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FORWARD-LOOKING STATEMENTS

This Quarterly Report on Form 10-Q contains forward-looking statements that involve risks and uncertainties. We make such forward-looking
statements pursuant to the safe harbor provisions of the Private Securities Litigation Reform Act of 1995 and other federal securities laws. All statements
other than statements of historical facts contained in this Quarterly Report on Form 10-Q are forward-looking statements. In some cases, you can identify
forward-looking statements by terminology such as “may,” “will,” “should,” “expects,” “intends,” “plans,” “anticipates,” “believes,” “estimates,” “predicts,”
“potential,” “continue” or the negative of these terms or other comparable terminology. These forward-looking statements include, but are not limited to,
statements about:

” ” 2

« the accuracy of our estimates regarding expenses, future revenues and capital requirements;

* ourplansto develop and commercialize beloranib as a treatment for obesity that is a co-morbidity of an underlying rare condition such as Prader
Willi syndrome; or hypothalamic injury-associated obesity, including craniopharyngioma-associated obesity; or severe obesity in the general
population, or at all;

*  ourability to advance beloranib into pivotal trials, and successfully complete such clinical trials;

* regulatory developments in the United States and foreign countries;

* the performance of our third-party manufacturers and clinical research organizations;

*  ourability to obtain and maintain intellectual property protection for our proprietary assets;

» thesize of the potential markets for beloranib and our ability to serve those markets;

* the rate and degree of market acceptance of beloranib for any indication once approved;

*  ourability to obtain additional financing;

»  the success of competing products that are or become available for the indications that we are pursuing;
+ theloss ofkey scientific or management personnel; and

»  otherrisks and uncertainties, including those listed under Part II, Item 1 A. Risk Factors.

Any forward-looking statements in this Quarterly Report on Form 10-Q reflect our current views with respect to future events or to our future financial
performance and involve known and unknown risks, uncertainties and other factors that may cause our actual results, performance or achievements to be
materially different from any future results, performance or achievements expressed or implied by these forward-looking statements. Factors that may cause
actual results to differ materially from current expectations include, among other things, those listed under Part II, Item 1 A. Risk Factors and elsewhere in this
Quarterly Report on Form 10-Q. Given these uncertainties, you should not place undue reliance on these forward-looking statements. Except as required by
law, we assume no obligation to update or revise these forward-looking statements for any reason, even if new information becomes available in the future.

This Quarterly Report on Form 10-Q also contains estimates, projections and other information concerning our industry, our business, and the markets
for certain diseases, including data regarding the estimated size of those markets, and the incidence and prevalence of certain medical conditions. Information
that is based on estimates, forecasts, projections, market research or similar methodologies is inherently subject to uncertainties and actual events or
circumstances may differ materially from events and circumstances reflected in this information. Unless otherwise expressly stated, we obtained this industry,
business, market and other data from reports, research surveys, studies and similar data prepared by market research firms and other third parties, industry,
medical and general publications, government data and similar sources.
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PART I — FINANCIAL INFORMATION

Item 1. Financial Statements
Zafgen, Inc.

Consolidated Balance Sheets
(In thousands, except share and per share data)
(Unaudited)

Assets
Current assets:
Cash and cash equivalents
Prepaid expenses and other current assets
Tax incentive receivable
Total current assets
Property and equipment, net
Other assets
Total assets

Liabilities, Redeemable Convertible Preferred Stock and Stockholders’ Equity (Deficit)
Current liabilities:
Accounts payable
Accrued expenses
Notes payable, current
Total current liabilities
Notes payable, net of discount, long-term
Total liabilities
Commitments and contingencies (Note 7)
Redeemable convertible preferred stock (Series A, B, C, D and E), $0.001 par value;

No shares and 99,292,610 shares authorized at September 30,2014 and December 31, 2013, respectively; no
shares and 94,483,404 shares issued and outstanding at September 30,2014 and December 31,2013,

respectively; aggregate liquidation preference of $104,588 at December 31,2013
Stockholders’ equity (deficit):

Preferred stock; $0.001 par value; 5,000,000 and no shares authorized at September 30,2014 and
December 31,2013, respectively; no shares issued and outstanding at September 30, 2014 and

December 31,2013

Common stock, $0.001 par value; 115,000,000 shares authorized at September 30,2014 and December 31,
2013; 22,707,012 and 729,391 shares issued and outstanding at September 30, 2014 and December 31,

2013, respectively
Additional paid-in capital
Accumulated deficit
Total stockholders’ equity (deficit)
Total liabilities, redeemable convertible preferred stock and stockholders’ equity (deficit)

The accompanying notes are an integral part of these consolidated financial statements.
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September 30, December 31,
2014 2013
$ 127,030 $ 35,517
1,221 224
1,218 1,617
129,469 37,358
69 37
98 743
$ 129,636 $ 38,138
$ 1,052 $ 2,015
9,885 900
684 —
11,621 2915
6,819 —
18,440 2915
103,797
23 1
205,627 332
(94,454) (68,907)
111,196 (68,574)
$ 129,636 $ 38,138
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Zafgen, Inc.

Consolidated Statements of Operations and Comprehensive Loss
(In thousands, except share and per share data)

(Unaudited)
Three Months Ended Nine Months Ended
September 30, September 30,
2014 2013 2014 2013

Revenue $ — $ — $ — $ —
Operating expenses:

Research and development 12,076 2,444 20,046 7,038

General and administrative 2,285 1,080 4,822 2,981

Total operating expenses 14,361 3,524 24,868 10,019

Loss from operations (14,361) (3,524) (24,868) (10,019)
Other income (expense):

Interest income 1 — 2 —

Interest expense (213) — (658) —

Foreign currency transaction gains (losses), net (116) 20 (23) (162)

Total other income (expense), net (328) 20 (679) (162)

Net loss and comprehensive loss (14,689) (3,504) (25,547) (10,181)

Accretion of redeemable convertible preferred stock to redemption value — (53) 92) (160)
Net loss attributable to common stockholders $  (14,689) $ (3,557) $ (25,639) $(10,341)
Net loss per share attributable to common stockholders, basic and diluted $ (0.65) $ (4.88) $ (2.97) $ (14.19)
Weighted average common shares outstanding, basic and diluted 22,707,012 729,391 8,618,793 728,862

The accompanying notes are an integral part of these consolidated financial statements.
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Zafgen, Inc.

Consolidated Statements of Cash Flows
(In thousands)
(Unaudited)

Cash flows from operating activities:
Net loss
Adjustments to reconcile net loss to net cash used in operating activities
Stock-based compensation expense
Non-cash interest expense
Depreciation expense
Unrealized foreign currency transaction losses
Changes in operating assets and liabilities:
Prepaid expenses and other current assets
Tax incentive receivable
Accounts payable
Accrued expenses
Net cash used in operating activities
Cash flows from investing activities:
Purchases of property and equipment
Deposits for leased property
Net cash used in investing activities

Cash flows from financing activities:
Proceeds from issuance of redeemable convertible preferred stock, net of issuance costs
Proceeds from issuance of notes payable, net of issuance costs
Payments of debt offering costs
Proceeds from initial public offering costs, net of commissions and underwriting discounts
Payments of initial public offering costs

Net cash provided by financing activities

Net increase (decrease) in cash and cash equivalents
Cash and cash equivalents at beginning of period

Cash and cash equivalents at end of period

Supplemental disclosure of non-cash investing and financing activities:
Accretion of redeemable convertible preferred stock to redemption values

Deferred offering costs included in accounts payable and accrued expenses
Conversion of redeemable preferred stock to common stock

Supplemental disclosure of cash flow information:
Cash paid for interest

The accompanying notes are an integral part of these consolidated financial statements.
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Nine Months Ended

September 30,
2014 2013
$ (25,547) $(10,181)
910 252
36 —
10 8
31 169
997) 160
368 (1,230)
416) 122
9,078 (171)
(16,527) (10,871)
(42) ©)
(67 —
©9) €)
442 5,955
7,386 —
(49) —
102,672 —
(2312) (165)
108,139 5,790
91,513 (5,090)
35,517 9,935
$127,030 4,845
$ 92 160
$ — 14
$104.331 —
$ 480 —




Table of Contents

Zafgen, Inc.

