were converted in the Merger.

The registered owner on the books and records of the Surviving Corporation or the Exchange Agent of any such
outstanding certificate shall, until such certificate shall have been surrendered for transfer or conversion or otherwise accounted for
to the Surviving Corporation or the Exchange Agent, have and be entitled to exercise any voting and other rights with respect to
and to receive dividends and other distributions upon the shares of Common Stock of the Surviving Corporation represented by
such outstanding certificate as provided above.

Each certificate representing Common Stock of the Surviving Corporation so issued in the Merger shall bear the same
legends, if any, with respect to the restrictions on transferability as the certificates of Neurocrine-California so convened and given
in exchange therefore, unless otherwise determined by the Board of Directors of the Surviving Corporation in compliance with
applicable laws.
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If any certificate for shares of the Surviving Corporation’s stock is to be issued in a name other than that in which the
certificate surrendered in exchange therefor is registered, it shall be a condition of issuance thereof that the certificate so
surrendered shall be properly endorsed and otherwise in proper form for transfer, that such transfer otherwise be proper and comply
with applicable securities laws and that the person requesting such transfer pay to the Exchange Agent any transfer or other taxes
payable by reason of issuance of such new certificate in a name other than that of the registered holder of the certificate surrendered
or establish to the satisfaction of the Surviving Corporation that such tax has been paid or is not payable.

IV. GENERAL

4.1 Covenants of Neurocrine-Delaware. Neurocrine-Delaware covenants and agrees that it will, on or before the
Effective Date of the Merger:

(a) Qualify to do business as a foreign corporation in the State of California and in connection therewith
irrevocably appoint an agent for service of process as required under the provisions of Section 2105 of the California General
Corporation Law.

(b) File any and all documents with the California Franchise Tax Board necessary for the assumption by
Neurocrine-Delaware of all of the franchise tax liabilities of Neurocrine-California.

(c) Take such other actions as may be required by the California General Corporation Law.

4.2 further Assurances. From time to time, as and when required by Neurocrine-Delaware or by its successors or
assigns, there shall be executed and delivered on behalf of Neurocrine-California such deeds and other instruments, and there shall
be taken or caused to be taken by it such further and other actions as shall be appropriate or necessary in order to vest or perfect in
or conform of record or otherwise by Neurocrine-Delaware the title to and possession of all the property, interests, assets, rights,
privileges, immunities, powers, franchises and authority of Neurocrine-California and otherwise to carry out the purposes of this
Agreement, and the officers and directors of Neurocrine-Delaware are fully authorized in the name and on behalf of Neurocrine-
California or otherwise to take any and all such action and to execute and deliver any and all such deeds and other instruments.

4.3 Abandonment. At any time before the Effective Date of the Merger, this Agreement may be terminated and the
Merger may be abandoned for any reason whatsoever by the Board of Directors of either Neurocrine-California or of Neurocrine-
Delaware, or of both, notwithstanding the approval of this Agreement by the shareholders of Neurocrine-California or by the sole
stockholder of Neurocrine-Delaware, or by both.

4.4 Amendment. The Boards of Directors of the Constituent Corporations may amend this Agreement at any time
prior to the filing of this Agreement (or certificate in lieu thereof) with the Secretary of State of the State of Delaware, provided that
an amendment made subsequent to the adoption of this Agreement by the stockholders of either Constituent Corporation shall not:
(1) alter or change the amount or kind of shares, securities, cash, property and/or rights to be received in exchange for or on
conversion of all or any of the shares of any class or series thereof of such Constituent Corporation, (2) alter or change any term of
the Certificate of Incorporation of the Surviving Corporation to be effected by the Merger, or (3) alter or change any of the terms
and conditions of this Agreement if such alteration or change would adversely affect the holders of any class or series of capital
stock of any Constituent Corporation.
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4.5 Registered Office. The registered office of the Surviving Corporation in the State of Delaware is 1209 Orange
Street, Wilmington, County of New Castle, DE 19801 and The Corporation Trust Company is the registered agent of the Surviving
Corporation at such address.

4.6 Agreement. Executed copies of this Agreement will be on file at the principal place of business of the
Surviving Corporation at 3050 Science Park Road, San Diego, California 92121, and copies thereof will be furnished to any
stockholder of either Constituent Corporation, upon request and without cost.

4.7 Governing Law. This Agreement shall in all respects be construed, interpreted and enforced in accordance with
and governed by the laws of the State of Delaware and, so far as applicable, the merger provisions of the California General
Corporation Law.

4.8 FIRPIA Notification. (a) On the Effective Date of the Merger, Neurocrine-California shall deliver to
Neurocrine-Delaware, as agent for the shareholders of Neurocrine California, a properly executed statement (the "Statement")
substantially in the form attached hereto as Exhibit A. Neurocrine-Delaware shall retain the Statement for a period of not less than
seven years and shall, upon request, provide a copy thereof to any person that was a shareholder of Neurocrine-California
immediately prior to the Merger. In consequence of the approval of the Merger by the shareholders of Neurocrine-California, (i)
such shareholders shall be considered to have requested that the Statement be delivered to Neurocrine-Delaware as their agent and
(ii) Neurocrine-Delaware shall be considered to have received a copy of the Statement at the request of the Neurocrine-California
shareholders for purposes of satisfying Neurocrine-Delaware’s obligations under Treasury Regulation Section l.1445-2(c)(3).

(b) Neurocrine-California shall deliver to the Internal Revenue Service a notice regarding the Statement in
accordance with the requirements of Treasury Regulation Section l.897-2(h)(2).
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IN WITNESS WHEREOF, this Agreement having first been approved by the resolutions of the Board of Directors of

Neurocrine-Delaware and Neurocrine-California is hereby executed on behalf of each of such two corporations and attested by
their respective officers thereunto duly authorized.

 
    NEUROCRINE BIOSCIENCES, INC.
    a Delaware corporation
       
    By:  /s/ Gary A. Lyons
      Gary A. Lyons, President

   and Chief Executive Officer
       
ATTEST:     
       
/s/ Michael J. O’Donnell,     
Michael J. O’Donnell,     
Secretary     
    NEUROCRINE BIOSCIENCES, INC.
    a California corporation
       
    By:  /s/ Gary A. Lyons
      Gary A. Lyons, President

   and Chief Executive Officer
       
ATTEST:     
       
/s/ Michael J. O’Donnell,     
Michael J. O’Donnell,     
Secretary     
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EXHIBIT A

April 25, 1996

TO THE SHAREHOLDERS OF NEUROCRINE BIOSCIENCES, INC.:

In connection with the reincorporation (the "Reincorporation") in Delaware of Neurocrine Biosciences, Inc., a California
corporation (the "Company"), pursuant to the Agreement and Plan of Merger (the ‘‘Agreement") dated as of April 25, 1996
between the Company and Neurocrine Biosciences, Inc., a Delaware corporation and wholly-owned subsidiary of the Company
("Neurocrine-Delaware"), your shares of Company stock will be replaced by shares of stock in Neurocrine-Delaware.

In order to establish that (i) you will not be subject to tax under Section 897 of the Internal Revenue Code of 1986, as
amended (the "Code"), in consequence of the Reincorporation and (ii) Neurocrine-Delaware will not be required under Section
1445 of the Code to withhold taxes from the Neurocrine-Delaware stock that you will receive in connection therewith, the
Company hereby represents to you that, as of the date of this letter, shares of Company stock do not constitute a "United States real
property interest" within the meaning of Section 897(c) of the Code and the regulations issued thereunder.

A copy of this letter will be delivered to Neurocrine-Delaware pursuant to Section 4.8 of the Agreement.

Under penalties of perjury, the undersigned officer of the Company hereby declares that, to the best knowledge and belief
of the undersigned, the facts set forth herein are true and correct.

 
 
 Sincerely,
  
  
 Gary A. Lyons, Jr., President and
 Chief Executive Officer
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NEUROCRINE BIOSCIENCES

A Delaware corporation

OFFICERS’ CERTIFICATE

Paul Hawran certifies that:

1. He is the Senior Vice President and Chief Financial Officer of Neurocrine Biosciences, Inc.,& corporation
organized under the laws of the State of Delaware.

2. The corporation has authorized two classes of stock, designated “Common Stock” and ‘‘Preferred Stock,”
respectively. There are series of Preferred Stock designated.

3. There are 100 shares of Common Stock outstanding and entitled to vote on the Agreement and Plan of Merger
attached hereto. There are no shares of Preferred Stock outstanding.

4. The principal terms of the Agreement and Plan of Merger were approved by the Board of Directors and by the
vote of a number of shares of each class and series of stock which equaled or exceeded the vote required.

5. The percentage vote required was more than 50% of the votes entitled to be cast by holders of outstanding shares
of Common Stock.

Paul Hawran further declares under penalty of perjury under the laws of the States of Delaware and California that he has
read the foregoing certificate and knows the contents thereof and that the same is true of his own knowledge.

Executed in San Diego, California on May 16, 1996.
 
 /s/ Paul Hawran
 Paul Hawran,
 Senior Vice President
 and Chief Financial Officer
 

 



 
NEUROCRINE BIOSCIENCES

A California corporation
OFFICERS’CERTIFICATE

 
 
Paul Hawran certifies that:

1. He is the Senior Vice President and Chief Financial Officer of Neurocrine Biosciences, Inc., a
corporation organized under the laws of the State of California.

2. The corporation has authorized two classes of stock, designated “Common Stock” and “Preferred Stock,”
respectively. There are no series of Preferred Stock designated.

3. There were 12,368,262 shares of Common Stock outstanding as of the record date (the “Recode Date”) and
entitled to vote at the shareholders’ meeting at which the Agreement and Plan of Merger attached hereto was approved.

4. The principal terms of the Agreement and Plan of Merger were approved by the Board of Directors and by the
vote of a number of shares of each class and series of stock which equaled or exceeded the vote required.

