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UNITED STATES SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-Q

(Mark One)

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

For the quarterly period ended March 31, 2017

or

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

For the transition period from to

Commission File Number: 001-34703

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

Delaware 20-0028718

(State or other jurisdiction of (I.R.S. Employer
incorporation or organization) Identification No.)
6120 Windward Parkway, Suite 290

Alpharetta, GA 30005
(Address of principal executive offices) (Zip Code)
(678) 990-5740

(Registrant’s telephone number, including area code)

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days. Yes x No ~
Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if
any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T (§
232.405 of this chapter) during the preceding 12 months (or for such shorter period that the registrant was required to
submit and post such files). Yes x No ~

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

Large accelerated filero Accelerated filer 0

Non-accelerated filer o(Do not check if a smaller reporting company) Smaller reporting company x

Emerging growth company o
If an emerging growth company, indicate by check mark if the registrant has elected not to use the extended transition
period for complying with any new or revised financial accounting standards provided pursuant to Section 13(a)(2)(B)
of the Exchange Act. o
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SPECIAL NOTE REGARDING FORWARD-LOOKING STATEMENTS AND PROJECTIONS

Various statements in this report are “forward-looking statements” within the meaning of the Private Securities
Litigation Reform Act of 1995. Forward-looking statements involve substantial risks and uncertainties. All statements,
other than statements of historical facts, included in this report regarding Alimera Sciences, Inc.’s (we, our, Alimera or
the Company) strategy, future operations, future financial position, future revenues, projected costs, prospects, plans
and objectives of management are forward-looking statements. These statements are subject to risks and uncertainties
and are based on information currently available to our management. Words such as, but not limited to, “anticipate,”
“believe,” “estimate,” “expect,” “intend,” “may,” “plan,” “contemplates,” “predict,” “project,” “target,” “likely,” “potential,” *
“will,” “would,” “should,” “could,” or the negative of these terms and similar expressions or words, identify forward-looking
statements. The events and circumstances reflected in our forward-looking statements may not occur and actual results
could differ materially from those projected in our forward-looking statements. Meaningful factors which could cause
actual results to differ include, but are not limited to:

uncertainty as to our ability to achieve profitability and positive cash flow through the commercialization of
{LUVIEN® in the European Economic Area (EEA), the United States (U.S.) and other regions of the world where we
sell ILUVIEN;

our ability to operate our business in compliance with the covenants and restrictions that we are subject to under our
credit facility;

dependence on third-party manufacturers to manufacture ILUVIEN or any future products or product candidates in
sufficient quantities and quality.

our ability to raise sufficient additional funding and our need to raise such funds;

uncertainty as to the pricing and reimbursement guidelines for ILUVIEN or any future products or product candidates,
including ILUVIEN;

our ability to successfully commercialize ILUVIEN following regulatory approval in additional markets;

delay in or failure to obtain regulatory approval of ILUVIEN in additional countries or any future products or product
candidates;

our expectation that we will be cash flow positive in late 2017, if at all; and

the extent of government regulations.

All written and verbal forward-looking statements attributable to us or any person acting on our behalf are expressly
qualified in their entirety by the cautionary statements contained or referred to in this section. We caution investors
not to rely too heavily on the forward-looking statements we make or that are made on our behalf. We undertake no
obligation and specifically decline any obligation, to update or revise publicly any forward-looking statements,
whether as a result of new information, future events or otherwise. You are advised, however, to consult any further
disclosures we make on related subjects in any annual, quarterly or current reports that we may file with the Securities
and Exchange Commission.

We encourage you to read the discussion and analysis of our financial condition and our unaudited interim financial
statements contained in this report. We also encourage you to read Item 1A of Part II of this Quarterly Report on Form
10-Q entitled “Risk Factors” and Item 1A of Part I of our Annual Report on Form 10-K for the fiscal year ended
December 31, 2016, which contains a more complete discussion of the risks and uncertainties associated with our
business. In addition to the risks described above, other unknown or unpredictable factors also could affect our results.
There can be no assurance that the actual results or developments anticipated by us will be realized or, even if
substantially realized, that they will have the expected consequences to, or effects on, us. Therefore, no assurance can
be given that the outcomes stated in such forward-looking statements and estimates will be achieved.
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PART I. FINANCIAL INFORMATION

ITEM 1. Interim Condensed Consolidated Financial Statements (unaudited)

ALIMERA SCIENCES, INC.
CONSOLIDATED BALANCE SHEETS

March 31,

2017

December 31,
2016

(In thousands, except share and per

share data)

CURRENT ASSETS:

Cash and cash equivalents $ 26,737
Restricted cash 31
Accounts receivable, net 10,768
Prepaid expenses and other current assets 2,112
Inventory, net (Note 5) 802
Total current assets 40,450
NON-CURRENT ASSETS:

Property and equipment, net 1,572
Intangible asset, net (Note 6) 20,125
Deferred tax asset 443
TOTAL ASSETS $ 62,590
CURRENT LIABILITIES:

Accounts payable $ 3,963
Accrued expenses (Note 7) 2,636
Derivative warrant liability 21
Capital lease obligations 157
Total current liabilities 6,777
NON-CURRENT LIABILITIES:

Note payable (Note 9) 33,409
Capital lease obligations — less current portion 184
Other non-current liabilities 2,154

COMMITMENTS AND CONTINGENCIES
STOCKHOLDERS’ EQUITY:

Preferred stock, $.01 par value — 10,000,000 shares authorized at March 31, 2017 and
December 31, 2016:

Series A Convertible Preferred Stock, 1,300,000 authorized and 600,000 issued and
outstanding at March 31, 2017 and December 31, 2016; liquidation preference of 19,227
$24,000 at March 31, 2017 and December 31, 2016

Series B Convertible Preferred Stock, 8,417 authorized and 8,416.251 issued and
outstanding at March 31, 2017 and December 31, 2016; liquidation preference of 49,568
$50,750 at March 31, 2016 and December 31, 2015

Common stock, $.01 par value — 150,000,000 shares authorized, 64,862,904 shares

issued and outstanding at March 31, 2017 and December 31, 2016 649
Additional paid-in capital 331,947
Common stock warrants 3,707
Accumulated deficit (383,809
Accumulated other comprehensive loss (1,223
TOTAL STOCKHOLDERS’ EQUITY 20,066
TOTAL LIABILITIES AND STOCKHOLDERS’ EQUITY $ 62,590

See Notes to Consolidated Financial Statements.

$ 30,979
31
13,839
2,107
446
47,402

1,787
20,604
436

$ 70,229

$ 4,986
3,758
188

191
9,123

33,084
274
2,162

19,227

49,568

649

330,781

3,707
(377,074 )
1,272 )
25,586

$ 70,229
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ALIMERA SCIENCES, INC.
CONSOLIDATED STATEMENTS OF OPERATIONS
FOR THE THREE MONTHS ENDED MARCH 31, 2017 AND 2016

NET REVENUE

COST OF GOODS SOLD, EXCLUDING DEPRECIATION AND AMORTIZATION

GROSS PROFIT

RESEARCH, DEVELOPMENT AND MEDICAL AFFAIRS EXPENSES
GENERAL AND ADMINISTRATIVE EXPENSES

SALES AND MARKETING EXPENSES

DEPRECIATION AND AMORTIZATION

OPERATING EXPENSES

NET LOSS FROM OPERATIONS

INTEREST EXPENSE, NET AND OTHER

UNREALIZED FOREIGN CURRENCY (LOSS) GAIN, NET

CHANGE IN FAIR VALUE OF DERIVATIVE WARRANT LIABILITY
LOSS ON EARLY EXTINGUISHMENT OF DEBT

NET LOSS BEFORE TAXES

PROVISION FOR TAXES

NET LOSS

NET LOSS PER SHARE — Basic and diluted

WEIGHTED AVERAGE SHARES OUTSTANDING — Basic and diluted
See Notes to Consolidated Financial Statements.

5

Three Months Ended
March 31,

2017 2016

(In thousands, except
share and per share
data)

$6,618 $5,801
(587 ) (378 )

6,031 5,423
2,110 3,020
3,264 3,395
5,502 7,109
666 689

11,542 14,213
(5,511 ) (8,790 )

(1,337 ) (1,335 )

(28 )34

167 1,519

— (2,564 )
(6,709 ) (11,136 )
26 )0 )

$(6,735) $(11,145 )
$(0.10 ) $(0.25 )
64.,862,9045,005,833
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ALIMERA SCIENCES, INC.
CONSOLIDATED STATEMENTS OF COMPREHENSIVE LOSS
FOR THE THREE MONTHS ENDED MARCH 31, 2017 AND 2016

Three Months

Ended

March 31,

2017 2016

(In thousands)
NET LOSS $(6,735) $(11,145)
OTHER COMPREHENSIVE INCOME
Foreign currency translation adjustments 49 119
TOTAL OTHER COMPREHENSIVE INCOME 49 119
COMPREHENSIVE LOSS $(6,686) $(11,026)

See Notes to Consolidated Financial Statements.
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ALIMERA SCIENCES, INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS
FOR THE THREE MONTHS ENDED MARCH 31, 2017 AND 2016

CASH FLOWS FROM OPERATING ACTIVITIES:
Net loss

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

Inventory reserve

Unrealized foreign currency transaction loss (gain)
Loss on early extinguishment of debt

Amortization of debt discount

Stock-based compensation expense

Change in fair value of derivative warrant liability
Changes in assets and liabilities:

Accounts receivable

Prepaid expenses and other current assets

Inventory

Accounts payable

Accrued expenses and other current liabilities

Other long-term liabilities

Net cash used in operating activities

CASH FLOWS FROM INVESTING ACTIVITIES:
Purchases of property and equipment

Net cash used in investing activities

CASH FLOWS FROM FINANCING ACTIVITIES:
Payment of issuance cost of common stock

Payment of debt costs

Payment of capital lease obligations

Net cash used in financing activities

EFFECT OF EXCHANGE RATES ON CASH AND CASH EQUIVALENTS

NET DECREASE IN CASH AND CASH EQUIVALENTS

CASH AND CASH EQUIVALENTS — Beginning of period

CASH AND CASH EQUIVALENTS — End of period
SUPPLEMENTAL DISCLOSURES:

Cash paid for interest

Cash paid for income taxes

Supplemental schedule of non-cash investing and financing activities:
Property and equipment acquired under capital leases

Note payable end of term payment accrued but unpaid

Three Months
Ended

March 31,
2017 2016
(In thousands)

$(6,735) $(11,145)

666 689

8 50

28 34
— 2,564
343 337
1,166 1,296

167 ) (1,519

3,090 761
8 (67
361 ) 164

(1,053 ) (1,522
(1,147 ) 1,704
(15 ) (13

(4,169 ) (6,735

(57 ) (75
(57 ) (75
— (52
— (350
(38 ) (64
(38 ) (466
22 141

4,242 ) (7,135
30,979 31,075

$26,737 $23,940

$985 $996
$11 $13
$— $56

$1,400 $1,400

There were no dividend payments made during the three months ended March 31, 2017 and 2016.

See Notes to Consolidated Financial Statements.
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ALIMERA SCIENCES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1.NATURE OF OPERATIONS

Alimera Sciences, Inc., together with its wholly-owned subsidiaries (the Company), is a pharmaceutical company that
specializes in the commercialization, research and development of prescription ophthalmic pharmaceuticals. The
Company was formed on June 4, 2003 under the laws of the State of Delaware.

The Company is presently focused on diseases affecting the back of the eye, or retina, because the Company’s
management believes these diseases are not well treated with current therapies and represent a significant market
opportunity. The Company’s only commercial product is ILUVIEN®, which has received marketing authorization in
the United States (U.S.), Austria, Belgium, the Czech Republic, Denmark, Finland, France, Germany, Ireland, Italy,
Luxembourg, the Netherlands, Norway, Poland, Portugal, Spain, Sweden and the United Kingdom. In the U.S.,
ILUVIEN is indicated for the treatment of diabetic macular edema (DME) in patients who have been previously
treated with a course of corticosteroids and did not have a clinically significant rise in intraocular pressure (IOP). In
the European Economic Area (EEA) countries in which ILUVIEN has received marketing authorization, it is indicated
for the treatment of vision impairment associated with DME considered insufficiently responsive to available
therapies. As part of the approval process in the EEA, the Company committed to conduct a five-year,
post-authorization, open label registry study in 800 patients treated with ILUVIEN per the labeled indication. In the
fourth quarter of 2016, the Company requested approval to modify its protocol to cap enrollment in the study due to
its post market safety surveillance not showing any unexpected safety signals. Although the Company has not
received formal regulatory approval, the Medicines & Healthcare products Regulatory Agency (MHRA) has agreed to
allow the Company to suspend enrollment, pending approval of the Company’s protocol amendment. As of March 31,
2017, 560 patients were enrolled in this study.

The Company launched ILUVIEN in Germany and the United Kingdom in the second quarter of 2013, in the U.S. and
Portugal in the first quarter of 2015 and in Austria in the first quarter of 2017.

In addition, the Company has entered into various agreements under which distributors will provide regulatory,
reimbursement or sales and marketing support for future commercialization of ILUVIEN in numerous countries in the
Middle East, Italy, Spain, Australia, New Zealand and Canada.

2. BASIS OF PRESENTATION

The Company has prepared the accompanying unaudited interim condensed consolidated financial statements and
notes thereto (Interim Financial Statements) in accordance with accounting principles generally accepted in the U.S.
(U.S. GAAP) for interim financial information and the instructions to Form 10-Q and Article 10-01 of Regulation S-X
of the Securities and Exchange Commission (SEC). Accordingly, they do not include all of the information and
disclosures required by U.S. GAAP for complete financial statements. In the opinion of the Company’s management,
the accompanying interim financial statements reflect all adjustments, which include normal recurring adjustments,
necessary to present fairly the Company’s interim financial information.

The accompanying interim financial statements and related notes should be read in conjunction with the Company’s
audited financial statements for the year ended December 31, 2016 and related notes included in the Company’s
Annual Report on Form 10-K, which was filed with the SEC on March 3, 2017. The financial results for any interim
period are not necessarily indicative of the expected financial results for the full year.