Notes to the Consolidated Financial Statements
(Amounts in thousands, except share and per share data)
(Unaudited)

1. Nature of the Business and Basis of Presentation

Zafgen, Inc. (the “Company”) was incorporated on November 22,2005 under the laws of the State of Delaware. The Company is a biopharmaceutical
company dedicated to significantly improving the health and well-being of patients affected by obesity. Beloranib, the Company’s lead product candidate, is
anovel, first-in-class, twice-weekly subcutaneous injection being developed for the treatment of multiple indications, including obesity and hyperphagia in
Prader-Willi syndrome patients, hypothalamic injury-associated obesity including craniopharyngioma-associated obesity, and severe obesity in the general
population. Since its inception, the Company has devoted substantially all ofits efforts to research and development, recruiting management, acquiring
operating assets and raising capital.

The Company was previously classified as a “development stage entity” in the Accounting Standards Codification and, as such, was required to
present inception-to-date information in the Company’s consolidated statements of operations and comprehensive loss, redeemable convertible preferred
stock and stockholders’ deficit, and cash flows. In June 2014, the Financial Accounting Standards Board (“FASB”) issued an accounting standards update
that eliminates the concept of a development stage entity from U.S. generally accepted accounting principles and removes the related incremental reporting
requirements. See Note 2 below for additional information on this new standard. The Company elected to early adopt the new standard. Accordingly, in
contrast to the Company’s consolidated financial statements and the notes thereto for the year ended December 31, 2013 included in the Company’s
Registration Statement on Form S-1 on file with the Securities and Exchange Commission (“SEC”), the consolidated financial statements contained in this
report do not include inception-to-date information.

The Company is subject to risks common to companies in the biotechnology industry including, but not limited to, new technological innovations,
protection of proprietary technology, dependence on key personnel, compliance with government regulations and the need to obtain additional financing.
Product candidates currently under development will require significant additional research and development efforts, including extensive pre-clinical and
clinical testing and regulatory approval, prior to commercialization. These efforts require significant amounts of additional capital, adequate personnel
infrastructure, and extensive compliance-reporting capabilities.

The Company’s product candidates are all in the development stage. There can be no assurance that the Company’s research and development will be
successfully completed, that adequate protection for the Company’s intellectual property will be obtained, that any products developed will obtain necessary
government regulatory approval or that any approved products will be commercially viable. Even if the Company’s product development efforts are
successful, it is uncertain when, if ever, the Company will generate significant revenue from product sales. The Company operates in an environment of rapid
change in technology and substantial competition from pharmaceutical and biotechnology companies. In addition, the Company is dependent upon the
services of its employees and consultants.

The consolidated financial statements include the accounts of the Company and its wholly owned subsidiaries Zafgen Securities Corporation, Zafgen
Australia Pty Limited, and Zafgen Animal Health, LLC. All significant intercompany balances and transactions have been eliminated.

The accompanying consolidated financial statements have been prepared in conformity with accounting principles generally accepted in the United
States of America (“GAAP”).

On June 24,2014, the Company completed an initial public offering (“IPO”) of its common stock, which resulted in the sale 0f 6,900,000 shares at a
price 0f $16.00 per share. The Company received net proceeds from the IPO of approximately $102,672 based upon the price of $16.00 per share and after
deducting underwriting discounts and commissions paid by the Company. The Company also incurred offering costs of $2,508 related to the IPO.

Unaudited Interim Financial Information

The consolidated balance sheet at December 31,2013 was derived from audited financial statements, but does not include all disclosures required by
GAAP. The accompanying unaudited consolidated financial statements as of September 30, 2014, and for the three months and nine months ended
September 30,2014 and 2013, have been prepared by the
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Company, pursuant to the rules and regulations of the SEC for interim financial statements. Certain information and footnote disclosures normally included
in financial statements prepared in accordance with GAAP have been condensed or omitted pursuant to such rules and regulations. However, the Company
believes that the disclosures are adequate to make the information presented not misleading. These consolidated financial statements should be read in
conjunction with the Company’s audited consolidated financial statements and the notes thereto for the year ended December 31, 2013, included in the
Company’s Registration Statement on Form S-1, File Number 333-195391 on file with the SEC. In the opinion of management, all adjustments, consisting
only of normal recurring adjustments necessary for a fair statement of the Company’s consolidated financial position as of September 30,2014 and
consolidated results of operations for the three and nine months ended September 30,2014 and 2013 and consolidated cash flows for the nine months ended
September 30,2014 and 2013 have been made. The results of operations for the three and nine months ended September 30, 2014 are not necessarily
indicative of the results of operations that may be expected for the year ending December 31,2014.

2. Summary of Significant Accounting Policies
Use of Estimates

The preparation of financial statements in conformity with GAAP requires management to make estimates and assumptions that affect the reported
amounts of assets and liabilities, the disclosure of contingent assets and liabilities at the date of the consolidated financial statements, and the reported
amounts of expenses during the reporting periods. Significant estimates and assumptions reflected in these consolidated financial statements include, but are
not limited to, the accrual of research and development expenses and the valuation of common stock prior to the IPO and stock-based awards. Estimates are
periodically reviewed in light of changes in circumstances, facts and experience. Actual results could differ from the Company’s estimates.

Cash Equivalents

The Company considers all short-term, highly liquid investments with original maturities of ninety days or less at acquisition date to be cash
equivalents. Cash equivalents, which consist of money market accounts, are stated at fair value.

Concentration of Credit Risk and of Significant Suppliers

Financial instruments that potentially expose the Company to concentrations of credit risk consist primarily of cash and cash equivalents. The
Company has all cash and cash equivalents balances at one accredited financial institution, in amounts that exceed federally insured limits. The Company
does not believe that it is subject to unusual credit risk beyond the normal credit risk associated with commercial banking relationships.

The Company is dependent on third-party manufacturers to supply products for research and development activities in its programs. In particular, the
Company relies and expects to continue to rely on a small number of manufacturers to supply it with its requirements for the active pharmaceutical
ingredients and formulated drugs related to these programs. These programs could be adversely affected by a significant interruption in the supply ofactive
pharmaceutical ingredients and formulated drugs.

Fair Value Measurements

Certain assets and liabilities are carried at fair value under GAAP. Fair value is defined as the exchange price that would be received for an asset or paid
to transfer a liability (an exit price) in the principal or most advantageous market for the asset or liability in an orderly transaction between market
participants on the measurement date. Valuation techniques used to measure fair value must maximize the use of observable inputs and minimize the use of
unobservable inputs. Financial assets and liabilities carried at fair value are to be classified and disclosed in one of the following three levels of the fair value
hierarchy, of which the first two are considered observable and the last is considered unobservable:

* Level 1—Quoted prices in active markets for identical assets or liabilities.

»  Level 2—Observable inputs (other than Level 1 quoted prices) such as quoted prices in active markets for similar assets or liabilities, quoted
prices in markets that are not active for identical or similar assets or liabilities, or other inputs that are observable or can be corroborated by
observable market data.

* Level 3—Unobservable inputs that are supported by little or no market activity and that are significant to determining the fair value of the assets
or liabilities, including pricing models, discounted cash flow methodologies and similar techniques.
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The Company’s cash equivalents of $100,000 and $26,501 as of September 30, 2014 and December 31, 2013, respectively, were carried at fair value
based on quoted prices in active markets, a Level 1 measurement. The carrying values of accounts payable and accrued expenses approximate their fair value
due to the short-term nature of these liabilities. The Company’s carrying value of outstanding debt issued in the first quarter of 2014 approximates fair value
based on the recent execution date of the credit facility agreement, and is considered a Level 2 measurement.

Deferred Offering Costs

The Company capitalizes certain legal, accounting and other third-party fees that are directly associated with in-process equity financings as other
assets until such financings are consummated. After consummation of the equity financing, these costs are recorded in stockholders’ equity (deficit) as a
reduction of additional paid-in capital generated as a result of the offering or as a reduction to the carrying value of preferred stock issued. As of
December 31,2013, the Company had recorded $743 of deferred offering costs, included in other assets in the accompanying consolidated balance sheet in
contemplation of the Company’s IPO of its common stock which closed in June 2014. The Company has no deferred offering costs as of September 30, 2014.

Property and Equipment

Property and equipment are stated at cost less accumulated depreciation. Depreciation expense is recognized using the straight-line method over a five-
year estimated useful life for both furniture and fixtures and office equipment. Expenditures for repairs and maintenance of assets are charged to expense as
incurred. Upon retirement or sale, the cost and related accumulated depreciation of assets disposed of are removed from the accounts and any resulting gain or
loss is included in loss from operations.