 
5. The percentage vote required was more than 50% of the votes entitled to be cast by holders of Common Stock

outstanding as of the Record Date, and more than 50% of the votes entitled to be cast by holders of Preferred Stock outstanding as
of the Record Date a single class.

 
Paul Hawran further declares under penalty of perjury under the laws of the States of Delaware and California that he has

read the foregoing certificate and knows the comments thereof and that the same is true of his own knowledge.
 
Executed in San Diego, California on May 16, 1996.

 
 
 /s/ Paul Hawran
 Paul Hawran,
 Senior Vice President
 and Chief Financial Officer
 
 
 
 
 
 
 
 
 
 
 

 



 
 

STATE OF DELAWARE
SECRETARY OF STATE

DIVISION OF CORPORATIONS
FILED 01:00 PM 12/20/1999

991548979 – 2604831
 

CERTIFICATE OF OWNERSHIP AND MERGER
OF

NORTHWEST NEUROLOGIC, INC.,
AN OREGON CORPORATION

WITH AND INTO
NEUROCRINE BIOSCIENCES, TNC.,

A DELAWARE CORPORATION

It is hereby certified that:

1. Neurocrine Biosciences, Inc. (herein after referred to as the "Company") is a business corporation of the State of Delaware.

2. The Company is the owner of all of the outstanding shares of each class of stock of Northwest Neurologic, Inc. (herein after
referred to as "NNL"), which is a business corporation of the State of Oregon.

3. The laws of the jurisdiction of organization of NNL permit the merger of a business corporation of that jurisdiction with a
business corporation of another jurisdiction.

4. The Company hereby merges NNL into the Company.

5. The following is a copy of the resolutions adopted on October 15, 1999 by the Board of Directors of the Company to merge
NNL into the Company:

RESOLVED: that it is deemed advisable and in the best interest of the Company that
the Company merge Northwest Neurologic, Inc., a wholly owned subsidiary of the
Company and an Oregon corporation, with and into the Company such that the
Company shall be the surviving corporation.

RESOLVED FURTHER: that the Company shall assume all obligations of
Northwest Neurologic, Inc. and all the estate, property, rights, privileges, powers and
franchise of Northwest Neurologic, Inc. shall be vested in and held by the Company.

RESOLVED FURTHER: that the Chief Executive Officer, Chief Financial Officer
and General Counsel of the Company be, and each of them hereby is, empowered
and directed, on behalf of the Company to prepare or cause to be prepared ouch
agreements, certificates and  documents and file, or cause to be filed, such

 



 

agreements, certificates and documents as appropriate with the Delaware Secretary
of State and Oregon Secretary of State;

RESOLVED FURTHER: that the Chief Executive Officer, Chief Financial Officer
and General Counsel of the Company be, and each of them hereby is, authorized to
take whatever actions are deemed necessary or advisable to carry out the intent of
the foregoing resolutions.

NOW THEREFORE BE IT RESOLVED: that the Company does hereby merge
Northwest Neurologic, Inc. with and into itself.

 
 
Executed on this 25th day of October, 1999
 
  Neurocrine Biosciences, Inc.
   
  /s/ Margaret Valeur-Jensen
  By: Margaret Valeur-Jensen
  Vice President and General Counsel
 
 
 
 
 
 
 
 
 
 
 
 

 



 
 

State of Delaware
Secretary of State

Division of corporations
Delivered 02:24 PM 07/20/2006

FILED 02:24 PM 07/20/2006
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CERTIFICATE OF AMENDMENT OF

CERTIFICATE OF INCORPORATION OF
NEUROCRINE BIOSCIENCES, INC.

NEUROCRINE BIOSCIENCES, INC., a corporation organized and existing under and by virtue of the General
Corporation Law of the State of Delaware (the "Corporation"), DOES HEREBY CERTIFY:

FIRST: That the Board of Directors of the Corporation, by action taken at a duly noticed meeting, adopted a resolution
proposing and declaring advisable that the first paragraph of Article IV of the Certificate of Incorporation of the
Corporation be amended to read in its entirety as follows:

"The Corporation is authorized to issue two classes of shares of stock to be designated, respectively,
Common Stock, $0.001 par value, and Preferred Stock, $0.001 par value. The total number of shares that the
Corporation is authorized to issue is 115,000,000. The number of shares of Common Stock authorized is
110,000,000. The number of shares of Preferred Stock authorized is 5,000,000."

SECOND: That pursuant to resolutions of its Board of Directors, the amendment proposed was considered at the next
annual- meeting of the stockholders of the Corporation. Such meeting was duly called and held upon notice in accordance
with Section 222 of the Delaware General Corporation Law at which meeting the necessary number of shares as required
by statute were voted in favor of the amendment.

THIRD: That the aforesaid amendment has been duly adopted in accordance with the applicable provisions of Sections
242 and 222 of the Delaware General Corporation Law.

IN WITNESS WHEREOF, the Corporation has caused this certificate to be signed this 20th day of July, 2006.
 
 By: /s/ Margaret Valeur-Jensen
  Margaret Valeur-Jensen
  Executive Vice President, Secretary and General

Counsel
 
 
 
 
 

 



 
State of Delaware
Secretary of State

Division of corporations
Delivered 03:00 PM 05/20/2016

FILED 03:00 PM 05/20/2016
SR 20163517985 File Number 2604831

 
CERTIFICATE OF AMENDMENT OF

CERTIFICATE OF INCORPORATION OF
NEUROCRINE BIOSCIENCES, INC.

NEUROCRINE BIOSCIENCES, INC., a corporation organized and existing under and by virtue of the General Corporation Law
of the State of Delaware (the "Corporation"), DOES HEREBY CERTIFY:

FIRST: That the Board of Directors of the Corporation, by action taken at a duly noticed meeting, adopted a resolution proposing
and declaring advisable that the first paragraph of Article IV of the Certificate of Incorporation of the Corporation be amended to
read in its entirety as follows:

"The Corporation is authorized to issue two classes of shares of stock to be designated, respectively, Common Stock,
$0.001 par value, and Preferred Stock, $0.001 par value. The total number of shares that the Corporation is authorized to
issue is 225,000,000. The number of shares of Common Stock authorized is 220,000,000. The number of shares of
Preferred Stock authorized is 5,000,000."

SECOND: That pursuant to resolutions of its Board of Directors, the amendment proposed was considered at the next annual
meeting of the stockholders of the Corporation. Such meeting was duly called and held upon notice in accordance with Section 222
of the Delaware General Corporation Law at which meeting the necessary number of shares as required by statute were voted in
favor of the amendment.

THIRD: That the aforesaid amendment has been duly adopted in accordance with the applicable provisions of Sections 242 and 222
of the Delaware General Corporation Law.

IN WITNESS WHEREOF, the Corporation has caused this certificate to be signed this 20th day of May, 2016.
 
 By: /s/ Darin Lippoldt
  Darin Lippoldt
  Chief Legal Officer
   
 
 
 
 

 



 
STATE OF DELAWARE

CERTIFICATE OF CHANGE OF REGISTERED AGENT
AND/OR REGISTERED OFFICE

The corporation organized and existing under the General Corporation Law of the State of Delaware, hereby certifies as follows:

1.     The name of the corporation is NEUROCRINE BIOSCIENCES, INC.                                         

                                                                                                                                                                        

2.     The Registered Office of the corporation in the State of Delaware is changed to

2711 Centerville Road, Suite 400                                                (street), in the City of _Wilmington, DE                      ,

County of New Castle                   Zip Code 19808                   . The name of the Registered Agent at such address upon whom
process against this Corporation may be served is Corporation Service
Company                                                                                          .
 
3.     The foregoing change to the registered office/agent was adopted by a resolution of the Board of Directors of the corporation.
 
 
 
 
 
 By: /s/ Darin Lippoldt
  Authorized Officer
 
 
 Name: /s/ Darin Lippoldt, Chief Legal Officer
  Print or Type
 
 
 
 
 
 

State of Delaware
Secretary of State

Division of corporations
Delivered 05:59 PM 10/19/2016

FILED 05:59 PM 10/19/2016
SR 20166278629 File Number 2604831
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BYLAWS

OF

NEUROCRINE BIOSCIENCES, INC.
(a Delaware corporation)

ARTICLE I

CORPORATE OFFICES

1.1 REGISTERED OFFICE

The registered office of the corporation shall be fixed in the certificate of incorporation of the corporation.

1.2 OTHER OFFICES

The board of directors may at any time establish branch or subordinate offices at any place or places where the corporation is qualified to do business.

ARTICLE II

MEETINGS OF STOCKHOLDERS

2.1 PLACE OF MEETINGS

Meetings of stockholders shall be held at any place within or outside the State of Delaware designated by the board of directors. In the absence of any
such designation, stockholders’ meetings shall be held at the principal executive office of the corporation.

2.2 ANNUAL MEETING

The annual meeting of stockholders shall be held each year on a date and at a time designated by the board of directors. In the absence of such
designation, the annual meeting of stockholders shall be held on the third Tuesday in May in each year at 10:00 a.m. However, if such day falls on a legal
holiday, then the meeting shall be held at the same time and place on the next succeeding full business day. At the meeting, directors shall be elected, and any
other proper business may be transacted.

2.3 SPECIAL MEETING

A special meeting of the stockholders may be called at any time by the board of directors, or by the chairman of the board, or by the president, or by
one or more stockholders holding shares in the aggregate entitled to cast more than fifty percent (50%) of the votes at that meeting. No other person or
persons are permitted to call a special meeting.

If a special meeting is called by any person or persons other than the board of directors, then the request shall be in writing, specifying the time of
such meeting and the general nature of the business proposed to be transacted, and shall be delivered personally or sent by registered mail or by telegraphic or
other facsimile transmission to the chairman of the board, the president, or the secretary of the corporation. The officer receiving the request shall cause notice
to be promptly given to the stockholders entitled to vote, in accordance with the provisions of Sections 2.4 and 2.6 of these bylaws, that a meeting will be held
at the time requested by the person or persons calling the meeting, so long as that time is not less than thirty-five (35) nor more than sixty (60) days after the
receipt of the request. If the notice is not given within twenty (20) days after receipt of the request, then the person or persons requesting the meeting may
give the notice. Nothing contained in this paragraph of this Section 2.3 shall be construed as limiting, fixing or affecting the time when a meeting of
stockholders called by action of the board of directors may be held.