Modification of Segment Footnote

The Company modified its segment footnote for the three months ended March 31, 2016 for an immaterial change and
removed, within the segment footnote, certain non-cash expenses including $1,296,000 of stock-based compensation
expense and $689,000 of depreciation and amortization from the Company’s U.S. and International segments. These
amounts are appropriately classified as Other within the segment footnote of these interim unaudited condensed
consolidated financial statements. Additionally, in the Company’s Annual Report on Form 10-K filing for the year
ended December 31, 2016, the Company disclosed that the Company’s chief operating decision maker separately
managed and evaluated each segment primarily upon net loss from operations. The modification made in these

11
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financial statements clarifies that the chief operating decision maker manages and evaluates each segment based on
net loss from operations adjusted for certain non-cash items, such as stock-based compensation expense and
depreciation and amortization.
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ALIMERA SCIENCES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The accounting policies followed for quarterly financial reporting are the same as those disclosed in the Notes to
Financial Statements included in the Company’s Annual Report on Form 10-K filed with the SEC for the year ended
December 31, 2016.

Research and Development Expenses

Research and development expenses were $350,000 and $561,000 for the three months ended March 31, 2017 and
2016, respectively.

Recent Accounting Pronouncements

From time to time, new accounting pronouncements are issued by the Financial Accounting Standards Board (FASB)
or other standard setting bodies that are adopted by us as of the specified effective date. Unless otherwise discussed,
we believe that the impact of recently issued standards that are not yet effective will not have a material impact on our
financial position or results of operations upon adoption.

Adoption of New Accounting Standards

In August 2014, the FASB issued Accounting Standards Update (ASU) 2014-15, Disclosure of Uncertainties about an
Entity’s Ability to Continue as a Going Concern. ASU 2014-15 requires management to perform interim and annual
assessments of an entity’s ability to continue as a going concern within one year of the date the financial statements are
issued and provides guidance on determining when and how to disclose going concern uncertainties in the financial
statements. ASU 2014-15 applies to all entities and is effective for annual and interim reporting periods ending after
December 15, 2016, with early adoption permitted. The adoption of this guidance did not have a material impact on
the Company’s financial statements.

In July 2015, the FASB issued ASU 2015-11, Inventory (Topic 330): Simplifying the Measurement of Inventory. This
update requires entities to measure inventory at the lower of cost and net realizable value. Net realizable value is the
estimated selling prices in the ordinary course of business, less reasonably predictable costs of completion, disposal
and transportation. Subsequent measurement is unchanged for inventory measured using LIFO or the retail inventory
method. This ASU is effective for annual reporting periods beginning after December 15, 2016 and interim periods
within those years. The adoption of this guidance did not have a material impact on the Company’s financial
statements.

In March 2016, the FASB issued ASU 2016-09, Compensation—Stock Compensation (Topic 718). This standard makes
several modifications to Topic 718 related to the accounting for forfeitures, employer tax withholding on share-based
compensation and the financial statement presentation of excess tax benefits or deficiencies. ASU 2016-09 also
clarifies the statement of cash flows presentation for certain components of share-based awards. The standard is
effective for interim and annual reporting periods beginning after December 15, 2016, although early adoption is
permitted. The adoption of this guidance did not have a material impact on the Company’s financial statements.
Accounting Standards Issued but Not Yet Effective

In May 2014, the FASB issued ASU 2014-09, Revenue from Contracts with Customers (Topic 606), as subsequently
amended. ASU 2014-09 provides a single, comprehensive revenue recognition model for all contracts with customers.
The revenue guidance contains principles that an entity will apply to determine the measurement of revenue and
timing of when it is recognized. The underlying principle is that an entity will recognize revenue to depict the transfer
of goods or services to customers at an amount that the entity expects to be entitled to in exchange for those goods or
services. The standard is effective for the first interim period within annual reporting periods beginning after
December 15, 2017 for public entities, with early adoption permitted in the annual reporting period beginning after
December 15, 2016. The Company has begun its evaluation of the new guidance on its business and, at this time, do
not believe there will be a material impact on the Company’s current direct product sales in international markets. For
the U.S. business, the Company continues to evaluate the variable consideration provisions of the new guidance and
the impact it will have specifically on the Company’s gross to net revenue adjustments, including chargebacks and
rebates. The Company anticipates adopting the new revenue standard using the modified retrospective transition
method.

13
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In February 2016, the FASB issued ASU 2016-02, Leases (Topic 842). This standard requires all leases with durations
greater than twelve months to be recognized on the balance sheet and is effective for interim and annual reporting
periods
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ALIMERA SCIENCES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

beginning after December 15, 2018, although early adoption is permitted. The Company is currently in the process of
evaluating the impact of the adoption on its financial statements.

4. GOING CONCERN

The accompanying consolidated financial statements have been prepared on a going concern basis, which
contemplates the realization of assets and the satisfaction of liabilities in the normal course of business. The
consolidated financial statements do not include any adjustments that might result from the outcome of this
uncertainty.

To date, the Company has incurred recurring losses, negative cash flow from operations and has accumulated a deficit
of $383,809,000 from inception through March 31, 2017. As of March 31, 2017, the Company had approximately
$26,737,000 in cash and cash equivalents. The Company’s ability to achieve profitability and positive cash flow is
dependent upon its ability to increase revenue and contain its expenses. Further, the Company must maintain
compliance with the debt covenants of its debt agreement (see Note 9). In 2016, in order to continue to fund its
operations and meet its debt covenants, the Company raised additional equity and amended its debt agreement. In
management’s opinion, the uncertainty regarding future revenues raises substantial doubt about the Company’s ability
to continue as a going concern without access to additional debt or equity financing, over the course of the next twelve
months.