Impairment of Long-Lived Assets

Long-lived assets consist of property and equipment. Long-lived assets to be held and used are tested for recoverability whenever events or changes in
business circumstances indicate that the carrying amount of the assets may not be fully recoverable. Factors that the Company considers in deciding when to
perform an impairment review include significant underperformance of the business in relation to expectations, significant negative industry or economic
trends, and significant changes or planned changes in the use of the assets. If an impairment review is performed to evaluate a long-lived asset for
recoverability, the Company compares forecasts of undiscounted cash flows expected to result from the use and eventual disposition of the long-lived asset
to its carrying value. An impairment loss would be recognized when estimated undiscounted future cash flows expected to result from the use of an asset are
less than its carrying amount. The impairment loss would be based on the excess of the carrying value of the impaired asset over its fair value, determined
based on discounted cash flows. To date, the Company has not recorded any impairment losses on long-lived assets.

Research and Development Costs

Research and development costs are expensed as incurred. Included in research and development expenses are wages, stock-based compensation and
benefits of employees, third-party license fees and milestones and other operational costs related to the Company’s research and development activities,
including facility-related expenses and external costs of outside vendors engaged to conduct both pre-clinical studies and clinical trials. The Company
records research and development expenses net of any research and development tax incentives the Company is entitled to receive from government
authorities.

Research Contract Costs and Accruals

The Company has entered into various research and development contracts with research institutions and other companies both inside and outside of
the United States. These agreements are generally cancelable, and related payments are recorded as research and development expenses as incurred. The
Company records accruals for estimated ongoing research costs. When evaluating the adequacy of the accrued liabilities, the Company analyzes progress of
the studies, including the phase or completion of events, invoices received and contracted costs. Significant judgments and estimates are made in
determining the accrued balances at the end of any reporting period. Actual results could differ from the Company’s estimates. The Company’s historical
accrual estimates have not been materially different from the actual costs.
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Patent Costs

All patent-related costs incurred in connection with filing and prosecuting patent applications are recorded as general and administrative expenses as
incurred, as recoverability of such expenditures is uncertain.

Accounting for Stock-Based Compensation

The Company measures all stock options and other stock-based awards granted to employees and directors at the fair value on the date of the grant
using the Black-Scholes option-pricing model. The fair value of the awards is recognized as expense, net of estimated forfeitures, over the requisite service
period, which is generally the vesting period of the respective award. The straight-line method of expense recognition is applied to all awards with service-
only conditions.

For stock-based awards granted to consultants and nonemployees, compensation expense is recognized over the period during which services are
rendered by such consultants and nonemployees until completed. At the end of each financial reporting period prior to completion of the service, the fair
value of these awards is re-measured using the then-current fair value of the Company’s common stock and updated assumption inputs in the Black-Scholes
option-pricing model.

The Company classifies stock-based compensation expense in its consolidated statement of operations and comprehensive loss in the same manner in
which the award recipient’s payroll costs are classified or in which the award recipients’ service payments are classified.

The Company recognizes compensation expense for only the portion of awards that are expected to vest. In developing a forfeiture rate estimate, the
Company has considered its historical experience to estimate pre-vesting forfeitures for service-based awards. The impact of a forfeiture rate adjustment will
be recognized in full in the period of adjustment, and if the actual forfeiture rate is materially different from the Company’s estimate, the Company may be
required to record adjustments to stock-based compensation expense in future periods.

Income Taxes

The Company accounts for income taxes using the asset and liability method, which requires the recognition of deferred tax assets and liabilities for
the expected future tax consequences of events that have been recognized in the consolidated financial statements or in the Company’s tax returns. Deferred
taxes are determined based on the difference between the financial statement and tax basis of assets and liabilities using enacted tax rates in effect in the years
in which the differences are expected to reverse. Changes in deferred tax assets and liabilities are recorded in the provision for income taxes. The Company
assesses the likelihood that its deferred tax assets will be recovered from future taxable income and, to the extent it believes, based upon the weight of
available evidence, that it is more likely than not that all or a portion of deferred tax assets will not be realized, a valuation allowance is established through a
charge to income tax expense. Potential for recovery of deferred tax assets is evaluated by estimating the future taxable profits expected and considering
prudent and feasible tax planning strategies.

The Company accounts for uncertainty in income taxes recognized in the consolidated financial statements by applying a two-step process to
determine the amount of tax benefit to be recognized. First, the tax position must be evaluated to determine the likelihood that it will be sustained upon
external examination by the taxing authorities. If the tax position is deemed more-likely-than-not to be sustained, the tax position is then assessed to
determine the amount of benefit to recognize in the consolidated financial statements. The amount of the benefit that may be recognized is the largest
amount that has a greater than 50% likelihood of being realized upon ultimate settlement. The provision for income taxes includes the effects of any
resulting tax reserves, or unrecognized tax benefits, that are considered appropriate as well as the related net interest and penalties.

Segment Data

The Company manages its operations as a single segment for the purposes of assessing performance and making operating decisions. The Company’s
singular focus is on advancing novel therapeutics for patients suffering from severe obesity and obesity-related disorders. No revenue has been generated
since inception, and all tangible assets are held in the United States.
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Comprehensive Loss

Comprehensive loss includes net loss as well as other changes in stockholders’ equity (deficit) that result from transactions and economic events other
than those with stockholders. For the three and nine months ended September 30,2014 and 2013, there was no difference between net loss and
comprehensive loss.

Net Income (Loss) Per Share

Upon the closing of the Company’s IPO in June 2014, all of the Company’s outstanding redeemable convertible preferred shares were converted into
shares of common stock. Prior to this conversion, the Company followed the two-class method when computing net income (loss) per share as the Company
had issued shares that meet the definition of participating securities. The two-class method determines net income (loss) per share for each class of common
and participating securities according to dividends declared or accumulated and participation rights in undistributed earnings. The two-class method requires
income available to common shareholders for the period to be allocated between common and participating securities based upon their respective rights to
receive dividends as if all income for the period had been distributed. The Company’s redeemable convertible preferred shares contractually entitled the
holders of such shares to participate in dividends, but did not contractually require the holders of such shares to participate in losses of the Company.
Accordingly, the two-class method did not apply for periods in which the Company reported a net loss or a net loss attributable to common shareholders
resulting from dividends or accretion related to its redeemable convertible preferred shares.

Basic net income (loss) per share attributable to common shareholders is computed by dividing the net income (loss) attributable to common
shareholders by the weighted average number of common shares outstanding for the period. Diluted net income (loss) per share attributable to common
shareholders is computed by dividing the diluted net income (loss) attributable to common shareholders by the weighted average number of common shares,
including potential dilutive common shares assuming the dilutive effect of outstanding stock options and unvested restricted common shares, as determined
using the treasury stock method. For periods in which the Company has reported net losses, diluted net loss per common share attributable to common
shareholders is the same as basic net loss per common share attributable to common shareholders, since dilutive common shares are not assumed to have been
issued if their effect is antidilutive.

The Company reported a net loss attributable to common stockholders for the three and nine months ended September 30,2014 and 2013.

The following common stock equivalents outstanding as of September 30, 2014 and 2013, were excluded from the computation of diluted net loss per
share for the three and nine months ended September 30,2014 and 2013, because they had an anti-dilutive impact:

As of September 30,
2014 2013
Options to purchase common stock 1,839,895 1,283,264
Redeemable convertible preferred stock — 78,372,931
Total options and redeemable convertible preferred stock exercisable or convertible
into common stock 1,839,895 79,656,195

Recently Issued and Adopted Accounting Pronouncements

In June 2014, the FASB issued Accounting Standards Update (“ASU”) No. 2014-10, Development Stage Entities (Topic 915): Elimination of Certain
Financial Reporting Requirements, Including an Amendment to Variable Interest Entities Guidance in Topic 810, Consolidation. The amendments in this
guidance remove all incremental financial reporting requirements for development stage entities. Among other changes, this guidance will no longer require
development stage entities to present inception-to-date information about income statement line items, cash flows, and equity transactions. This guidance is
effective for public companies in the first annual period beginning after December 15,2014. Early application is permitted for interim and annual periods for
which financial statements have not yet been issued. The Company elected to apply this disclosure guidance to its consolidated financial statements for the
three months ended September 30,2014 and as a result, no longer discloses inception-to-date information in its Consolidated Statements of Operations and
Comprehensive Loss, Cash Flows and Stockholders’ Deficit and the related notes thereto.
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In August 2014, the FASB issued ASU No. 2014-15, Presentation of Financial Statements — Going Concern (Subtopic 205-40). The new guidance
addresses management’s responsibility to evaluate whether there is substantial doubt about an entity’s ability to continue as a going concern and to provide
related footnote disclosures. Management’s evaluation should be based on relevant conditions and events that are known and reasonably knowable at the
date that the financial statements are issued. The standard will be effective for the first interim period within annual reporting periods beginning after
December 15,2016. Early adoption is permitted. The Company is evaluating the effect that this guidance will have on its consolidated financial statements.