 



 

2.4 NOTICE OF STOCKHOLDERS’ MEETINGS

All notices of meetings of stockholders shall be sent or otherwise given in accordance with Section 2.6 of these bylaws not less than ten (10) nor more
than sixty (60) days before the date of the meeting. The notice shall specify the place, date and hour of the meeting and (i) in the case of a special meeting, the
purpose or purposes for which the meeting is called (no business other than that specified in the notice may be transacted) or (ii) in the case of the annual
meeting, those matters which the board of directors, at the time of giving the notice, intends to present for action by the stockholders (but any proper matter
may be presented at the meeting for such action). The notice of any meeting at which directors are to be elected shall include the name of any nominee or
nominees who, at the time of the notice, the board intends to present for election.

2.5 ADVANCE NOTICE OF STOCKHOLDER NOMINEES AND STOCKHOLDER BUSINESS

Subject to the rights of holders of any class or series of stock having a preference over the Common Stock as to dividends or upon liquidation,

(a) nominations for the election of directors, and

(b) business proposed to be brought before any stockholder meeting may be made by the board of directors or proxy committee appointed by the
board of directors or by any stockholder entitled to vote in the election of directors generally if such nomination or business proposed is otherwise proper
business before such meeting. However, any such stockholder may nominate one or more persons for election as directors at a meeting or propose business to
be brought before a meeting, or both, only if such stockholder has given timely notice in proper written form of their intent to make such nomination or
nominations or to propose such business. To be timely, such stockholder’s notice must be delivered to or mailed and received at the principal executive offices
of the corporation not less than one hundred twenty (120) calendar days in advance of the date specified in the corporation’s proxy statement released to
stockholders in connection with the previous year’s annual meeting of stockholders; provided, however, that in the event that no annual meeting was held in
the previous year or the date of the annual meeting has been changed by more than thirty (30) days from the date contemplated at the time of the previous
year’s proxy statement, notice by the stockholder to be timely must be so received a reasonable time before the solicitation is made. To be in proper form, a
stockholder’s notice to the secretary shall set forth:

(i) the name and address of the stockholder who intends to make the nominations or propose the business and, as the case may be, of the person or
persons to be nominated or of the business to be proposed;

(ii) a representation that the stockholder is a holder of record of stock of the corporation entitled to vote at such meeting and, if applicable, intends to
appear in person or by proxy at the meeting to nominate the person or persons specified in the notice;

(iii) if applicable, a description of all arrangements or understandings between the stockholder and each nominee and any other person or persons
(naming such person or persons) pursuant to which the nomination or nominations are to be made by the stockholder;

(iv) such other information regarding each nominee or each matter of business to be proposed by such stockholder as would be required to be included
in a proxy statement filed pursuant to the proxy rules of the Securities and Exchange Commission had the nominee been nominated, or intended to be
nominated, or the matter been proposed, or intended to be proposed by the board of directors; and

(v) if applicable, the consent of each nominee to serve as director of the corporation if so elected.

The chairman of the meeting shall refuse to acknowledge the nomination of any person or the proposal of any business not made in compliance with
the foregoing procedure.

2.6 MANNER OF GIVING NOTICE: AFFIDAVIT OF NOTICE

Written notice of any meeting of stockholders shall be given either personally or by first-class mail or by telegraphic or other written communication.
Notices not personally delivered shall be sent charges prepaid and shall be addressed to the stockholder at the address of that stockholder appearing on the
books of the corporation or given by the stockholder to the corporation for the purpose of notice. Notice shall be deemed to have been given at the time when
delivered personally or deposited in the mail or sent by telegram or other means of written communication.
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An affidavit of the mailing or other means of giving any notice of any stockholders’ meeting, executed by the secretary, assistant secretary or any
transfer agent of the corporation giving the notice, shall be prima facie evidence of the giving of such notice.

2.7 QUORUM

The holders of a majority in voting power of the stock issued and outstanding and entitled to vote thereat, present in person or represented by proxy,
shall constitute a quorum at all meetings of the stockholders for the transaction of business except as otherwise provided by statute or by the certificate of
incorporation. If, however, such quorum is not present or represented at any meeting of the stockholders, then either (i) the chairman of the meeting or (ii) the
stockholders entitled to vote thereat, present in person or represented by proxy, shall have power to adjourn the meeting in accordance with Section 2.7 of
these bylaws.

When a quorum is present at any meeting, the vote of the holders of a majority of the stock having voting power present in person or represented by
proxy shall decide any question brought before such meeting, unless the question is one upon which, by express provision of the laws of the State of
Delaware or of the certificate of incorporation or these bylaws, a different vote is required, in which case such express provision shall govern and control the
decision of the question.

If a quorum be initially present, the stockholders may continue to transact business until adjournment, notwithstanding the withdrawal of enough
stockholders to leave less than a quorum, if any action taken is approved by a majority of the stockholders initially constituting the quorum.

2.8 ADJOURNED MEETING; NOTICE

When a meeting is adjourned to another time and place, unless these bylaws otherwise require, notice need not be given of the adjourned meeting if
the time and place thereof are announced at the meeting at which the adjournment is taken. At the adjourned meeting the corporation may transact any
business that might have been transacted at the original meeting. If the adjournment is for more than thirty (30) days, or if after the adjournment a new record
date is fixed for the adjourned meeting, a notice of the adjourned meeting shall be given to each stockholder of record entitled to vote at the meeting.

2.9 VOTING

The stockholders entitled to vote at any meeting of stockholders shall be determined in accordance with the provisions of Section 2.11 of these
bylaws, subject to the provisions of Sections 217 and 218 of the General Corporation Law of Delaware (relating to voting rights of fiduciaries, pledgors and
joint owners, and to voting trusts and other voting agreements).

Except as may be otherwise provided in the certificate of incorporation or these bylaws, each stockholder shall be entitled to one vote for each share
of capital stock held by such stockholder, and stockholders shall not be entitled to cumulate their votes in the election of directors or with respect to any
matter submitted to a vote of the stockholders.

Notwithstanding the foregoing, if the stockholders of the corporation are entitled, pursuant to Sections 2115 and 301.5 of the California Corporations
Code, to cumulate their votes in the election of directors, each such stockholder shall be entitled to cumulate votes (i.e., cast for any candidate a number of
votes greater than the number of votes that such stockholder normally is entitled to cast) only if the candidates’ names have been properly placed in
nomination (in accordance with these bylaws) prior to commencement of the voting, and the stockholder requesting cumulative voting has given notice prior
to commencement of the voting of the stockholder’s intention to cumulate votes. If cumulative voting is properly requested, each holder of stock, or of any
class or classes or of a series or series thereof, who elects to cumulate votes shall be entitled to as many votes as equals the number of votes that (absent this
provision as to cumulative voting) he or she would be entitled to cast for the election of directors with respect to his or her shares of stock multiplied by the
number of directors to be elected by him, and he or she may cast all of such votes for a single director or may distribute them among the number to be voted
for, or for any two or more of them, as he or she may see fit.
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2.10 STOCKHOLDER ACTION BY WRITTEN CONSENT WITHOUT A MEETING

Unless otherwise provided in the certificate of incorporation, any action required or permitted to be taken at any annual or special meeting of
stockholders may be taken without a meeting, without prior notice and without a vote, if a consent or consents in writing setting forth the action so taken,
shall be signed by the holders of outstanding stock having not less than the minimum number of votes that would be necessary to authorize or take such
action at a meeting at which all shares entitled to vote thereon were present and voted. Such consents shall be delivered to the corporation by delivery to its
registered office in the state of Delaware, its principal place of business, or an officer or agent of the corporation having custody of the book in which
proceedings of meetings of stockholders are recorded. Delivery made to a corporation’s registered office shall be by hand or by certified or registered mail,
return receipt requested.

2.11 RECORD DATE FOR STOCKHOLDER NOTICE: VOTING

For purposes of determining the stockholders entitled to notice of any meeting or to vote thereat, the board of directors may fix, in advance, a record
date, which shall not precede the date upon which the resolution fixing the record date is adopted by the board of directors and which shall not be more than
sixty (60) days nor less than ten (10) days before the date of any such meeting, and in such event only stockholders of record on the date so fixed are entitled
to notice and to vote, notwithstanding any transfer of any shares on the books of the corporation after the record date.

If the board of directors does not so fix a record date, the record date for determining stockholders entitled to notice of or to vote at a meeting of
stockholders shall be at the close of business on the business day next preceding the day on which notice is given, or, if notice is waived, at the close of
business on the business day next preceding the day on which the meeting is held.

A determination of stockholders of record entitled to notice of or to vote at a meeting of stockholders shall apply to any adjournment of the meeting
unless the board of directors fixes a new record date for the adjourned meeting, but the board of directors shall fix a new record date if the meeting is
adjourned for more than thirty (30) days from the date set for the original meeting.

The record date for any other purpose shall be as provided in Section 8.1 of these bylaws.

2.12 PROXIES

Every person entitled to vote for directors, or on any other matter, shall have the right to do so either in person or by one or more agents authorized by
a written proxy signed by the person and filed with the secretary of the corporation, but no such proxy shall be voted or acted upon after three (3) years from
its date, unless the proxy provides for a longer period. A proxy shall be deemed signed if the stockholder’s name is placed on the proxy (whether by manual
signature, typewriting, telegraphic transmission, telefacsimile or otherwise) by the stockholder or the stockholder’s attorney-in-fact. The revocability of a
proxy that states on its face that it is irrevocable shall be governed by the provisions of Section 212(e) of the General Corporation Law of Delaware.