In order to meet the Company’s working capital needs through the next twelve months and maintain compliance with
its debt covenants, the Company may need to raise additional debt or equity financing. The Company may be able to
access capital under the Company’s current at-the-market offering facility, which has approximately $21,504,000 of
remaining availability. The Company implemented a cost savings program in late 2016 that the Company believes
will help decrease cash burn over the next twelve months. While the Company has historically been able to raise
additional capital through issuance of equity and/or debt financing, and while the Company has a plan in place to
reduce spending in order to satisfy its obligations due within one year from the date of issuance of these financial
statements, there can be no guarantees on the Company’s ability to maintain debt compliance, raise additional equity,
or successfully implement its cost reduction plans. Accordingly, there is substantial doubt about the Company’s ability
to continue as a going concern within one year after these financial statements are issued.

10
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

5. INVENTORY

Inventory consisted of the following:

March December

31, 31,

2017 2016

(In thousands)
Component parts (1) $334 $ 115
Work-in-process (2) 389 18
Finished goods 127 353
Total inventory 850 486
Inventory reserve (48 ) (40 )
Inventory — net $802 $ 446

(1) Component parts inventory consists of manufactured components of the ILUVIEN applicator.

(2) Work-in-process primarily consists of completed units of ILUVIEN that are undergoing, but have not completed,
quality assurance testing or stability testing as required by regulatory authorities in Europe and the U.S.

6. INTANGIBLE ASSET

As aresult of the U.S. Food and Drug Administration’s (FDA) approval of the New Drug Application (NDA) for
ILUVIEN in September 2014, the Company was required to pay pSivida US, Inc. (pSivida) a milestone payment of
$25,000,000 (the pSivida Milestone Payment) in October 2014 (see Note 8 License Agreements). The Company had
no intangible assets prior to September 2014.

The gross carrying amount of the intangible asset was $25,000,000, which is being amortized over approximately 13
years from the payment date. The amortization expense related to the intangible asset was $478,000 and $483,000 for
the three months ended March 31, 2017 and 2016, respectively. The net book value of the intangible asset was
$20,125,000 and $20,604,000 as of March 31, 2017 and December 31, 2016, respectively.

The estimated future amortization expense as of March 31, 2017 for the remaining periods in the next five years and
thereafter is as follows:

Years Ending December 31 (In thousands)

2017 $ 1,462
2018 1,940
2019 1,940
2020 1,946
2021 1,940
Thereafter 10,897
Total $ 20,125
11
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ALIMERA SCIENCES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

7. ACCRUED EXPENSES
Accrued expenses consisted of the following:

March December

31, 31,

2017 2016

(In thousands)
Accrued clinical investigator expenses $1,119 $ 1,122
Accrued compensation expenses 402 1,020
Accrued rebate, chargeback and other revenue reserves 348 809
Other accrued expenses 767 807
Total accrued expenses $2,636 $ 3,758

8. LICENSE AGREEMENTS

The Company entered into an agreement with pSivida for the use of fluocinolone acetonide (FAc) in pSivida’s
proprietary delivery device in February 2005, which was subsequently amended in 2008 (the pSivida Agreement). The
pSivida Agreement provides the Company with a worldwide exclusive license to utilize certain underlying technology
used in the development and commercialization of ILUVIEN.

The Company’s license rights to pSivida’s proprietary delivery device could revert to pSivida if the Company were to
(i) fail twice to cure its breach of an obligation to make certain payments to pSivida following receipt of written notice
thereof; (ii) fail to cure other breaches of material terms of the pSivida Agreement within 30 days after notice of such
breaches or such longer period (up to 90 days) as may be reasonably necessary if the breach cannot be cured within
such 30-day period; (iii) file for protection under the bankruptcy laws, make an assignment for the benefit of creditors,
appoint or suffer appointment of a receiver or trustee over its property, file a petition under any bankruptcy or
insolvency act or have any such petition filed against it and such proceeding remains undismissed or unstayed for a
period of more than 60 days; or (iv) notify pSivida in writing of its decision to abandon its license with respect to a
certain product using pSivida’s proprietary delivery device.

The Company must share 20% of the net profits of ILUVIEN, determined on a cash basis and 33% of any lump sum
milestone payments received from a sub-licensee of ILUVIEN, as defined by the pSivida Agreement. In connection
with this arrangement, the Company is entitled to recover 20% of commercialization costs of ILUVIEN, as defined in
the pSivida Agreement, incurred prior to product profitability out of pSivida’s share of net profits. As of March 31,
2017 and December 31, 2016, the Company can reduce future net profit payments to pSivida, as defined in the
pSivida Agreement, in the amounts of $24,909,000 and $24,475,000, respectively. Due to the uncertainty of future net
profits, the Company has fully reserved these amounts in the accompanying Interim Financial Statements. As a result
of the FDA’s approval of the NDA for ILUVIEN in September 2014, the Company made the pSivida Milestone
Payment of $25,000,000 in October 2014.