3. Accrued Expenses

Accrued expenses consisted of the following:

September 30, December 31,
2014 2013

Accrued licensing milestones $ 6,700 $ —
Accrued research and development expenses 1,759 616
Accrued payroll and related expenses 741 49
Accrued professional fees 542 196
Accrued interest 51 —
Accrued other 92 39

5 9885 s 900

4. Notes Payable

On March 31,2014, the Company entered into a loan and security agreement with Oxford Finance LLC and Midcap Financial (the “Credit Facility”).
The Credit Facility provides for initial borrowings of $7,500 under a term loan (“Term Loan A”) and additional borrowings of up to $12,500 under other term
loans, for a maximum of $20,000. On March 31, 2014, the Company received proceeds of $7,500 from the issuance of promissory notes under the Term Loan
A. Ofthe additional $12,500 amount that was available, $7,500 (“Term Loan B”’) was available to be drawn down until September 30,2014 and $5,000
(“Term Loan C”) was available to be drawn down for a 30-day period upon the completion of the Company’s IPO that occurred in June 2014. The Company
elected not to draw down Term Loan B or Term Loan C and these amounts are no longer available to the Company. All promissory notes issued under the
Credit Facility are collateralized by substantially all of the Company’s personal property, other than its intellectual property.

Upon entering into this Credit Facility, the Company was obligated to make monthly, interest-only payments on any term loans funded under the
Credit Facility until December 1,2014 and, thereafter, to pay 36 consecutive, equal monthly installments of principal and interest from January 1,2015
through December 1,2017. As per the terms of the agreement, in June 2014, upon the completion of the Company’s IPO, the term of monthly, interest-only
payments were extended until June 1,2015. Outstanding term loans under the Credit Facility bear interest at an annual rate of 8.1%. In addition, a final
payment equal to 6.0% of any amounts drawn under the Credit Facility is due upon the earlier of the maturity date, acceleration of the term loans or
prepayment of all or part of the term loans. The Company accrues the amount due relating to Term Loan A of $450, to outstanding debt by charges to interest
expense using the effective-interest method from the date of issuance through the maturity date.

Term Loan A was recorded in the balance sheet net of debt discount of $114 that was related to fees assessed by the lender at the time of borrowing.
The debt discount is being accreted to the principal amount of the debt. In addition, deferred financing costs of $49 are being amortized to interest expense
using the effective-interest method over the same term. For both the three and nine months ended September 30,2014, the Company recorded additional
interest expense of $17 and $36, respectively, related the accretion of the debt discount and amortization of deferred financing costs.

The Company was obligated to pay a separate fee upon any IPO; a sale of substantially all of the Company’s assets; or a merger, reorganization or sale
of'the Company’s voting equity securities where existing voting stockholders hold less than 50% of voting equity securities after such transaction. As of
September 30, 2014, the Company recorded interest expense of $225 relating to the fee payable upon completion of the Company’s IPO in June 2014.

There are no financial covenants associated with the debt facility; however, there are negative covenants restricting the Company’s activities,
including limitations on dispositions, mergers or acquisitions; encumbering or granting a security interest in its intellectual property; incurring indebtedness
or liens; paying dividends; making certain investments; and certain other business transactions.
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The Credit Facility also includes events of default, the occurrence and continuation of any of which provides the lenders the right to exercise remedies
against the Company and the collateral securing the loans under the Credit Facility, including cash. These events of default include, among other things,
failure to pay any amounts due under the Credit Facility, insolvency, the occurrence of a material adverse event, the occurrence of any default under certain
other indebtedness and a final judgment against the Company in an amount greater than $250.

Estimated future principal payments due under the Term Loan A are as follows:

Years Ending December 31,

Remainder of2014 $ —
2015 1,381
2016 2,936
2017 3,183

Total $7,500

During the three and nine months ended September 30,2014, the Company recognized $213 and $658, respectively, of interest expense related to the
Credit Facility.

The Company had no debt outstanding as of December 31,2013.

5. Stockholders’ Equity

On June 5,2014, the Company effected a 1-for-6.28 reverse stock split of'its issued and outstanding shares of common stock and a proportional
adjustment to the existing conversion ratios for each series of redeemable convertible preferred stock. Accordingly, all share and per share amounts for all
periods presented in these consolidated financial statements and notes thereto have been adjusted retroactively, where applicable, to reflect this reverse stock
split and adjustment of the redeemable convertible preferred stock conversion ratios.

On June 24,2014, the Company completed an IPO of its common stock, which resulted in the sale 0f 6,900,000 shares at a price of $16.00 per share.
The Company received net proceeds from the IPO of approximately $102,672 based upon the price of $16.00 per share and after deducting underwriting
discounts and commissions paid by the Company. The Company also incurred offering costs of $2,508 related to the IPO.

Upon closing of the IPO, all outstanding shares of the Company’s redeemable convertible preferred stock were converted into 15,077,621 shares of
common stock.

As of September 30,2014, the Company’s Certificate of Incorporation, as amended and restated, authorizes the Company to issue 5,000,000 shares of
$0.001 par value preferred stock. The rights, preferences, restrictions, qualifications and limitations of such stock are determined by the board.

As of September 30, 2014, and December 31, 2013, the Company’s Certificate of Incorporation, as amended and restated, authorizes the Company to
issue 115,000,000 shares of $0.001 par value common stock.

During the nine months ended September 30, 2013, the Company reacquired and retired 6,635 shares of restricted common stock, at cost, that were
forfeited by a former employee.

6. Stock-Based Awards
Stock Option Plans

The Company’s Amended and Restated 2006 Stock Option Plan (the “2006 Plan”) provided for the Company to sell or issue common stock or
restricted common stock, or to grant incentive stock options or nonqualified stock options for the purchase of common stock, to employees, members of the
board of directors and consultants of the Company. The 2006 Plan is administered by the board of directors, or at the discretion of the board of directors, by a
committee of the board. The exercise prices, vesting and other restrictions are determined at the discretion of the board of directors, or a committee of the
board if so delegated, except that the exercise price per share of stock options may not be less than 100% of the fair market value of
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the share of common stock on the date of grant and the term of stock option may not be greater than ten years. The total number of shares of common stock
that could be issued under the 2006 Plan was 1,889,150 shares. Upon closing of the Company’s IPO, 168,221 shares reserved and not then subject to
outstanding options were transferred to the 2014 Stock Option and Incentive Plan, and no further awards will be made under the 2006 Plan.

On June 5, 2014, the Company’s stockholders approved the 2014 Stock Option and Incentive Plan (the “2014 Stock Option Plan”), which became
effective upon the completion of the IPO of the Company’s shares of common stock in June 2014. The 2014 Stock Option Plan provides for the grant of stock
options, stock appreciation rights, restricted stock, restricted stock units, unrestricted stock, performance-share awards and cash-based awards. The number of
shares initially reserved for issuance under the 2014 Stock Option Plan is 2,168,221 shares of common stock and may be increased by the number of shares
under the 2006 Plan that are not needed to fulfill the Company’s obligations for awards issued under the 2006 Plan as a result of forfeiture, expiration,
cancellation, termination or net issuances of awards thereunder. The number of shares of common stock that may be issued under the plan is also subject to
increase on the first day of each fiscal year by the lesser of (i) 4% ofthe Company’s outstanding shares of common stock as of that date, or (ii) an amount
determined by the board of directors.

The Company generally grants stock-based awards with service conditions only (“service-based” awards).

As required by the 2006 Plan and 2014 Stock Option Plan, the exercise price for stock options granted is not to be less than the fair value of common
shares as of the date of grant. Prior to the IPO, the value of common stock was determined by the board of directors by taking into consideration its most
recently available valuation of common shares performed by management and the board of directors as well as additional factors which might have changed
since the date of the most recent contemporaneous valuation through the date of grant.

For the three months ended September 30,2014, the Company did not grant any stock options.