2.13 ORGANIZATION

The president, or in the absence of the president, the chairman of the board, or, in the absence of the president and the chairman of the board, one of
the corporation’s vice presidents, shall call the meeting of the stockholders to order, and shall act as chairman of the meeting. In the absence of the president,
the chairman of the board, and all of the vice presidents, the stockholders shall appoint a chairman for such meeting. The chairman of any meeting of
stockholders shall determine the order of business and the procedures at the meeting, including such matters as the regulation of the manner of voting and the
conduct of business. The secretary of the corporation shall act as secretary of all meetings of the stockholders, but in the absence of the secretary at any
meeting of the stockholders, the chairman of the meeting may appoint any person to act as secretary of the meeting.
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2.14 LIST OF STOCKHOLDERS ENTITLED TO VOTE

The officer who has charge of the stock ledger of the corporation shall prepare and make, at least ten (10) days before every meeting of stockholders,
a complete list of the stockholders entitled to vote at the meeting, arranged in alphabetical order, and showing the address of each stockholder and the number
of shares registered in the name of each stockholder. Such list shall be open to the examination of any stockholder, for any purpose germane to the meeting,
during ordinary business hours, for a period of at least ten (10) days prior to the meeting, either at a place within the city where the meeting is to be held,
which place shall be specified in the notice of the meeting, or, if not so specified, at the place where the meeting is to be held. The list shall also be produced
and kept at the time and place of the meeting during the whole time thereof, and may be inspected by any stockholder who is present.

2.15 WAIVER OF NOTICE

Whenever notice is required to be given under any provision of the General Corporation Law of Delaware or of the certificate of incorporation or
these bylaws, a written waiver thereof, signed by the person entitled to notice, whether before or after the time stated therein, shall be deemed equivalent to
notice. Attendance of a person at a meeting shall constitute a waiver of notice of such meeting, except when the person attends a meeting for the express
purpose of objecting, at the beginning of the meeting, to the transaction of any business because the meeting is not lawfully called or convened. Neither the
business to be transacted at, nor the purpose of, any regular or special meeting of the stockholders need be specified in any written waiver of notice unless so
required by the certificate of incorporation or these bylaws.

ARTICLE III

DIRECTORS

3.1 POWERS

Subject to the provisions of the General Corporation Law of Delaware and to any limitations in the certificate of incorporation or these bylaws
relating to action required to be approved by the stockholders or by the outstanding shares, the business and affairs of the corporation shall be managed and
all corporate powers shall be exercised by or under the direction of the board of directors.

3.2 NUMBER OF DIRECTORS

The board of directors shall consist of six (6) members. The number of directors may be changed by an amendment to this bylaw, duly adopted by the
board of directors or by the stockholders, or by a duly adopted amendment to the certificate of incorporation. The directors shall be divided into three classes,
with the term of office of the first class. which class shall initially consist of two directors, to expire at the first annual meeting of stockholders following the
1996 Annual Meeting of Shareholders; the term of office of the second class, which class shall initially consist of two directors, to expire at the second annual
meeting of stockholders following the 1996 Annual Meeting of Shareholders; the term of office of the third class, which class shall initially consist of two
directors, to expire at the third annual meeting of stockholders following the 1996 Annual Meeting of Shareholders; and thereafter for each such term to
expire at each third succeeding annual meeting of stockholders held after such election.

3.3 ELECTION AND TERM OF OFFICE OF DIRECTORS

Except as provided in Section 3.4 of these bylaws, directors shall be elected at each annual meeting of stockholders to hold office as provided in
Section 3.2 of these bylaws. Each director, including a director elected or appointed to fill a vacancy, shall hold office until the expiration of the term for
which elected and until a successor has been elected and qualified.
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3.4 RESIGNATION AND VACANCIES

Any director may resign effective on giving written notice to the chairman of the board, the president, the secretary or the board of directors, unless
the notice specifies a later time for that resignation to become effective. If the resignation of a director is effective at a future time, the board of directors may
elect a successor to take office when the resignation becomes effective.

Vacancies in the board of directors may be filled by a majority of the remaining directors, even if less than a quorum, or by a sole remaining director;
however, a vacancy created by the removal of a director by the vote of the stockholders or by court order may be filled only by the affirmative vote of a
majority of the shares represented and voting at a duly held meeting at which a quorum is present (which shares voting affirmatively also constitute a majority
of the required quorum). Each director so elected shall hold office for a term expiring at the next annual meeting of the stockholders at which the term of
office of the class to which such director has been elected expires.

Unless otherwise provided in the certificate of incorporation or these bylaws:

(i) Vacancies and newly created directorships resulting from any increase in the authorized number of directors elected by all of the
stockholders having the right to vote as a single class may be filled by a majority of the directors then in office, although less than a quorum, or by a sole
remaining director.

(ii) Whenever the holders of any class or classes of stock or series thereof are entitled to elect one or more directors by the provisions of the
certificate of incorporation, vacancies and newly created directorships of such class or classes or series may be filled by a majority of the directors elected by
such class or classes or series thereof then in office, or by a sole remaining director so elected.

If at any time, by reason of death or resignation or other cause, the corporation should have no directors in office, then any officer or any stockholder
or an executor, administrator, trustee or guardian of a stockholder, or other fiduciary entrusted with like responsibility for the person or estate of a stockholder,
may call a special meeting of stockholders in accordance with the provisions of the certificate of incorporation or these bylaws, or may apply to the Court of
Chancery for a decree summarily ordering an election as provided in Section 211 of the General Corporation Law of Delaware.

If, at the time of filling any vacancy or any newly created directorship, the directors then in office constitute less than a majority of the whole board
(as constituted immediately prior to any such increase), then the Court of Chancery may, upon application of any stockholder or stockholders holding at least
ten (10) percent of the total number of the shares at the time outstanding having the right to vote for such directors, summarily order an election to be held to
fill any such vacancies or newly created directorships, or to replace the directors chosen by the directors then in office as aforesaid, which election shall be
governed by the provisions of Section 211 of the General Corporation Law of Delaware as far as applicable.

3.5 REMOVAL OF DIRECTORS

Unless otherwise restricted by statute, by the certificate of incorporation or by these bylaws, any director or the entire board of directors may be
removed, with cause, by the holders of a majority of the shares then entitled to vote at an election of directors.

3.6 PLACE OF MEETINGS; MEETINGS BY TELEPHONE

Regular meetings of the board of directors may be held at any place within or outside the State of Delaware that has been designated from time to time
by resolution of the board. In the absence of such a designation, regular meetings shall be held at the principal executive office of the corporation. Special
meetings of the board may be held at any place within or outside the State of Delaware that has been designated in the notice of the meeting or, if not stated in
the notice or if there is no notice, at the principal executive office of the corporation.
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Any meeting of the board, regular or special, may be held by conference telephone or similar communication equipment, so long as all directors
participating in the meeting can hear one another; and all such participating directors shall be deemed to be present in person at the meeting.

3.7 FIRST MEETINGS

The first meeting of each newly elected board of directors shall be held at such time and place as shall be fixed by the vote of the stockholders at the
annual meeting. In the event of the failure of the stockholders to fix the time or place of such first meeting of the newly elected board of directors, or in the
event such meeting is not held at the time and place so fixed by the stockholders, the meeting may be held at such time and place as shall be specified in a
notice given as hereinafter provided for special meetings of the board of directors, or as shall be specified in a written waiver signed by all of the directors.

3.8 REGULAR MEETINGS

Regular meetings of the board of directors may be held without notice at such time as shall from time to time be determined by the board of directors.
If any regular meeting day shall fall on a legal holiday, then the meeting shall be held at the same time and place on the next succeeding full business day.

3.9 SPECIAL MEETINGS: NOTICE

Special meetings of the board of directors for any purpose or purposes may be called at any time by the chairman of the board, the president, any vice
president, the secretary or any two directors.

Notice of the time and place of special meetings shall be delivered personally or by telephone to each director or sent by first-class mail, telecopy or
telegram, charges prepaid, addressed to each director at that director’s address as it is shown on the records of the corporation. If the notice is mailed, it shall
be deposited in the United States mail at least four (4) days before the time of the holding of the meeting. If the notice is delivered personally or by telephone,
telecopy or telegram, it shall be delivered personally or by telephone or to the telegraph company at least forty-eight (48) hours before the time of the holding
of the meeting. Any oral notice given personally or by telephone may be communicated either to the director or to a person at the office of the director who
the person giving the notice has reason to believe will promptly communicate it to the director. The notice need not specify the purpose or the place of the
meeting, if the meeting is to be held at the principal executive office of the corporation.

3.10 QUORUM

A majority of the authorized number of directors shall constitute a quorum for the transaction of business, except to adjourn as provided in
Section 3.12 of these bylaws. Every act or decision done or made by a majority of the directors present at a duly held meeting at which a quorum is present
shall be regarded as the act of the board of directors, subject to the provisions of the certificate of incorporation and applicable law.

A meeting at which a quorum is initially present may continue to transact business notwithstanding the withdrawal of directors, if any action taken is
approved by at least a majority of the quorum for that meeting.

3.11 WAIVER OF NOTICE

Notice of a meeting need not be given to any director (i) who signs a waiver of notice, whether before or after the meeting, or (ii) who attends the
meeting other than for the express purpose of objecting at the beginning of the meeting to the transaction of any business because the meeting is not lawfully
called or convened. All such waivers shall be filed with the corporate records or made part of the minutes of the meeting. A waiver of notice need not specify
the purpose of any regular or special meeting of the board of directors.
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3.12 ADJOURNMENT

A majority of the directors present, whether or not constituting a quorum, may adjourn any meeting of the board to another time and place.

3.13 NOTICE OF ADJOURNMENT

Notice of the time and place of holding an adjourned meeting of the board need not be given unless the meeting is adjourned for more than twenty-
four (24) hours. If the meeting is adjourned for more than twenty-four (24) hours, then notice of the time and place of the adjourned meeting shall be given
before the adjourned meeting takes place, in the manner specified in Section 3.9 of these bylaws, to the directors who were not present at the time of the
adjournment.