In the second quarter of 2016, pSivida disputed portions of the Company’s claimed commercialization costs for the
year ended December 31, 2014. On May 3, 2017, the Company and pSivida settled this dispute and amended and
clarified certain definitions and clauses of the pSivida Agreement. As part of this settlement, the Company and
pSivida agreed no additional amounts would be due for the years ended December 31, 2014, 2015 and 2016 and no
audits will take place related to the amounts reported for the years ended December 31, 2015 and 2016. As a result of
this settlement and amendment, the amount available for the reduction of future net profit payments was reduced from
$25,828,000 to $24,475,000 as of December 31, 2016. Since these amounts are fully reserved, there was no impact to
the statements of operations for any period as a result of this settlement and amendment.
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9. LOAN AGREEMENTS

Hercules Loan Agreement

2014 Loan Agreement

In April 2014, Alimera Sciences Limited (Limited), a subsidiary of the Company, entered into a loan and security
agreement (2014 Loan Agreement) with Hercules Capital, Inc. (Hercules) providing for a term loan of up to
$35,000,000 (2014 Term Loan), which Limited and Hercules amended in November 2015 (the First Loan
Amendment), March 2016 (the Second Loan Amendment), May 2016 (the Third Loan Amendment) and October
2016 (the Fourth Loan Amendment and, collectively with the 2014 Loan Agreement, the First Loan Amendment, the
Second Loan Amendment and the Third Loan Amendment, the Term Loan Agreement). Under the 2014 Loan
Agreement, Hercules made an advance in the initial principal amount of $10,000,000 to Limited at closing to provide
Limited with additional working capital for general corporate purposes and to repay a 2013 term loan with Silicon
Valley Bank. Hercules made an additional advance of $25,000,000 to Limited in September 2014, following the
approval of ILUVIEN by the FDA to fund the pSivida Milestone Payment. The 2014 Loan Agreement provided for
interest only payments through November 2015. Interest on the 2014 Term Loan accrued at a floating per annum rate
equal to the greater of (i) 10.90%, or (ii) the sum of (A) 7.65%, plus (B) the prime rate. Following the interest only
period the 2014 Term Loan was due and payable to Hercules in equal monthly payments of principal and interest
through May 1, 2018. The interest rate on the Term Loan Agreement was 11.25% as of December 31, 2016.

First Loan Amendment

In November 2015, Limited and Hercules amended the 2014 Loan Agreement to extend the interest only payments
through May 2017. In connection with the First Loan Amendment, Limited paid to Hercules an amendment fee of
$262,500 and agreed to make an additional payment of $1,050,000, equal to 3% of the 2014 Term Loan at the time of
the final payment (End of Term Payment).

Limited and the Company, on a consolidated basis with the Company’s other subsidiaries (the Consolidated Group),
agreed to customary affirmative and negative covenants and events of default in connection with these arrangements.
The occurrence of an event of default could result in the acceleration of Limited’s obligations under the Term Loan
Agreement and an increase to the applicable interest rate and would permit Hercules to exercise remedies with respect
to the collateral under the Term Loan Agreement. In connection with the First Loan Amendment, Limited agreed to
covenants regarding certain revenue thresholds and a liquidity threshold.

Second Loan Amendment

In January 2016, the revenue threshold covenant was not met by the Consolidated Group and as a result, in March
2016, Limited and Hercules entered into the Second Loan Amendment, which further amended certain terms of the
2014 Loan Agreement. In conjunction with the Second Loan Amendment, Hercules waived this covenant violation.
The Second Loan Amendment adjusted the revenue covenant to a rolling three-month calculation, first measured for
the three months ended May 31, 2016. In addition, the Second Loan Amendment increased the liquidity covenant.
Upon execution of the Second Loan Amendment, Limited paid Hercules an amendment fee of $350,000 and agreed to
increase the End of Term Payment to $1,400,000 from $1,050,000, which is payable in May 2018.

The Company concluded that the Second Loan Amendment resulted in a substantial modification of the terms of debt
when considered with the First Loan Amendment in accordance with the guidance in ASC 470-50, Debt. As a result,
the Company accounted for the Second Loan Amendment as an extinguishment and recognized a loss on early
extinguishment of debt of approximately $2,564,000 within the consolidated statement of operations for the year
ended December 31, 2016. The loss on early extinguishment consisted primarily of the unamortized debt discount
associated with the warrant and debt issuance costs incurred prior to the Second Loan Amendment, the incremental
fair value of the warrant as a result of modifying the terms of the warrant and the debt issuance costs of $360,000 paid
to Hercules for the Second Loan Amendment.

Third Loan Amendment and July 2016 Waiver

In May 2016, Limited and Hercules entered into the Third Loan Amendment to expand the definition of liquidity to
allow for the inclusion of cash of up to $2,000,000 in bank accounts outside of the U.S. and the United Kingdom.