2014 Employee Stock Purchase Plan

On June 5, 2014, the Company’s stockholders approved the 2014 Employee Stock Purchase Plan. A total 0£265,000 shares of common stock were
reserved for issuance under this plan. The 2014 Employee Stock Purchase Plan became effective upon the completion of the IPO of the Company’s shares of
common stock. The first offering period commenced on September 1, 2014. The per share purchase price for offerings is equal to the lesser of 85% of the
closing market price of the Company’s common stock on the first day or last day of the offering period. As of September 30, 2014, there are 265,000 shares of
common stock available for issuance to participating employees under the plan.

Stock Option Valuation

The fair value of each stock option grant is estimated on the date of grant using the Black-Scholes option-pricing model. The Company historically has
been a private company and lacks company-specific historical and implied volatility information. Therefore, it estimates its expected stock volatility based
on the historical volatility of a publicly traded set of peer companies and expects to continue to do so until such time as it has adequate historical data
regarding the volatility of its own traded stock price. The expected term of the Company’s stock options has been determined utilizing the “simplified”
method for awards that qualify as “plain-vanilla” options. The expected term of stock options granted to nonemployees is equal to the contractual term of the
option award. The risk-free interest rate is determined by reference to the U.S. Treasury yield curve in effect at the time of grant of the award for time periods
approximately equal to the expected term of the award. Expected dividend yield is based on the fact that the Company has never paid cash dividends and
does not expect to pay any cash dividends in the foreseeable future.

As of September 30, 2014, there were outstanding unvested service-based stock options held by nonemployees for the purchase of 17,513 shares of
common stock. Additionally as of September 30, 2014, there were outstanding unvested performance-based stock options held by nonemployees for the
purchase of 796 shares of common stock.
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Stock-based Compensation

The Company recorded stock-based compensation expense related to stock options and restricted common stock in the following expense categories
of'its statements of operations:

Three Months Ended Nine Months Ended
September 30, September 30,
2014 2013 2014 2013
Research and development $ 91 $ 40 $ 259 $ 109
General and administrative 375 59 651 143
$ 466 $ 99 $ 910 $§ 252

As of September 30, 2014, the Company had an aggregate of $6,224 of unrecognized stock-based compensation cost, which is expected to be
recognized over a weighted average period of 3.4 years.

7. Commitments and Contingencies
Leases

On May 15,2014, the Company entered into a new lease for office space in Boston, Massachusetts, effective as of July 28,2014, with a term expiring
July 31,2017 and an option to extend the lease for three additional years.

Future minimum lease payments for its operating leases as of September 30, 2014, are as follows:

Year Ending December 31,

Remainder 0of 2014 $ 57
2015 229
2016 235
2017 139
Total $660

During the three months ended September 30,2014 and 2013, the Company recognized $52 and $23, respectively, of rental expense related to office
space. During the nine months ended September 30,2014 and 2013, the Company recognized $104 and $87, respectively, of rental expense related to office
space.

Intellectual Property Licenses

The Company has acquired exclusive rights to develop patented compounds and related know-how for beloranib under two licensing agreements with
two third parties in the course of its research and development activities. The licensing rights obligate the Company to make payments to the licensors for
license fees, milestones, license maintenance fees and royalties. The Company is also responsible for patent prosecution costs.

As of September 30, 2014, the Company has a liability of $6,700 relating to milestones achieved in September 2014, with the initiation of a first Phase
3 clinical trial. Additionally, as of September 30, 2014, the Company is obligated to make milestone payments of up to $12,250 upon reaching certain pre-
commercialization milestones, such as clinical trials and government approvals, and up to $12,500 upon reaching certain product commercialization
milestones. Under one of the license agreements, the Company is also obligated to pay up to $1,250 with respect to each subsequent licensed product, if any,
that is a new chemical entity. In addition, the Company will owe single-digit royalties on sales of commercial products developed using these licensed
technologies, ifany. The Company is also obligated to pay to the licensors a percentage of fees received if and when the Company sublicenses the
technology. As of September 30,2014, the Company has not yet developed a commercial product using the licensed technologies and it has not entered into
any sublicense agreements for the technologies.

Indemnification Agreements

In the ordinary course of business, the Company may provide indemnification of varying scope and terms to vendors, lessors, business partners, and
other parties with respect to certain matters including, but not limited to, losses arising out of breach of such agreements or from intellectual property
infringement claims made by third parties. In addition, the Company
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has entered into indemnification agreements with members of its board of directors that will require the Company, among other things, to indemnify them
against certain liabilities that may arise by reason of their status or service as directors or officers. The maximum potential amount of future payments the
Company could be required to make under these indemnification agreements is, in many cases, unlimited. To date, the Company has not incurred any
material costs as a result of such indemnifications. The Company does not believe that the outcome of any claims under indemnification arrangements will
have a material effect on its financial position, results of operations or cash flows, and it has not accrued any liabilities related to such obligations in its
consolidated financial statements as of September 30, 2014.

8. Retirement Plan

The Company has a Savings Incentive Match Plan for employees. Under the terms of the plan, the Company contributes 2% of an employee’s annual
base salary, up to a maximum of the annual Internal Revenue Service compensation limits, for all full-time employees.

During the three months ended September 30,2014 and 2013, the Company recognized $17 and $6, respectively, of expense related to its
contributions to this plan. During the nine months ended September 30,2014 and 2013, the Company recognized $43 and $20, respectively, of expense
related to its contributions to the plan.

9. Australia Research and Development Tax Incentive

The Company’s wholly owned subsidiary, Zafgen Australia Pty Limited, which conducts core research and development activities on behalf of the
Company is eligible to receive a 45% refundable tax incentive for qualified research and development activities. For the three months ended September 30,
2014 and 2013, $91 and $812, respectively, was recorded as a reduction to research and development expenses in the consolidated statements of operations
and, for the nine months ended September 30,2014 and 2013, $368 and $1,230, respectively, was recorded as a reduction to research and development
expenses in the consolidated statements of operations. These amounts represented 45% of the Company’s qualified research and development spending in
Australia. The refund is denominated in Australian dollars and, therefore, the receivable is re-measured into U.S. dollars as of each reporting date. For the
three months ended September 30,2014 and 2013, the Company recorded in its consolidated statements of operations unrealized foreign currency exchange
(gains) losses of $95 and $(36), respectively, related to this tax incentive receivable. For the nine months ended September 30,2014 and 2013, the Company
recorded in its consolidated statements of operations unrealized foreign currency exchange (gains) losses of $31 and $169, respectively, related to this tax
incentive receivable. As of September 30,2014 and December 31,2013, the Company’s tax incentive receivable from the Australian government was $1,218
and $1,617, respectively.
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Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations

The following discussion and analysis of our financial condition and results of operations should be read in conjunction with our consolidated
financial statements and related notes appearing elsewhere in this Quarterly Report on Form 10-Q and our final prospectus for our initial public offering
filed pursuant to Rule 424(b) under the Securities Act of 1933, as amended, with the Securities and Exchange Commission on June 19, 2014, or the
Prospectus.

Our actual results and timing of certain events may differ materially from the results discussed, projected, anticipated, or indicated in any forward-
looking statements. We caution you that forward-looking statements are not guarantees of future performance and that our actual results of operations,
financial condition and liquidity, and the development of the industry in which we operate may differ materially from the forward-looking statements
contained in this Quarterly Report on Form 10-Q. In addition, even if our results of operations, financial condition and liquidity, and the development of
the industry in which we operate are consistent with the forward-looking statements contained in this Quarterly Report on Form 10-Q, they may not be
predictive of results or developments in future periods.

The following information and any forward-looking statements should be considered in light of factors discussed elsewhere in this Quarterly Report
on Form 10-Q, including those risks identified under Part II, Item 1A4. Risk Factors.

We caution readers not to place undue reliance on any forward-looking statements made by us, which speak only as of the date they are made. We
disclaim any obligation, except as specifically required by law and the rules of the SEC, to publicly update or revise any such statements to reflect any
change in our expectations or in events, conditions or circumstances on which any such statements may be based, or that may affect the likelihood that
actual results will differ from those set forth in the forward-looking statements.

Overview

We are a biopharmaceutical company dedicated to significantly improving the health and well-being of patients affected by obesity and complex
metabolic disorders. Beloranib, our lead product candidate, is a novel, first-in-class, twice-weekly subcutaneous injection being developed for the treatment
of multiple indications, including severe obesity in two rare diseases, Prader-Willi syndrome, or PWS, and hypothalamic injury-associated obesity, including
craniopharyngioma-associated obesity; and severe obesity in the general population.