3.14 BOARD ACTION BY WRITTEN CONSENT WITHOUT A MEETING

Any action required or permitted to be taken by the board of directors may be taken without a meeting, provided that all members of the board
individually or collectively consent in writing to that action. Such action by written consent shall have the same force and effect as a unanimous vote of the
board of directors. Such written consent and any counterparts thereof shall be filed with the minutes of the proceedings of the board of directors.

3.15 FEES AND COMPENSATION OF DIRECTORS

Directors and members of committees may receive such compensation, if any, for their services and such reimbursement of expenses as may be fixed
or determined by resolution of the board of directors. This Section 3.15 shall not be construed to preclude any director from serving the corporation in any
other capacity as an officer, agent, employee or otherwise and receiving compensation for those services.

3.16 APPROVAL OF LOANS TO OFFICERS

The corporation may lend money to, or guarantee any obligation of, or otherwise assist any officer or other employee of the corporation or any of its
subsidiaries, including any officer or employee who is a director of the corporation or any of its subsidiaries, whenever, in the judgment of the directors, such
loan, guaranty or assistance may reasonably be expected to benefit the corporation. The loan, guaranty or other assistance may be with or without interest and
may be unsecured, or secured in such manner as the board of directors shall approve, including, without limitation, a pledge of shares of stock of the
corporation. Nothing contained in this section shall be deemed to deny, limit or restrict the powers of guaranty or warranty of the corporation at common law
or under any statute.

3.17 SOLE DIRECTOR PROVIDED BY CERTIFICATE OF INCORPORATION

In the event only one director is required by these bylaws or the certificate of incorporation, then any reference herein to notices, waivers, consents,
meetings or other actions by a majority or quorum of the directors shall be deemed to refer to such notice, waiver, etc., by such sole director, who shall have
all the rights and duties and shall be entitled to exercise all of the powers and shall assume all the responsibilities otherwise herein described as given to the
board of directors.
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ARTICLE IV

COMMITTEES

4.1 COMMITTEES OF DIRECTORS

The board of directors may, by resolution adopted by a majority of the authorized number of directors, designate one (1) or more committees, each
consisting of two or more directors, to serve at the pleasure of the board. The board may designate one (1) or more directors as alternate members of any
committee, who may replace any absent or disqualified member at any meeting of the committee. The appointment of members or alternate members of a
committee requires the vote of a majority of the authorized number of directors. Any committee, to the extent provided in the resolution of the board, shall
have and may exercise all the powers and authority of the board, but no such committee shall have the power or authority to (i) amend the certificate of
incorporation (except that a committee may, to the extent authorized in the resolution or resolutions providing for the issuance of shares of stock adopted by
the board of directors as provided in Section 151(a) of the General Corporation Law of Delaware, fix the designations and any of the preferences or rights of
such shares relating to dividends, redemption, dissolution, any distribution of assets of the corporation or the conversion into, or the exchange of such shares
for, shares of any other class or classes or any other series of the same or any other class or classes of stock of the corporation), (ii) adopt an agreement of
merger or consolidation under Sections 251 or 252 of the General Corporation Law of Delaware, (iii) recommend to the stockholders the sale, lease or
exchange of all or substantially all of the corporation’s property and assets, (iv) recommend to the stockholders a dissolution of the corporation or a
revocation of a dissolution or (v) amend the bylaws of the corporation; and, unless the board resolution establishing the committee, the bylaws or the
certificate of incorporation expressly so provide, no such committee shall have the power or authority to declare a dividend, to authorize the issuance of stock,
or to adopt a certificate of ownership and merger pursuant to Section 253 of the General Corporation Law of Delaware.

4.2 MEETINGS AND ACTION OF COMMITTEES

Meetings and actions of committees shall be governed by, and held and taken in accordance with, the following provisions of Article III of these
bylaws: Section 3.6 (place of meetings; meetings by telephone), Section 3.8 (regular meetings), Section 3.9 (special meetings; notice), Section 3.10 (quorum),
Section 3.11 (waiver of notice), Section 3.12 (adjournment), Section 3.13 (notice of adjournment) and Section 3.14 (board action by written consent without
meeting), with such changes in the context of those bylaws as are necessary to substitute the committee and its members for the board of directors and its
members; provided, however, that the time of regular meetings of committees may be determined either by resolution of the board of directors or by
resolution of the committee, that special meetings of committees may also be called by resolution of the board of directors, and that notice of special meetings
of committees shall also be given to all alternate members, who shall have the right to attend all meetings of the committee. The board of directors may adopt
rules for the government of any committee not inconsistent with the provisions of these bylaws.

4.3 COMMITTEE MINUTES

Each committee shall keep regular minutes of its meetings and report the same to the board of directors when required.
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ARTICLE V

OFFICERS

5.1 OFFICERS

The Corporate Officers of the corporation shall be a president, a secretary and a chief financial officer. The corporation may also have, at the
discretion of the board of directors, a chairman of the board, one or more vice presidents (however denominated), one or more assistant secretaries, a treasurer
and one or more assistant treasurers, and such other officers as may be appointed in accordance with the provisions of Section 5.3 of these bylaws. Any
number of offices may be held by the same person.

In addition to the Corporate Officers of the Company described above, there may also be such Administrative Officers of the corporation as may be
designated and appointed from time to time by the president of the corporation in accordance with the provisions of Section 5.12 of these bylaws.

5.2 ELECTION OF OFFICERS

The Corporate Officers of the corporation, except such officers as may be appointed in accordance with the provisions of Section 5.3 or Section 5.5 of
these bylaws, shall be chosen by the board of directors, subject to the rights, if any, of an officer under any contract of employment, and shall hold their
respective offices for such tenns as the board of directors may from time to time determine.

5.3 SUBORDINATE OFFICERS

The board of directors may appoint, or may empower the president to appoint, such other Corporate Officers as the business of the corporation may
require, each of whom shall hold office for such period, have such power and authority, and perform such duties as are provided in these bylaws or as the
board of directors may from time to time determine.

The president may from time to time designate and appoint Administrative Officers of the corporation in accordance with the provisions of
Section 5.12 of these bylaws.

5.4 REMOVAL AND RESIGNATION OF OFFICERS

Subject to the rights, if any, of a Corporate Officer under any contract of employment, any Corporate Officer may be removed, either with or without
cause, by the board of directors at any regular or special meeting of the board or, except in case of a Corporate Officer chosen by the board of directors, by
any Corporate Officer upon whom such power of removal may be conferred by the board of directors.

Any Corporate Officer may resign at any time by giving written notice to the corporation. Any resignation shall take effect at the date of the receipt of
that notice or at any later time specified in that notice; and, unless otherwise specified in that notice, the acceptance of the resignation shall not be necessary to
make it effective. Any resignation is without prejudice to the rights, if any, of the corporation under any contract to which the Corporate Officer is a party.

Any Administrative Officer designated and appointed by the president may be removed, either with or without cause, at any time by the president.
Any Administrative Officer may resign at any time by giving written notice to the president or to the secretary of the corporation.

5.5 VACANCIES IN OFFICES

A vacancy in any office because of death, resignation, removal, disqualification or any other cause shall be filled in the manner prescribed in these
bylaws for regular appointments to that office.
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5.6 CHAIRMAN OF THE BOARD

The chairman of the board, if such an officer be elected, shall, if present, preside at meetings of the board of directors and exercise such other powers
and perform such other duties as may from time to time be assigned to him by the board of directors or as may be prescribed by these bylaws. If there is no
president, then the chairman of the board shall also be the chief executive officer of the corporation and shall have the powers and duties prescribed in
Section 5.7 of these bylaws.

5.7 PRESIDENT

Subject to such supervisory powers, if any, as may be given by the board of directors to the chairman of the board, if there be such an officer, the
president shall be the chief executive officer of the corporation and shall, subject to the control of the board of directors, have general supervision, direction
and control of the business and the officers of the corporation. He or she shall preside at all meetings of the stockholders and, in the absence or nonexistence
of a chairman of the board, at all meetings of the board of directors. He or she shall have the general powers and duties of management usually vested in the
office of president of a corporation, and shall have such other powers and perform such other duties as may be prescribed by the board of directors or these
bylaws.

5.8 VICE PRESIDENTS

In the absence or disability of the president, and if there is no chairman of the board, the vice presidents, if any, in order of their rank as fixed by the
board of directors or, if not ranked, a vice president designated by the board of directors, shall perform all the duties of the president and when so acting shall
have all the powers of, and be subject to all the restrictions upon, the president. The vice presidents shall have such other powers and perform such other
duties as from time to time may be prescribed for them respectively by the board of directors, these bylaws, the president or the chairman of the board.

5.9 SECRETARY

The secretary shall keep or cause to be kept, at the principal executive office of the corporation or such other place as the board of directors may
direct, a book of minutes of all meetings and actions of the board of directors, committees of directors and stockholders. The minutes shall show the time and
place of each meeting, whether regular or special (and, if special, how authorized and the notice given), the names of those present at directors’ meetings or
committee meetings, the number of shares present or represented at stockholders’ meetings and the proceedings thereof.

The secretary shall keep, or cause to be kept, at the principal executive office of the corporation or at the office of the corporation’s transfer agent or
registrar, as determined by resolution of the board of directors, a share register or a duplicate share register, showing the names of all stockholders and their
addresses, the number and classes of shares held by each, the number and date of certificates evidencing such shares and the number and date of cancellation
of every certificate surrendered for cancellation.

The secretary shall give, or cause to be given, notice of all meetings of the stockholders and of the board of directors required to be given by law or by
these bylaws. He or she shall keep the seal of the corporation, if one be adopted, in safe custody and shall have such other powers and perform such other
duties as may be prescribed by the board of directors or by these bylaws.

