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PART I—FINANCIAL INFORMATION

Item 1. Financial Statements

CRISPR Therapeutics AG
Condensed Consolidated Balance Sheets

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

  As of  
  March 31,   December 31,  
  2018   2017  

Assets  
Current assets:         

Cash  $ 341,767  $ 239,758 
Accounts receivable, including related party amounts of $1,006 and $821 as of
   March 31, 2018 and December 31, 2017, respectively   1,260   2,626 
Prepaid expenses and other current assets, including related party amounts of $605
   and $1,871 as of March 31, 2018 and December 31, 2017, respectively   8,451   6,001 

Total current assets   351,478   248,385 
Property and equipment, net   18,907   18,857 
Intangible assets, net   331   344 
Restricted cash   3,165   3,154 
Other non-current assets   571   606 

Total assets  $ 374,452  $ 271,346 
Liabilities and shareholders’ equity  

Current liabilities:         
Accounts payable  $ 2,546  $ 1,639 
Accrued expenses, including related party amounts of $78 and $0 as of
   March 31, 2018 and December 31, 2017, respectively   10,227   11,361 
Accrued tax liabilities   433   347 
Deferred rent   1,027   1,027 
Other current liabilities   162   137 

Total current liabilities   14,395   14,511 
Deferred revenue non-current, including related party amounts of $0 and $91 as of
    March 31, 2018 and December 31, 2017, respectively   57,858   56,928 
Deferred rent non-current   11,566   11,761 
Other non-current liabilities   298   314 

Total liabilities   84,117   83,514 
Commitments and contingencies (Note 6)         
Shareholders’ equity:         

Common shares, CHF 0.03 par value, 47,166,907 and 41,092,969 shares authorized at
   March 31, 2018 and December 31, 2017, respectively, 47,119,435 and 41,037,121 shares
   issued at March 31, 2018 and December 31, 2017, respectively, 46,680,815 and
   40,592,248 shares outstanding at March 31, 2018 and December 31, 2017, respectively,
   16,114,039 and 16,419,632 shares in conditional capital at March 31, 2018 and
   December 31, 2017, respectively   1,423   1,240 
Treasury shares, at cost, 438,620 and 444,873 shares at March 31, 2018 and December 31, 2017, respectively   -    -  

Additional paid-in capital   443,774   312,018 
Accumulated deficit   (154,888)   (125,440)
Accumulated other comprehensive income   26   14 

Total shareholders' equity   290,335   187,832 
Total liabilities and shareholders’ equity  $ 374,452  $ 271,346

 
The accompanying notes are an integral part of these unaudited condensed consolidated financial statements.
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CRISPR Therapeutics AG

Condensed Consolidated Statements of Operations and Comprehensive Loss
(unaudited, in thousands, except share and per share data)

 
  Three Months Ended  

  March 31,  
  2018   2017  
Collaboration revenue (1)  $ 1,358   $ 2,703  
Operating expenses:         

Research and development (2)   19,519    14,805  
General and administrative   8,836    8,642  
Total operating expenses   28,355    23,447  

Loss from operations   (26,997)   (20,744)
Other (expense) income:         

Loss from equity method investment   (1,091)   (446)
Other expense, net   (126)   (6 )

Total other (expense) income, net   (1,217)   (452)
Net loss before income taxes   (28,214)   (21,196)

Provision for income taxes   (86 )   (279)
Net loss   (28,300)   (21,475)

Foreign currency translation adjustment   12    24  
Comprehensive loss  $ (28,288)  $ (21,451)
Reconciliation of net loss to net loss attributable to common
   shareholders:         
Net loss  $ (28,300)  $ (21,475)
Net loss per share attributable to common shareholders—basic and
   diluted  $ (0.62 )  $ (0.54 )
Weighted-average common shares outstanding used in net loss per
   share attributable to common shareholders—basic and diluted   45,877,428    39,725,947  
(1) Including the following revenue from a related party, see Note 10:  $ 1,082   $ 1,164  
(2) Including the following research and development expense with a related party, See Note 10:  $ 1,106   $ 1,136
 