Obesity is a complex medical disorder involving appetite dysregulation and altered lipid and energy metabolism that results in excessive
accumulation of fat tissue. Weight loss and hunger control are urgently needed for certain subpopulations of obese patients, in which obesity is life-
threatening and a co-morbidity of an underlying condition such as PWS and obesity related to injury of the hypothalamus that, while rare, occurs most
commonly as a consequence of treatment for craniopharyngioma and other mid-brain tumors. These conditions are characterized by uncontrollable hunger
resulting from damage to or impaired functioning of the hypothalamus, an area of the brain responsible for many functions including the neurophysiological
drive to eat.

PWS is a rare and complex genetic disorder characterized by physiologic, cognitive and behavioral symptoms, including hyperphagia, and severe
obesity. We recently completed two Phase 2a clinical trials evaluating beloranib’s ability to reduce body weight and to improve hyperphagia, one in patients
with PWS and one in severely obese patients. In our Phase 2a clinical trials, we observed reductions in body weight, body mass and body fat content in both
patient populations and reductions in hyperphagia-related behaviors in patients with PWS. In January 2013 and July 2014, the U.S. Food and Drug
Administration, or FDA, and European Commission, respectively, granted orphan designation for our application to treat PWS with beloranib. We initiated
our Phase 3 clinical program, consisting of two Phase 3 clinical trials, of beloranib in patients with PWS, with the first Phase 3 trial in the United States
having started in September 2014. We believe that rare conditions such as PWS afford us an opportunity to rapidly develop and commercialize beloranib
using smaller, more focused and less costly clinical trials, relative to those required to develop beloranib for the broader severe obesity population.

Published population studies estimate that the prevalence of PWS in the United States and in the European Union ranges from 1 in 8,000 to 1 in
50,000. The neurophysiological drive to eat in patients with PWS is so powerful that they will go to great lengths to eat large quantities of food, even ifit is
spoiled, indigestible or unpalatable to others. Unsupervised patients will often eat to the point that it causes serious physical harm or death. As a result,
caregivers are often forced to place locks and alarms on refrigerators and pantries that contain food. Despite attempts to control the access to food, the typical
adult patient with PWS is morbidly obese and, based on our evaluation of published survival data, has an average life expectancy of 32 years of age.
Unfortunately, neither dietary intervention nor currently available pharmaceutical therapies bring meaningful benefit to patients with PWS and, as a result,
they experience severe and life-threatening consequences of their condition. Furthermore, existing surgical techniques such as bariatric surgery are
contraindicated in PWS.
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Since beloranib works to reduce hunger and body weight through a novel mechanism that does not appear to require fully functioning hypothalamic
control pathways, we believe that obese patients with conditions in addition to PWS in which pathologically increased hunger is a key component of their
condition may respond well to treatment with beloranib. Certain patients suffering from hypothalamic injury-associated obesity display many characteristics
of patients with PWS, and sometimes are referred to as having ‘acquired PWS’. Hypothalamic injury-associated obesity could include patients with
craniopharyngioma or other types of hypothalamic injuries, such as other types of central nervous system tumors and infiltrative diseases such as sarcoidosis.
Accordingly, patients with this form of obesity are of interest to our beloranib development program and we are pursuing obesity caused by injury to the
hypothalamus as a potential additional indication for the use of beloranib.

In addition to these rare disorders, we also are pursuing clinical development of beloranib as a treatment for severely obese patients in the general
population, including patients otherwise eligible for bariatric surgery. Bariatric surgery eligibility criteria generally identify surgical candidates as those
patients with body mass indices, or BMIs, greater than 40 kg/m2, or those with BMIs over 35 kg/m2 who also have a significant and uncontrolled co-morbid
condition. Based on these criteria, it is estimated conservatively that there will be at least 16 million adults in the United States eligible for bariatric surgery
by the time beloranib or another methionine aminopeptidase 2, or MetAP2, inhibitor could become available commercially. Bariatric surgery results in
significant weight loss, but the financial expense and the potential for complications, adverse events and longer-term side effects limit its overall adoption,
with only a few hundred thousand patients in the United States undergoing bariatric surgery each year. Existing pharmacotherapies result in less weight loss
than surgical options, and these therapies not only have undesirable side effects, but also have risk of abuse.

Due to the significant barriers associated with bariatric surgery and the limited weight loss potential of currently marketed pharmaceutical products,
there is a significant unmet medical need for the treatment of patients with severe obesity. We believe this patient population would benefit from MetAP2
inhibitor treatment through the reduction of body weight and through improvement of other co-morbid conditions. In 2013, we completed a 12-week Phase
2a clinical trial of beloranib administered twice weekly in obese patients. We observed placebo-adjusted weight loss, or weight loss observed beyond that
seen in the control arm, of up to 10.3% after 12 weeks of treatment with beloranib. In addition, we observed reductions in levels of low density lipoprotein
cholesterol, C-reactive protein and systolic blood pressure. Patients treated with beloranib also reported reduced hunger, as assessed using a visual analog
scale, a widely used self-reported measure of hunger and related endpoints. We intend to initiate a Phase 2b clinical trial of beloranib as a treatment for severe
obesity in the general population in the fourth quarter of2014.

We are also evaluating additional proprietary MetAP2 inhibitors beyond beloranib as potential development candidates that would provide increased
patient convenience in the form of oral dosing, or an otherwise improved clinical profile. A decision on whether to subsequently advance beloranib into
pivotal trials for severe obesity or to leverage the opportunity to advance another MetAP2 inhibitor into early development for severe obesity is anticipated
to be made on the basis of results obtained from our Phase 3 clinical program of beloranib in patients with PWS and discussions with regulatory authorities.
MetAP2 inhibitors may also have utility in the treatment of other metabolic diseases, such as nonalcoholic steatohepatitis, or NASH, and type 2 diabetes. In a
mouse model of diabetes and NASH, our second product candidate, ZGN-839, a MetAP2 inhibitor, reduced the severity of NASH and reduced plasma
glucose.

Since our inception in November 2005, we have devoted substantially all of our resources to developing beloranib and ZGN-839, building our
intellectual property portfolio, developing our supply chain, business planning, raising capital, and providing general and administrative support for these
operations. Prior to our initial public offering, or IPO, in June 2014, we funded our operations primarily through sales of redeemable convertible preferred
stock and, to a lesser extent, through the issuances of convertible promissory notes. From our inception through September 30,2014, we have received gross
proceeds of $104.0 million from such transactions. During June 2014, we completed our IPO with net proceeds of $102.7 million.

We have never generated any revenue and have incurred net losses in each year since our inception. We have an accumulated deficit of $94.5 million
as of September 30, 2014. Our net losses were $25.5 million for the nine months ended September 30, 2014. These losses to date have resulted principally
from costs incurred in connection with in-licensing our product candidates, research and development activities and general and administrative costs
associated with our operations. We expect to incur significant expenses and increasing operating losses for the foreseeable future.
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We expect that our expenses will increase substantially in connection with our ongoing activities, as we:

» advance the clinical development of beloranib as a treatment for obesity and hyperphagia in patients with PWS through our Phase 3 clinical
program;

» advance the clinical development of beloranib as a treatment for hypothalamic injury-associated obesity through our current Phase 2a clinical
trial and if such Phase 2a trial is successful, the initiation of pivotal clinical trials;

* initiate Investigational New Drug Application, or IND, enabling studies and clinical development of ZGN-839 and our second-generation
MetAP2 inhibitors;

* initiate a Phase 2b clinical trial of beloranib as a treatment for severe obesity in the general population;

*  seek to identify additional indications for beloranib;

»  seek to obtain regulatory approvals for our product candidates;

» add operational, financial and management information systems;

* add personnel, including personnel to support our product development and future commercialization; and

*  maintain, leverage and expand our intellectual property portfolio.

As a result, we will need additional financing to support our continuing operations. Until such time that we can generate significant revenue from
product sales, if ever, we expect to finance our operations through a combination of public or private equity or debt financings or other sources, which may
include collaborations with third parties. Arrangements with collaborators or others may require us to relinquish rights to certain of our technologies or
product candidates. In addition, we may never successfully complete development of any of our product candidates, obtain adequate patent protection for
our technology, obtain necessary regulatory approval for our product candidates or achieve commercial viability for any approved product candidates.
Adequate additional financing may not be available to us on acceptable terms, or at all. Our failure to raise capital as and when needed would have a negative

impact on our financial condition and our ability to pursue our business strategy. We will need to generate significant revenue to achieve profitability, and
we may never do so.