5.10 CHIEF FINANCIAL OFFICER

The chief financial officer shall keep and maintain, or cause to be kept and maintained, adequate and correct books and records of accounts of the
properties and business transactions of the corporation, including accounts of its assets, liabilities, receipts, disbursements, gains, losses, capital, retained
earnings and shares. The books of account shall at all reasonable times be open to inspection by any director for a purpose reasonably related to his position
as a director.
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The chief financial officer shall deposit all money and other valuables in the name and to the credit of the corporation with such depositaries as may
be designated by the board of directors. He or she shall disburse the funds of the corporation as may be ordered by the board of directors, shall render to the
president and directors, whenever they request it, an account of all of his or her transactions as chief financial officer and of the financial condition of the
corporation, and shall have such other powers and perfonn such other duties as may be prescribed by the board of directors or these bylaws.

5.11 ASSISTANT SECRETARY

The assistant secretary, if any, or, if there is more than one, the assistant secretaries in the order determined by the board of directors (or if there be no
such determination, then in the order of their election) shall, in the absence of the secretary or in the event of his or her inability or refusal to act, perform the
duties and exercise the powers of the secretary and shall perform such other duties and have such other powers as the board of directors may from time to
time prescribe.

5.12 ADMINISTRATIVE OFFICERS

In addition to the Corporate Officers of the corporation as provided in Section 5.1 of these bylaws and such subordinate Corporate Officers as may be
appointed in accordance with Section 5.3 of these bylaws, there may also be such Administrative Officers of the corporation as may be designated and
appointed from time to time by the president of the corporation. Administrative Officers shall perform such duties and have such powers as from time to time
may be determined by the president or the board of directors in order to assist the Corporate Officers in the furtherance of their duties. In the performance of
such duties and the exercise of such powers, however, such Administrative Officers shall have limited authority to act on behalf of the corporation as the
board of directors shall establish, including but not limited to, limitations on the dollar amount and on the scope of agreements or commitments that may be
made by such Administrative Officers on behalf of the corporation, which limitations may not be exceeded by such individuals or altered by the president
without further approval by the board of directors.

5.13 AUTHORITY AND DUTIES OF OFFICERS

In addition to the foregoing powers, authority and duties, all officers of the corporation shall respectively have such authority and powers and perform
such duties in the management of the business of the corporation as may be designated from time to time by the board of directors.

ARTICLE VI

INDEMNIFICATION OF DIRECTORS, OFFICERS, EMPLOYEES
AND OTHER AGENTS

6.1 INDEMNIFICATION OF DIRECTORS AND OFFICERS

The corporation shall, to the maximum extent and in the manner permitted by the General Corporation Law of Delaware as the same now exists or
may hereafter be amended, indemnify any person against expenses (including attorneys’ fees), judgments, fines, and amounts paid in settlement actually and
reasonably incurred in connection with any threatened, pending or completed action, suit, or proceeding in which such person was or is a party or is
threatened to be made a party by reason of the fact that such person is or was a director or officer of the corporation. For purposes of this Section 6.1, a
“director” or “officer” of the corporation shall mean any person (i) who is or was a director or officer of the corporation, (ii) who is or was serving at the
request of the corporation as a director or officer of another corporation, partnership, joint venture, trust or other enterprise, or (iii) who was a director or
officer of a corporation which was a predecessor corporation of the corporation or of another enterprise at the request of such predecessor corporation.
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The corporation shall be required to indemnify a director or officer in connection with an action, suit, or proceeding (or part thereof) initiated by such
director or officer only if the initiation of such action, suit, or proceeding (or part thereof) by the director or officer was authorized by the Board of Directors
of the corporation.

The corporation shall pay the expenses (including attorney’s fees) incurred by a director or officer of the corporation entitled to indemnification
hereunder in defending any action, suit or proceeding referred to in this Section 6.1 in advance of its final disposition; provided, however, that payment of
expenses incurred by a director or officer of the corporation in advance of the final disposition of such action, suit or proceeding shall be made only upon
receipt of an undertaking by the director or officer to repay all amounts advanced if it should ultimately be determined that the director of officer is not
entitled to be indemnified under this Section 6.1 or otherwise.

The rights conferred on any person by this Article shall not be exclusive of any other rights which such person may have or hereafter acquire under
any statute, provision of the corporation’s certificate of incorporation, these bylaws, agreement, vote of the stockholders or disinterested directors or
otherwise.

Any repeal or modification of the foregoing provisions of this Article shall not adversely affect any right or protection hereunder of any person in
respect of any act or omission occurring prior to the time of such repeal or modification.

6.2 INDEMNIFICATION OF OTHERS

The corporation shall have the power, to the maximum extent and in the manner permitted by the General Corporation Law of Delaware as the same
now exists or may hereafter be amended, to indemnify any person (other than directors and officers) against expenses (including attorneys’ fees), judgments,
fines, and amounts paid in settlement actually and reasonably incurred in connection with any threatened, pending or completed action, suit, or proceeding, in
which such person was or is a party or is threatened to be made a party by reason of the fact that such person is or was an employee or agent of the
corporation. For purposes of this Section 6.2, an “employee” or “agent” of the corporation (other than a director or officer) shall mean any person (i) who is
or was an employee or agent of the corporation, (ii) who is or was serving at the request of the corporation as an employee or agent of another corporation,
partnership, joint venture, trust or other enterprise, or (iii) who was an employee or agent of a corporation which was a predecessor corporation of the
corporation or of another enterprise at the request of such predecessor corporation.

6.3 INSURANCE

The corporation may purchase and maintain insurance on behalf of any person who is or was a director, officer, employee or agent of the corporation,
or is or was serving at the request of the corporation as a director, officer, employee or agent of another corporation, partnership, joint venture, trust or other
enterprise against any liability asserted against him or her and incurred by him or her in any such capacity, or arising out of his or her status as such, whether
or not the corporation would have the power to indemnify him or her against such liability under the provisions of the General Corporation Law of Delaware.

ARTICLE VII

RECORDS AND REPORTS

7.1 MAINTENANCE AND INSPECTION OF RECORDS

The corporation shall, either at its principal executive office or at such place or places as designated by the board of directors, keep a record of its
stockholders listing their names and addresses and the number and class of shares held by each stockholder, a copy of these bylaws as amended to date,
accounting books and other records of its business and properties.
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Any stockholder of record, in person or by attorney or other agent, shall, upon written demand under oath stating the purpose thereof, have the right
during the usual hours for business to inspect for any proper purpose the corporation’s stock ledger, a list of its stockholders, and its other books and records
and to make copies or extracts therefrom. A proper purpose shall mean a purpose reasonably related to such person’s interest as a stockholder. In every
instance where an attorney or other agent is the person who seeks the right to inspection, the demand under oath shall be accompanied by a power of attorney
or such other writing that authorizes the attorney or other agent to so act on behalf of the stockholder. The demand under oath shall be directed to the
corporation at its registered office in Delaware or at its principal place of business.

7.2 INSPECTION BY DIRECTORS

Any director shall have the right to examine (and to make copies of) the corporation’s stock ledger, a list of its stockholders and its other books and
records for a purpose reasonably related to his or her position as a director.

7.3 ANNUAL STATEMENT TO STOCKHOLDERS

The board of directors shall present at each annual meeting, and at any special meeting of the stockholders when called for by vote of the
stockholders, a full and clear statement of the business and condition of the corporation.

7.4 REPRESENTATION OF SHARES OF OTHER CORPORATIONS

The chairman of the board, if any, the president, any vice president, the chief financial officer, the secretary or any assistant secretary of this
corporation, or any other person authorized by the board of directors or the president or a vice president, is authorized to vote, represent and exercise on
behalf of this corporation all rights incident to any and all shares of the stock of any other corporation or corporations standing in the name of this
corporation. The authority herein granted may be exercised either by such person directly or by any other person authorized to do so by proxy or power of
attorney duly executed by such person having the authority.

7.5 CERTIFICATION AND INSPECTION OF BYLAWS

The original or a copy of these bylaws, as amended or otherwise altered to date, certified by the secretary, shall be kept at the corporation’s principal
executive office and shall be open to inspection by the stockholders of the corporation, at all reasonable times during office hours.

ARTICLE VIII

GENERAL MATTERS

8.1 RECORD DATE FOR PURPOSES OTHER THAN NOTICE AND VOTING

For purposes of determining the stockholders entitled to receive payment of any dividend or other distribution or allotment of any rights or the
stockholders entitled to exercise any rights in respect of any change, conversion or exchange of stock, or for the purpose of any other lawful action, the board
of directors may fix, in advance, a record date, which shall not precede the date upon which the resolution fixing the record date is adopted and which shall
not be more than sixty (60) days before any such action. In that case, only stockholders of record at the close of business on the date so fixed are entitled to
receive the dividend, distribution or allotment of rights, or to exercise such rights, as the case may be, notwithstanding any transfer of any shares on the books
of the corporation after the record date so fixed, except as otherwise provided by law.

If the board of directors does not so fix a record date, then the record date for determining stockholders for any such purpose shall be at the close of
business on the day on which the board of directors adopts the applicable resolution.
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8.2 CHECKS; DRAFTS; EVIDENCES OF INDEBTEDNESS

From time to time, the board of directors shall determine by resolution which person or persons may sign or endorse all checks, drafts, other orders for
payment of money, notes or other evidences of indebtedness that are issued in the name of or payable to the corporation, and only the persons so authorized
shall sign or endorse those instruments.

8.3 CORPORATE CONTRACTS AND INSTRUMENTS; HOW EXECUTED

The board of directors, except as otherwise provided in these bylaws, may authorize and empower any officer or officers, or agent or agents, to enter
into any contract or execute any instrument in the name of and on behalf of the corporation; such power and authority may be general or confined to specific
instances. Unless so authorized or ratified by the board of directors or within the agency power of an officer, no officer, agent or employee shall have any
power or authority to bind the corporation by any contract or engagement or to pledge its credit or to render it liable for any purpose or for any amount.