18



Edgar Filing: ALIMERA SCIENCES INC - Form 10-Q

In July 2016, Limited obtained a waiver of the requirements of the liquidity covenant (the Waiver) because the
Consolidated Group was not in compliance with the liquidity covenant as of June 30, 2016. The Waiver cured the
default of the liquidity covenant then existing under the Term Loan Agreement and decreased the liquidity
requirement. In addition, the
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Waiver modified the three-month revenue covenant so that it was not measured at July 31, 2016 and reduced the
three-month revenue target to be measured at August 31, 2016. Following execution of the Waiver, Limited incurred a
weekly ticking fee equal to 0.05% multiplied by the outstanding principal amount through the closing of the
Company’s public offering in August 2016 (see Note 12 Common Stock), totaling $65,000. Further, Limited paid
Hercules a fee of $350,000 associated with the Waiver.

Fourth Loan Amendment

In October 2016, Limited entered into the Fourth Loan Amendment with Hercules, which further amended certain
terms of the Term Loan Agreement. Pursuant to the terms of the Fourth Loan Amendment, Hercules agreed to provide
up to an additional $10,000,000 to Limited with (i) the first $5,000,000 available at Limited’s option through June 30,
2017 subject to (A) the Consolidated Group’s achievement of $12,000,000 in trailing three month net product revenue
and (B) no event of default having occurred since October 20, 2016 (the Effective Date) and (ii) the second
$5,000,000 available at Limited’s option through December 31, 2017 subject to (A) the Consolidated Group’s
achievement of $15,000,000 in trailing three month net product revenue, (B) no event of default having occurred since
the Effective Date and (C) the prior $5,000,000 having been advanced to Limited (the Additional Advances and,
together with the 2014 Term Loan, the Term Loan). The Fourth Loan Amendment provides for interest only payments
through November 30, 2018 (the Interest-Only Period). Pursuant to the Fourth Loan Amendment, interest on the Term
Loan accrues at a floating per annum rate equal the greater of (i) 11.0% and (ii) the sum of (A) 11.0% plus (B) the
prime rate as reported in The Wall Street Journal, or if not reported, the prime rate most recently reported in The Wall
Street Journal, minus 3.5%. In addition to the interest described above, the principal balance of the Term Loan will
bear “payment-in kind” interest at the rate of 1.0% (PIK Interest), which PIK Interest will be added to the outstanding
principal balance of the Term Loan so as to increase the outstanding principal balance of the Term Loan on each
payment date for the Term Loan and which amount will be payable when the aggregate outstanding principal amount
of the Term Loan is payable. The Term Loan will be due and payable to Hercules in 24 equal monthly payments of
principal and interest following the Interest-Only Period beginning on December 1, 2018 and matures in full on
November 1, 2020.

Limited paid Hercules a facility charge of $337,500 and reimbursed Hercules for legal and diligence fees incurred in
connection with the Fourth Loan Amendment. If Limited prepays the Term Loan, it will pay Hercules a prepayment
penalty (i) if such amounts are prepaid in any of the first 12 months following the Effective Date, equal to 3.0% of the
principal amount of the Term Loan being repaid, (ii) if such amounts are prepaid after 12 months but prior to 24
months following the Effective Date, equal to 2.0% of the principal amount of the Term Loan being repaid, and (iii) if
such amounts are prepaid at any time thereafter, equal to 1.0% of the principal amount of the Term Loan being repaid.
The Consolidated Group also agreed to customary affirmative and negative covenants, including, without limitation,
covenants relating to minimum liquidity, minimum trailing six-month net revenue and adjusted EBITDA and events
of default in connection with these arrangements. The occurrence of an event of default could result in the acceleration
of Limited’s obligations under the Term Loan Agreement, as amended by the Fourth Loan Amendment and an increase
to the applicable interest rate and would permit Hercules to exercise remedies with respect to the collateral under the
Term Loan Agreement, as amended by the Fourth Loan Amendment. In the event that the Company maintains
$35,000,000 in liquidity, including cash and eligible accounts receivable, at the end of the month and has not been and
is not in breach of the amended debt facility, the six-month trailing revenue covenant is waived for such month. As of
March 31, 2017, the Company was in compliance with its debt covenants.

General Discussion of the Term Loan Agreement

Pursuant to the Term Loan Agreement, Limited’s obligations to Hercules are secured by a first-priority security interest
in substantially all of Limited’s assets, excluding intellectual property. Hercules does, however, maintain a negative
pledge on Limited’s intellectual property requiring Hercules’ consent prior to the sale of such intellectual property. The
Company and certain of the Company’s other subsidiaries are guarantors of the obligations of Limited to Hercules
under the Term Loan Agreement pursuant to separate guaranty agreements between Hercules and each of Limited and
such subsidiaries (Guaranties). Pursuant to the Guaranties, the Company and these subsidiaries granted Hercules a
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first-priority security interest in substantially all of their respective assets excluding intellectual property. The Term
Loan Agreement also places limitations on the Company’s ability to declare or pay any dividend or distribution on any
shares of capital stock.