We expect that our existing cash and cash equivalents as of September 30, 2014 will enable us to fund our operating expenses and capital expenditures
requirements for at least the next 12 months. See “—Liquidity and Capital Resources.”

Financial Operations Overview
Revenue

We have not generated any revenue from product sales since our inception, and do not expect to generate any revenue from the sale of products in the
near future. If our development efforts result in clinical success and regulatory approval or collaboration agreements with third parties for our product
candidates, we may generate revenue from those product candidates.

Operating Expenses

The majority of our operating expenses since inception have consisted primarily of in-licensing costs of beloranib, milestone payments, research and
development activities, and general and administrative costs.

Research and Development Expenses

Research and development expenses, which consist primarily of costs associated with our product research and development efforts, are expensed as
incurred. Research and development expenses consist primarily of:

» personnel costs, including salaries, related benefits and stock-based compensation for employees engaged in scientific research and development
functions;

« third-party contract costs relating to research, formulation, manufacturing, pre-clinical studies and clinical trial activities;
e external costs of outside consultants;

*  payments made under our third-party licensing agreements;

* laboratory consumables; and

« allocated facility-related costs.
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We have been developing beloranib, ZGN-839, and our second-generation MetAP2 inhibitors, and typically use our employee, consultant and
infrastructure resources across our development programs. We track outsourced development costs by product candidate or development program, but we do
not allocate personnel costs, external consultant costs, payments made under our licensing agreements or other internal costs to specific development
programs or product candidates. We record our research and development expenses net of any research and development tax incentives we are entitled to
receive from government authorities.

The following table summarizes our research and development expenses by program:

Three Months Ended Nine Months Ended
September 30, September 30,
2014 2013 2014 2013
(in thousands)

Beloranib $10,479 $ 1,656 $15,177 $4,365
ZGN-839 and other early stage development 158 138 668 152
Unallocated expenses 1,439 650 4201 2,521
Total research and development expenses $12,076 $2.444 $20,046 $7,038

Research and development activities are central to our business. Product candidates in later stages of clinical development generally have higher
development costs than those in earlier stages of clinical development, primarily due to the increased size and duration of later-stage clinical trials. We
expect that our research and development expenses will continue to increase in the foreseeable future as we pursue later stages of clinical development of our
product candidates.

We cannot determine with certainty the duration and completion costs of the current or future clinical trials of our product candidates or if, when, or to
what extent we will generate revenue from the commercialization and sale of any of our product candidates that obtain regulatory approval. We may never
succeed in achieving regulatory approval for any of our product candidates. The duration, costs, and timing of clinical studies and development of our
product candidates will depend on a variety of factors, including:

» the scope, rate of progress, and expense of our ongoing as well as any additional clinical trials and other research and development activities;
e future clinical trial results;

*  uncertainties in clinical trial enrollment rate or design;

+ significant and changing government regulation;

* the timing and receipt of any regulatory approvals; and

* the FDA’s or other regulatory authority’s influence on trial design.

A change in the outcome of any of these variables with respect to the development of a product candidate could mean a significant change in the costs
and timing associated with the development of that product candidate. For example, if the FDA, or another regulatory authority were to require us to conduct
clinical trials beyond those that we currently anticipate will be required for the completion of clinical development of a product candidate, or if we
experience significant delays in enrollment in any of our clinical trials, we could be required to expend significant additional financial resources and time on
the completion of clinical development.

General and Administrative Expenses

General and administrative expenses consist primarily of personnel costs, consisting of salaries, related benefits and stock-based compensation, of our
executive, finance, business and corporate development and other administrative functions. General and administrative expenses also include travel
expenses, allocated facility-related costs not otherwise included in research and development expenses, and professional fees for auditing, tax and legal
services, including legal expenses to pursue patent protection of our intellectual property.

We expect that general and administrative expenses will increase in the future as we expand our operating activities and incur additional costs
associated with operating as a public company. These public company related increases will likely include additional costs related to personnel; legal,
accounting and audit services; directors’ and officers’ liability insurance premiums; and investor relations.
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Other Income (Expense)

Interest income. Interest income consists of interest earned on our cash and cash equivalents. Our interest income has not been significant due to low
interest earned on invested balances. We anticipate that our interest income will increase in the future due to increased balances from cash proceeds from our
IPO received in June 2014.

Interest expense. Interest expense consists of interest expense on our outstanding borrowings under a credit facility that we entered into on March 31,
2014, consisting of the stated interest of 8.1% per year due on outstanding borrowings, a final payment of 6% of amounts drawn down that is being recorded
as interest expense over the term through the maturity date using the effective-interest method, the amortization of deferred financing costs and debt discount
relating to the credit facility and fees payable upon the completion of our IPO in June 2014.

Foreign currency transaction gains (losses), net. Foreign currency transaction gains (losses), net consists of the realized and unrealized gains and
losses from foreign currency-denominated cash balances, vendor payables and tax-related receivables from the Australian government. We currently do not
engage in hedging activities related to our foreign currency-denominated receivables and payables; as such, we cannot predict the impact of future foreign
currency transaction gains and losses on our operating results. See “—Quantitative and Qualitative Disclosures about Market Risk.”

Income Taxes

Since our inception in 2005, we have not recorded any U.S. federal or state income tax benefits for the net losses we have incurred in each year or our
earmed research and development tax credits, due to our uncertainty of realizing a benefit from those items. As of December 31, 2013, we had federal and state
net operating loss carryforwards of $10.5 million and $8.2 million, respectively. Our federal net operating loss carryforwards begin to expire in 2026, and our
state net operating loss carryforwards began to expire in 2014. We also had federal and state research and development tax credit carryforwards of $4.7
million and $1.3 million, respectively, as of December 31, 2013, which begin to expire in 2026 and 2021, respectively.

Results of Operations
Comparison of Three Months Ended September 30,2014 and 2013

The following table summarizes our results of operations for the three months ended September 30,2014 and 2013:

Three Months Ended
September 30, Increase
2014 2013 (Decrease)
(in thousands)
Revenue A $ — N —
Operating expenses:
Research and development 12,076 2,444 9,632
General and administrative 2,285 1,080 1,205
Total operating expenses 14,361 3,524 10,837
Loss from operations (14,361) (3,524) (10,837)
Other income (expense):
Interest income 1 — 1
Interest expense (213) — (213)
Foreign currency transaction gains (losses), net (116) 20 (136)
Total other income (expense), net (328) 20 (348)
Net loss $(14,689) $(3,504) $(11,185)
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Research and development expenses

Three Months Ended
September 30, Increase
2014 2013 (Decrease)
(in thousands)

Direct research and development expenses by program:

Beloranib:
Pre-clinical and manufacturing $ 2,443 $ 971 $ 1,472
Clinical trials 1,336 685 651
Licensing, milestone and licensing maintenance fees 6,700 — 6,700
Subtotal 10,479 1,656 8,823
ZGN-839 and other early stage development 158 138 20
Subtotal 10,637 1,794 8,843

Unallocated expenses:

Personnel related 794 289 505
Consultants 519 342 177
Other 126 19 107
Subtotal 1,439 650 789
Total research and development expenses $12,076 $ 2,444 $ 9,632

Research and development expenses for the three months ended September 30,2014 increased $9.6 million compared to the three months ended
September 30, 2013. The increase was primarily due to increased costs of $8.8 million associated with our beloranib program and a $0.8 million increase in
our unallocated expenses. Of the increase in our beloranib program, pre-clinical and manufacturing costs increased by $1.5 million period over period as a
result of our focus on drug manufacturing and other pre-clinical activities related to beloranib in order to prepare for future clinical trials. Additionally, our
clinical trial costs related to beloranib increased $0.7 million as a result of the timing of clinical trials in 2013 and 2014. During the 2013 period we had one
ongoing clinical trial, our Phase 2a trial in patients with PWS. As of September 30, 2014, we had two ongoing clinical trials, our Phase 2a trial in patients
with obesity caused by injury to the hypothalamus and our U.S. Phase 3 trial in patients with PWS. Clinical trial activities undertaken by our Australian
subsidiary are recorded net of a 45% research and development tax incentive from the Australian government. Lastly, licensing, milestone and licensing
maintenance fees increased $6.7 million due to the achievement of a milestone related to the initiation of a Phase 3 clinical trial in beloranib, which we
initiated in September 2014. Unallocated expenses increased period over period primarily due to an increase in personnel related costs of $0.5 million and an
increase in consultant expense of $0.2. Personnel related costs increased period over period primarily due to the hiring of new employees to support our
development efforts. Consultant costs increased period over period primarily due to expenses incurred in connection with preparation work for our current
clinical trials.