8.4 STOCK CERTIFICATES; TRANSFER; PARTLY PAID SHARES

The shares of the corporation shall be represented by certificates, provided that the board of directors of the corporation may provide by resolution or
resolutions that some or all of any or all classes or series of its stock shall be uncertificated shares. Any such resolution shall not apply to shares represented
by a certificate until such certificate is surrendered to the corporation. Notwithstanding the adoption of such a resolution by the board of directors, every
holder of stock represented by certificates and, upon request, every holder of uncertificated shares, shall be entitled to have a certificate signed by, or in the
name of the corporation by, the chairman or vice-chairman of the board of directors, or the president or vice-president, and by the treasurer or an assistant
treasurer, or the secretary or an assistant secretary of such corporation representing the number of shares registered in certificate form. Any or all of the
signatures on the certificate may be a facsimile. In case any officer, transfer agent or registrar who has signed or whose facsimile signature has been placed
upon a certificate has ceased to be such officer, transfer agent or registrar before such certificate is issued, it may be issued by the corporation with the same
effect as if he or she were such officer, transfer agent or registrar at the date of issue.

Certificates for shares shall be of such form and device as the board of directors may designate and shall state the name of the record holder of the
shares represented thereby; its number; date of issuance; the number of shares for which it is issued; a summary statement or reference to the powers,
designations, preferences or other special rights of such stock and the qualifications, limitations or restrictions of such preferences and/or rights, if any; a
statement or summary of liens, if any; a conspicuous notice of restrictions upon transfer or registration of transfer, if any; a statement as to any applicable
voting trust agreement; if the shares be assessable, or, if assessments are collectible by personal action, a plain statement of such facts.

Upon surrender to the secretary or transfer agent of the corporation of a certificate for shares duly endorsed or accompanied by proper evidence of
succession, assignment or authority to transfer, it shall be the duty of the corporation to issue a new certificate to the person entitled thereto, cancel the old
certificate and record the transaction upon its books.

The corporation may issue the whole or any part of its shares as partly paid and subject to call for the remainder of the consideration to be paid
therefor. Upon the face or back of each stock certificate issued to represent any such partly paid shares, or upon the books and records of the corporation in
the case of uncertificated partly paid shares, the total amount of the consideration to be paid therefor and the amount paid thereon shall be stated. Upon the
declaration of any dividend on fully paid shares, the corporation shall declare a dividend upon partly paid shares of the same class, but only upon the basis of
the percentage of the consideration actually paid thereon.
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8.5 SPECIAL DESIGNATION ON CERTIFICATES

If the corporation is authorized to issue more than one class of stock or more than one series of any class, then the powers, the designations, the
preferences and the relative, participating, optional or other special rights of each class of stock or series thereof and the qualifications, limitations or
restrictions of such preferences and/or rights shall be set forth in full or summarized on the face or back of the certificate that the corporation shall issue to
represent such class or series of stock; provided, however, that, except as otherwise provided in Section 202 of the General Corporation Law of Delaware, in
lieu of the foregoing requirements there may be set forth on the face or back of the certificate that the corporation shall issue to represent such class or series
of stock a statement that the corporation will furnish without charge to each stockholder who so requests the powers, the designations, the preferences and the
relative, participating, optional or other special rights of each class of stock or series thereof and the qualifications, limitations or restrictions of such
preferences and/or rights.

8.6 LOST CERTIFICATES

Except as provided in this Section 8.6, no new certificates for shares shall be issued to replace a previously issued certificate unless the latter is
surrendered to the corporation and cancelled at the same time. The board of directors may, in case any share certificate or certificate for any other security is
lost, stolen or destroyed, authorize the issuance of replacement certificates on such terms and conditions as the board may require; the board may require
indemnification of the corporation secured by a bond or other adequate security sufficient to protect the corporation against any claim that may be made
against it, including any expense or liability, on account of the alleged loss, theft or destruction of the certificate or the issuance of the replacement certificate.

8.7 TRANSFER AGENTS AND REGISTRARS

The board of directors may appoint one or more transfer agents or transfer clerks, and one or more registrars, each of which shall be an incorporated
bank or trust company—either domestic or foreign, who shall be appointed at such times and places as the requirements of the corporation may necessitate
and the board of directors may designate.

8.8 CONSTRUCTION; DEFINITIONS

Unless the context requires otherwise, the general provisions, rules of construction and definitions in the General Corporation Law of Delaware shall
govern the construction of these bylaws. Without limiting the generality of this provision, as used in these bylaws, the singular number includes the plural, the
plural number includes the singular, and the term “person” includes both an entity and a natural person.

ARTICLE IX

AMENDMENTS

The original or other bylaws of the corporation may be adopted, amended or repealed by the stockholders entitled to vote or by the board of directors
of the corporation. The fact that such power has been so conferred upon the directors shall not divest the stockholders of the power, nor limit their power to
adopt, amend or repeal bylaws.

Whenever an amendment or new bylaw is adopted, it shall be copied in the book of bylaws with the original bylaws, in the appropriate place. If any
bylaw is repealed, the fact of repeal with the date of the meeting at which the repeal was enacted or the filing of the operative written consent(s) shall be
stated in said book.
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CERTIFICATE OF ADOPTION OF BYLAWS

OF

NEUROCRINE BIOSCIENCES, INC.

ADOPTION BY INCORPORATOR

The undersigned person appointed in the certificate of incorporation to act as the Incorporator of Neurocrine Biosciences, Inc. hereby adopts the
foregoing bylaws, comprising twenty-two (22) pages, as the bylaws of the corporation.

Effective as of March 21, 1996.
  /s/ Richard S. Arnold, Jr .

Richard S. Arnold, Jr.
Incorporator

Certificate by Secretary of Adoption by Incorporator

The undersigned hereby certifies that he is the duly elected, qualified, and acting Secretary of Neurocrine Biosciences, Inc. and that the foregoing
bylaws, comprising twenty-two (22) pages, were adopted as the bylaws of the corporation effective as of March 21, 1996, by the person appointed in the
certificate of incorporation to act as the Incorporator of the corporation.

IN WITNESS WHEREOF, the undersigned has hereunto set his hand and affixed the corporate seal this 21 st day of March 1996.
  /s/ Michael J . O’Donnell

Michael J. O’Donnell
Secretary

 



  
CERTIFICATE OF AMENDMENT OF

BYLAWS OF

NEUROCRINE BIOSCIENCES, INC.

(A Delaware Corporation)

On April 2, 1996, the Board of Directors and the sole stockholder of the corporation approved the amendment of Section 2.3 and Section 3.5 of the
Bylaws of the corporation to read as follows:

2.3 SPECIAL MEETING

A special meeting of the stockholders may be called at any time by the board of directors, or by the chairman of the board, or by the president,
or by one or more stockholders holding shares in the aggregate entitled to cast more than ten percent (10%) of the votes at that meeting. No other
person or persons are permitted to call a special meeting.

If a special meeting is called by any person or persons other than the board of directors, then the request shall be in writing, specifying the time
of such meeting and the general nature of the business proposed to be transacted, and shall be delivered personally or sent by registered mail or by
telegraphic or other facsimile transmission to the chairman of the board, the president, or the secretary of the corporation. The officer receiving the
request shall cause notice to be promptly given to the stockholders entitled to vote, in accordance with the provisions of Sections 2.4 and 2.6 of these
bylaws, that a meeting will be held at the time requested by the person or persons calling the meeting, so long as that time is not less than thirty-five
(35) nor more than sixty (60) days after the receipt of the request. If the notice is not given within twenty (20) days after receipt of the request, then
the person or persons requesting the meeting may give the notice. Nothing contained in this paragraph of this Section 2.3 shall be construed as
limiting, fixing or affecting the time when a meeting of stockholders called by action of the board of directors may be held.

3.5 REMOVAL OF DIRECTORS

Unless otherwise restricted by statute, by the certificate of incorporation or by these bylaws, any director or the entire board of directors may
be removed, with or without cause, by the holders of a majority of the shares then entitled to vote at an election of directors.

 



 

CERTIFICATE OF AMENDMENT OF

BYLAWS OF

NEUROCRINE BIOSCIENCES, INC.

(A Delaware Corporation)

On May 27, 1997, the stockholders of the corporation approved the amendment of Section 3.2 of the Bylaws of the corporation to read as follows:

3.2 NUMBER OF DIRECTORS

The board of directors shall consist of seven (7) members. The number of directors may be changed by an amendment to this bylaw, duly
adopted by the board of directors or by the stockholders, or by a duly adopted amendment to the certificate of incorporation. The directors shall be
divided into three classes, with the term of office of the first class, which class shall initially consist of two directors, to expire at the first annual
meeting of stockholders following the 1996 Annual Meeting of Shareholders; the term of office of the second class, which class shall initially consist
of two directors, to expire at the second annual meeting of stockholders following the 1996 Annual Meeting of Shareholders; the term of office of the
third class, which class shall initially consist of two directors, to expire at the third annual meeting of stockholders following the 1996 Annual
Meeting of Shareholders; and thereafter for each such term to expire at each third succeeding annual meeting of stockholders held after such election.

 



 

CERTIFICATE OF AMENDMENT OF
BY-LAWS OF

NEUROCRINE BIOSCIENCES, INC.
(a Delaware Corporation)

On May 28, 2004 the Board of Directors of Neurocrine Biosciences, Inc. approved the amendment of Section 3.2 of the By-Laws of the corporation to read as
follows:

3.2 Number of Directors . The Board of Directors shall consist of eight (8) members. The number of Directors may be changed by an amendment to this by-
law adopted by the Board of Directors or by the stockholders or by a duly adopted amendment to the certificate of incorporation. The Directors shall be
divided into three classes, with the term of office of the first class (Class I Directors), which will initially consist of three Directors, to expire at the 2006
Annual Meeting of Shareholders; the term of office of the second class (Class II Directors), which will initially consist of three (3) Directors, to expire at the
2008 Annual Meeting of Shareholders; the term of office of the third class (Class III Directors), which will initially consist of two (2) Directors, to expire at
the 2005 Annual Meeting of Shareholders; and thereafter for each such term to expire at each third succeeding Annual Meeting of Shareholders held after
such election.

 



  

CERTIFICATE OF AMENDMENT OF

BY-LAWS OF

NEUROCRINE BIOSCIENCES, INC.