2014 Warrant

In connection with Limited entering into the 2014 Loan Agreement, the Company issued a warrant to Hercules to
purchase up to 285,016 shares of the Company’s common stock at an exercise price of $6.14 per share (the 2014
Warrant). Sixty percent of the 2014 Warrant was exercisable at the closing in April 2014 and the remaining forty
percent became exercisable upon the funding of the additional $25,000,000 to Limited in September 2014.
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The Company agreed to amend the 2014 Warrant in connection with the First Loan Amendment to increase the
number of shares issuable upon exercise to 660,377 and decrease the exercise price to $2.65 per share. Upon entering
into the Second Loan Amendment, the Company agreed to further amend the 2014 Warrant to increase the number of
shares issuable upon exercise to 862,069 and decrease the exercise price to $2.03 per share. In connection with the
July 2016 Waiver, the Company agreed to further amend the 2014 Warrant to increase the number of shares issuable
upon exercise to 1,258,993 and decrease the exercise price to $1.39 per share.

2016 Warrant

In connection with Limited entering into the Fourth Loan Amendment, the Company agreed to issue a new warrant to
Hercules (the 2016 Warrant) to purchase up to 458,716 shares of the Company’s common stock at an exercise price of
$1.09 per share, which was equal to $500,000 divided by the lowest volume-weighted average sale price for a share of
the Company’s common stock reported over any ten consecutive trading days during the period commencing on and
including September 23, 2016 and ending on the earlier to occur of (i) December 30, 2016 (inclusive of such date),
and (ii) the second trading day immediately preceding the date of closing of a merger event (as defined in the 2016
Warrant).

Fair Value of Debt

The weighted average interest rates of the Company’s notes payable approximate the rate at which the Company could
obtain alternative financing and the fair value of the warrants that were issued in connection with the Company’s notes
payable are immaterial. Therefore, the carrying amount of the notes approximated their fair value at March 31, 2017
and December 31, 2016.

10. LOSS PER SHARE (EPS)

Basic EPS is calculated in accordance with ASC 260, Earnings per Share, by dividing net income or loss attributable
to common stockholders by the weighted average common stock outstanding. Diluted EPS is calculated in accordance
with ASC 260 by adjusting weighted average common shares outstanding for the dilutive effect of common stock
options, warrants and convertible preferred stock. In periods where a net loss is recorded, no effect is given to
potentially dilutive securities, since the effect would be anti-dilutive. Common stock equivalent securities that would
potentially dilute basic EPS in the future, but were not included in the computation of diluted EPS because to do so
would have been anti-dilutive, were as follows:

Three Months Ended

March 31,

2017 2016
Series A convertible preferred stock 9,022,556 9,022,556
Series B convertible preferred stock 8,416,251 8,416,251
Series A convertible preferred stock warrants 4,511,279 4,511,279
Common stock warrants 1,795,663 940,023
Stock options 11,696,269 10,626,077
Total 35,442,018 33,516,186
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11. PREFERRED STOCK

Series A Convertible Preferred Stock

On October 2, 2012, the Company closed its preferred stock financing in which it sold units consisting of 1,000,000
shares of Series A Convertible Preferred Stock and warrants to purchase 300,000 shares of Series A Convertible
Preferred Stock for gross proceeds of $40,000,000, prior to the payment of approximately $560,000 of related
issuance costs. The powers, preferences and rights of the Series A Convertible Preferred Stock are set forth in the
certificate of designation filed by the Company with the Secretary of State of the State of Delaware on October 1,
2012. Each share of Series A Convertible Preferred Stock, including any shares of Series A Convertible Preferred
Stock issued upon exercise of the warrants, is convertible into shares of the Company’s common stock at any time at
the option of the holder at the rate equal to $40.00 divided by $2.66 (Conversion Price). The initial Conversion Price
was subject to adjustment based on certain customary price based anti-dilution adjustments. These adjustment features
lapsed in September 2014. Each share of Series A Convertible Preferred Stock shall automatically be converted into
shares of common stock at the then-effective Conversion Price upon the occurrence of the later to occur of both (i) the
Company receives and publicly announces the approval by the FDA of the Company’s NDA for ILUVIEN and (ii) the
date on which the Company consummates an equity financing transaction pursuant to which the Company sells to one
or more third party investors either (a) shares of common stock or (b) other equity securities that are convertible into
shares of common stock and that have rights, preference or privileges, senior to or on a parity with, the Series A
Convertible Preferred Stock, in each case having an as-converted per share of common stock price of not less than
$10.00 and that results in total gross proceeds to the Company of at least $30,000,000. The rights and preferences of
Series A Convertible Preferred Stock also place limitations on the Company’s ability to declare or pay any dividend or
distribution on any shares of capital stock.

Each unit sold in the preferred stock financing included a warrant to purchase 0.30 shares of Series A Convertible
Preferred Stock at 