General and administrative expenses

Three Months Ended

September 30, Increase
2014 2013 (Decrease)
(in thousands)
Personnel related $ 969 $ 312 $ 657
Professional fees 746 672 74
Travel and other 570 96 474
Total general and administrative expenses $ 2,285 $ 1,080 $ 1,205

General and administrative expenses for the three months ended September 30,2014 increased $1.2 million compared to the three months ended
September 30, 2013. The increase was primarily due to increased personnel related costs of $0.7 million and increased travel and other related costs of $0.5
million period over period. Personnel related costs increased period over period primarily due to hiring additional employees of $0.4 million and increases in
stock-based compensation of $0.3 million related to the new employees and to the increase in our common stock value. The increase in travel and other
related costs of $0.5 million is primarily due to increased insurance of $0.2 million due to becoming a public company and commercial marketing projects of
$0.2 million, as well as information technology-related expenses to support our operating as a public company.
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Other income (expense), net

Interest expense. Interest expense for the three months ended September 30,2014 was related to interest expense on our outstanding borrowings under
the credit facility that we entered into on March 31,2014, consisting of the stated interest of 8.1% per year due on outstanding borrowings of $0.2 million, a
final payment of 6% of amounts drawn down that is being recorded as interest expense over the term through the maturity date using the effective-interest
method and the amortization of deferred financing costs and debt discount relating to the credit facility, both less than $0.1 million. We had no debt
outstanding during 2013.

Foreign currency transaction gains (losses), net. Net foreign currency transaction losses of $0.1 million for the three months ended September 30,

2014 were primarily due to the re-measurement of receivables, denominated in Australian dollars, from the Australian government for research and
development tax incentives, reflecting a weakening of'the Australian dollar relative to the U.S. dollar.

Comparison of Nine Months Ended September 30,2014 and 2013

The following table summarizes our results of operations for the nine months ended September 30,2014 and 2013:

Nine Months Ended

September 30, Increase
2014 2013 (Decrease)
(in thousands)
Revenue s — $  — $ —
Operating expenses:
Research and development 20,046 7,038 13,008
General and administrative 4,822 2,981 1,841
Total operating expenses 24,868 10,019 14,849
Loss from operations (24,868) (10,019) (14,849)
Other income (expense):
Interest income 2 — 2
Interest expense (658) — (658)
Foreign currency transaction gains (losses), net (23) (162) 139
Total other income (expense), net (679) (162) (517)
Net loss $(25,547) $(10,181) $(15,366)

Research and development expenses

Nine Months Ended
September 30, Increase
2014 2013 (Decrease)
(in thousands)

Direct research and development expenses by program:

Beloranib:
Pre-clinical and manufacturing $ 5,947 $1,941 $ 4,006
Clinical trials 2,530 2,424 106
Licensing, milestone and licensing maintenance fees 6,700 — 6,700
Subtotal 15,177 4,365 10,812
ZGN-839 and other early stage development 668 152 516
Subtotal 15,845 4517 11,328

Unallocated expenses:

Personnel related 1,984 913 1,071
Consultants 1,929 1,511 418
Other 288 97 191
Subtotal 4,201 2,521 1,680
Total research and development expenses $20.,046 $7,038 $ 13,008
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Research and development expenses for the nine months ended September 30, 2014 increased $13.0 million compared to the nine months ended
September 30, 2013. The increase was primarily due to increased costs of $10.8 million associated with our beloranib program, $0.5 million associated with
ZGN-839 and other early-stage development programs (consisting of our second-generation MetAP2 inhibitors), and $1.7 million in our unallocated
expenses. Of the increase in our beloranib program, pre-clinical and manufacturing costs increased by $4.0 million period over period as a result of our focus
on drug manufacturing and other pre-clinical activities related to beloranib in order to prepare for clinical trials, as well as toxicology studies required for our
NDA submission. Additionally, clinical trial expenses for beloranib increased by $0.1 million period over period as a result of timing of our clinical trials in
2013 and 2014. Clinical trial activities undertaken by our Australian subsidiary are recorded net of a 45% research and development tax incentive from the
Australian government. Lastly, licensing, milestone and licensing maintenance fees increased $6.7 million due to the achievement of a milestone related to
the initiation of a first Phase 3 clinical trial in beloranib, which we initiated in September 2014. Costs related to ZGN-839 and other early-stage development
programs increased in 2014 as a result of our increased focus on our early-stage programs in 2014. Unallocated expenses increased period over period
primarily due to an increase in personnel related costs of $1.1 million and an increase in consultant expenses of $0.4 million. Personnel related costs
increased period over period primarily due to the hiring of new employees of $0.9 million and increased stock-based compensation of $0.2 million.
Consultant costs increased period over period primarily due to expenses incurred in connection with regulatory meetings and preparation work for clinical
trials.

General and administrative expenses

Nine Months Ended

September 30, Increase
2014 2013 (Decrease)
(in thousands)
Personnel related $2,157 $1,016 $ 1,141
Professional fees 1,772 1,678 94
Travel and other 893 287 606
Total general and administrative expenses $4,822 $ 2,981 $ 1,841

General and administrative expenses for the nine months ended September 30,2014 increased $1.8 million compared to the nine months ended
September 30, 2013. The increase was primarily due to increased personnel related costs of $1.1 million and increased travel and other related costs of $0.6
million period over period. Personnel related costs increased primarily due to the hiring of new employees of $0.6 million and increases in stock-based
compensation of $0.5 million related to the new employees and to the increase in our common stock value. The increase in travel and other related costs is
primarily due to an increase in directors and officer’s insurance of $0.3 million due to becoming a public company, $0.2 million relating to commercial
marketing projects as well as various other increases including information technology-related expenses to support our operating as a public company and
increased office rent due to the office move in July 2014.

Other income (expense), net

Interest expense. Interest expense for the nine months ended September 30, 2014 was related to interest expense on our outstanding borrowings under
the credit facility that we entered into on March 31, 2014, consisting of the stated interest of 8.1% per year due on outstanding borrowings of $0.3 million, a
final payment of 6% of amounts drawn down that is being recorded as interest expense over the term through the maturity date using the effective-interest
method and the amortization of deferred financing costs and debt discount relating to the credit facility, both less than $0.1 million, and $0.2 million related
to a fee of which was due upon the completion of our IPO. We had no debt outstanding during 2013.

Foreign currency transaction gains (losses), net. Net foreign currency transaction losses of $0.2 million for the nine months ended September 30,2013
were primarily due to the re-measurement of receivables, denominated in Australian dollars, from the Australian government for research and development
tax incentives, reflecting both a weakening of the Australian dollar relative to the U.S. dollar and an increase in our receivable balances for such tax
incentives during the nine months ended September 30,2013. During the nine months ended September 30, 2014 the Australian dollar strengthened relative
to the U.S. dollar during the first eight months and then weakened dramatically during September 2014 leading to a very minimal net impact on foreign
currency transaction gains (losses).
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Liquidity and Capital Resources
As of September 30, 2014 and December 31, 2013, we had cash and cash equivalents totaling $127.0 million and $35.5 million, respectively.

Since our inception in November 2005, we have not generated any revenue and have incurred recurring net losses. As of September 30,2014, we had
an accumulated deficit of $94.5 million. We have funded our operations since inception primarily through sales of redeemable convertible preferred stock
and, to a lesser extent, through the issuances of convertible promissory notes. In June 2014, we completed an IPO of common stock with net proceeds of
$102.7 million.

On March 31,2014, we entered into a loan and security agreement, or the 2014 Credit Facility, which provides for initial borrowings of $7.5 million
and additional borrowings of up to $12.5 million. On that same date, we received proceeds of $7.5 million from the issuance of promissory notes under a term
loan as part of the 2014 Credit Facility. Of the additional $12.5 million of borrowings that was available to us, $7.5 million was available to be drawn down
until September 30,2014 and $5.0 million was available to be drawn down for a 30-day period upon the completion of our IPO that occurred in June 2014.
We elected not to draw down the $7.5 million or the $5.0 million and these amounts are no longer available to us. All promissory notes issued under the 2014
Credit Facility are collateralized by substantially all of our personal property, other than our intellectual property. There are no financial covenants
associated with the debt facility; however, there are negative covenants restricting our activities, including limitations on dispositions, mergers or
acquisitions; encumbering or granting a security int