(a Delaware Corporation)

On February 3, 2010 the Board of Directors of Neurocrine Biosciences, Inc. approved the amendment of Section 3.2 of the By-Laws of the corporation to
read as follows:

3.2 Number of Directors . The Board of Directors shall consist of nine (9) members. The number of Directors may be changed by an amendment to this by-
law adopted by the Board of Directors or by the stockholders or by a duly adopted amendment to the certificate of incorporation. The Directors shall be
divided into three classes, with the term of office of the first class (Class I Directors), which will initially consist of three (3) Directors, to expire at the 2012
Annual Meeting of Shareholders; the term of office of the second class (Class II Directors), which will initially consist of three (3) Directors, to expire at the
2010 Annual Meeting of Shareholders; the term of office of the third class (Class III Directors), which will initially consist of three (3) Directors, to expire at
the 2011 Annual Meeting of Shareholders; and thereafter for each such term to expire at each third succeeding Annual Meeting of Shareholders held after
such election.

 



  

CERTIFICATE OF AMENDMENT
OF BY-LAWS OF

NEUROCRINE BIOSCIENCES, INC.
(A DELAWARE CORPORATION)

On February 23, 2012, the Board of Directors of Neurocrine Biosciences, Inc. approved the amendment of Section 3.2 of the By-Laws of the corporation to
read as follows:

3.2 Number of Directors . The Board of Directors shall consist of eight (8) members. The number of Directors may be changed by an amendment to this by-
law adopted by the Board of Directors or by the stockholders or by a duly adopted amendment to the certificate of incorporation. The Directors shall be
divided into three classes, with the term of office of the first class (Class I Directors), which will initially consist of two (2) Directors, to expire at the 2012
Annual Meeting of Shareholders; the term of office of the second class (Class II Directors), which will initially consist of three (3) Directors, to expire at the
2013 Annual Meeting of Shareholders; the term of office of the third class (Class III Directors), which will initially consist of three (3) Directors, to expire at
the 2014 Annual Meeting of Shareholders; and thereafter for each such term to expire at each third succeeding Annual Meeting of Shareholders held after
such election.

 



  
CERTIFICATE OF AMENDMENT

OF BYLAWS OF
NEUROCRINE BIOSCIENCES, INC.

(A DELAWARE CORPORATION)

On September 30,2015, the Board of Directors of Neurocrine Biosciences, Inc. approved the amendment of Section 3.2 of the Bylaws of the corporation to
read as follows:

3.2 NUMBER OF DIRECTORS

The board of directors shall consist of ten (10) members. The number of directors may be changed by an amendment to this bylaw, duly adopted by
the board of directors or by the stockholders, or by a duly adopted amendment to the certificate of incorporation. The directors shall be divided into three
classes, with the term of office of the first class (Class I Directors), which class shall initially consist of four (4) directors, to expire at the 2018 annual
meeting of stockholders; the term of office of the second class (Class II Directors), which class shall initially consist of three (3) directors, to expire at the
2016 annual meeting of stockholders; the term of office of the third class (Class III Directors), which class shall initially consist of three (3) directors, to
expire at the 2017 annual meeting of stockholders; and thereafter for each such term to expire at each third succeeding annual meeting of stockholders held
after such election.

 

 



 

CERTIFICATE OF AMENDMENT
OF BYLAWS OF

NEUROCRINE BIOSCIENCES, INC.
(A DELAWARE CORPORATION)

On May 19, 2016, the Board of Directors of Neurocrine Biosciences, Inc. approved the amendment of Section 3.2 of the Bylaws of the corporation to read as
follows:

3.2 NUMBER OF DIRECTORS

The board of directors shall consist of nine (9) members. The number of directors may be changed by an amendment to this bylaw, duly adopted by
the board of directors or by the stockholders, or by a duly adopted amendment to the certificate of incorporation. The directors shall be divided into three
classes, with the term of office of the first class (Class I Directors), which class shall initially consist of three (3) directors, to expire at the 2018 annual
meeting of stockholders; the term of office of the second class (Class II Directors), which class shall initially consist of three (3) directors, to expire at the
2016 annual meeting of stockholders; the term of office of the third class (Class III Directors), which class shall initially consist of three (3) directors, to
expire at the 2017 annual meeting of stockholders; and thereafter for each such term to expire at each third succeeding annual meeting of stockholders held
after such election.

 



  

CERTIFICATE OF AMENDMENT
OF BYLAWS OF

NEUROCRINE BIOSCIENCES, INC.
(A DELAWARE CORPORATION)

 
On September 21, 2016, the Board of Directors of Neurocrine Biosciences, Inc. approved an amendment of the Bylaws of the corporation to add a new
Article X, which shall read in its entirety as follows:

ARTICLE X

FORUM FOR ADJUDICATION OF DISPUTES

Unless the corporation consents in writing to the selection of an alternative forum, the Court of Chancery of the State of Delaware (or, if the Court of
Chancery does not have jurisdiction, another state court located within the State of Delaware or, if no state court located within the State of Delaware has
jurisdiction, the federal district court for the District of Delaware) shall, to the fullest extent permitted by law, be the sole and exclusive forum for (a) any
derivative action or proceeding brought on behalf of the corporation, (b) any action asserting a claim of breach of a fiduciary duty owed by any director,
officer or other employee of the corporation to the corporation or the corporation’s stockholders, (c) any action asserting a claim arising pursuant to any
provision of the General Corporation Law of Delaware, the certificate of incorporation or the bylaws of the corporation, or (d) any action asserting a claim
governed by the internal affairs doctrine. Any person or entity purchasing or otherwise acquiring any interest in shares of capital stock of the corporation shall
be deemed to have notice of and consented to the provisions of this Article.

 



 

CERTIFICATE OF AMENDMENT

OF BYLAWS OF

NEUROCRINE BIOSCIENCES, INC.

(A DELAWARE CORPORATION)

On October 17, 2017, the Board of Directors of Neurocrine Biosciences, Inc. approved the amendment of Section 3.2 of the Bylaws of the corporation to read
as follows:

3.2 NUMBER OF DIRECTORS

The board of directors shall consist of eight (8) members. The number of directors may be changed by an amendment to this bylaw, duly adopted by
the board of directors or by the stockholders, or by a duly adopted amendment to the certificate of incorporation. The directors shall be divided into three
classes, with the term of office of the first class (Class I Directors), which class shall initially consist of two (2) directors, to expire at the 2018 annual meeting
of stockholders; the term of office of the second class (Class II Directors), which class shall initially consist of three (3) directors, to expire at the 2019 annual
meeting of stockholders; the term of office of the third class (Class III Directors), which class shall initially consist of three (3) directors, to expire at the 2020
annual meeting of stockholders; and thereafter for each such term to expire at each third succeeding annual meeting of stockholders held after such election.
 

 



Exhibit 31.1

CERTIFICATION OF CHIEF EXECUTIVE OFFICER PURSUANT
TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, Kevin C. Gorman, Chief Executive Officer of Neurocrine Biosciences, Inc., certify that:

1. I have reviewed this quarterly report on Form 10-Q of Neurocrine Biosciences, Inc.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the
statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this
report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the
financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;

4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in
Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-
15(f)), for the registrant and have:

 a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to
ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those
entities, particularly during the period in which this report is being prepared;

 b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our
supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for
external purposes in accordance with generally accepted accounting principles;

 c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the
effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and

 d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most recent
fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to
materially affect, the registrant’s internal control over financial reporting; and

5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the
registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):

 a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably
likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and

 b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal control
over financial reporting.

 
Dated: November 5, 2018  /s/ Kevin C. Gorman 

  Kevin C. Gorman
  Chief Executive Officer

 



Exhibit 31.2

CERTIFICATION OF CHIEF FINANCIAL OFFICER PURSUANT
TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002

I, Matthew C. Abernethy, Chief Financial Officer of Neurocrine Biosciences, Inc., certify that:

1. I have reviewed this quarterly report on Form 10-Q of Neurocrine Biosciences, Inc.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the
statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this
report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the
financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;

4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in
Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-
15(f)), for the registrant and have:

 a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to
ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those
entities, particularly during the period in which this report is being prepared;

 b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our
supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for
external purposes in accordance with generally accepted accounting principles;

 c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the
effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and

 d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most recent
fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to
materially affect, the registrant’s internal control over financial reporting; and

5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the
registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):

 a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably
likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and

 b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal control
over financial reporting.

 
Dated: November 5, 2018  /s/ Matthew C. Abernethy 

  Matthew C. Abernethy
  Chief Financial Officer

 



Exhibit 32

CERTIFICATIONS OF
CHIEF EXECUTIVE OFFICER AND CHIEF FINANCIAL OFFICER

PURSUANT TO 18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO

SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report of Neurocrine Biosciences, Inc. (Company) on Form 10-Q for the period ended September 30, 2018 as filed
with the Securities and Exchange Commission on the date hereof (Report), I, Kevin C. Gorman, Chief Executive Officer of the Company, certify, pursuant to
18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that to my knowledge:

(1) The Report fully complies with the requirements of Section 13(a) or 15(d), of the Securities Exchange Act of 1934; and

(2) That information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the Company.
 
November 5, 2018 By:  /s/ Kevin C. Gorman
 Name:  Kevin C. Gorman
 Title:  Chief Executive Officer

In connection with the Quarterly Report of Neurocrine Biosciences, Inc. (Company) on Form 10-Q for the period ended September 30, 2018 as filed
with the Securities and Exchange Commission on the date hereof (Report), I, Matthew C. Abernethy, Chief Financial Officer of the Company, certify,
pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that to my knowledge:

(1) The Report fully complies with the requirements of Section 13(a) or 15(d), of the Securities Exchange Act of 1934; and

(2) That information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the Company.
 
November 5, 2018 By:  /s/ Matthew C. Abernethy 
 Name:  Matthew C. Abernethy
 Title:  Chief Financial Officer
 