The accompanying notes are an integral part of these unaudited condensed consolidated financial statements.
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CRISPR Therapeutics AG

Condensed Consolidated Statements of Cash Flows
(unaudited, in thousands)

 
  Three Months Ended March 31,  
  2018   2017  
Operating activities:         

Net loss  $ (28,300)  $ (21,475)
Reconciliation of net loss to net cash and restricted cash used in operating activities:         

Depreciation and amortization   826    720  
Equity-based compensation   5,582    3,300  
Unrealized foreign currency remeasurement loss   -   1  
Loss from equity method investment   1,091    446  

Changes in:         
Accounts receivable   1,366    (2,515)
Prepaid expenses and other assets   (2,426)   (394)
Accounts payable and accrued expenses   (439)   (3,648)
Deferred revenue   (218)   665  
Deferred rent   (195)   (515)
Other liabilities, net   25    4  

Net cash and restricted cash used in operating activities   (22,688)   (23,411)
Investing activities:         

Purchase of property and equipment   (555)   (3,285)
Net cash and restricted cash (used in) provided by investing activities   (555)   (3,285)

Financing activities:         
Proceeds from issuance of common shares in secondary offering, net of issuance   122,597    - 
Proceeds from exercise of options   2,654    20  

Net cash provided by financing activities   125,251    20  
Effect of exchange rate changes on cash   12    29  

(Decrease) increase in cash and restricted cash   102,020    (26,647)
Cash and restricted cash, beginning of period   242,912    318,670  
Cash and restricted cash, end of period  $ 344,932   $ 292,023  

Supplemental disclosure of non-cash investing and financing activities         
Property and equipment purchases in accounts payable and accrued expenses  $ 307   $ 973
 

The accompanying notes are an integral part of these unaudited condensed consolidated financial statements.
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CRISPR Therapeutics AG

Notes to Condensed Consolidated Financial Statements
(unaudited)

1. Organization and Operations

The Company

CRISPR Therapeutics AG (“CRISPR” or the “Company”) was formed on October 28, 2013 in Basel, Switzerland. The Company was established to translate
CRISPR/Cas9, a genome editing technology, into transformative gene-based medicines for the treatment of serious human diseases. The foundational
intellectual property underlying the Company’s operations was licensed to the Company and its subsidiaries in April 2014. The Company devotes
substantially all of its efforts to product research and development activities, initial market development and raising capital. The Company’s principal offices
are headquartered in Zug, Switzerland and operations are in Cambridge, Massachusetts.

The Company is subject to risks common to companies in the biotechnology industry, including but not limited to, risks of failure of preclinical studies and
clinical trials, the need to obtain marketing approval for any drug product candidate that it may identify and develop, the need to successfully commercialize
and gain market acceptance of its product candidates, dependence on key personnel, protection of proprietary technology, compliance with government
regulations, development by competitors of technological innovations and ability to transition from pilot-scale manufacturing to large-scale production of
products.

The Company had an accumulated deficit of $154.9 million as of March 31, 2018 and has financed its operations to date from proceeds obtained from its
IPO, a subsequent offering of its common shares in January 2018, a series of preferred shares and convertible loan issuances, and upfront fees received under
its collaboration and joint venture arrangements. The Company will require substantial additional capital to fund its research and development and ongoing
operating expenses.

Liquidity

In January 2018, the Company completed an offering of 5,750,000 shares of its common shares, which were sold at a price to the public of $22.75 per share.
This offering resulted in $122.6 million of net proceeds to the Company. The Company expects its cash of $341.8 million at March 31, 2018 to be sufficient
to fund its current operating plan through at least the next 24 months. Thereafter, the Company will be required to obtain additional funding. There can be no
assurances, however, that the current operating plan will be achieved or that additional funding will be available on terms acceptable to the Company, or at
all.

Unaudited Interim Financial Information

The condensed consolidated financial statements of the Company included herein have been prepared, without audit, pursuant to the rules and regulations of
the SEC. Certain information and footnote disclosures normally included in financial statements prepared in accordance with US GAAP have been condensed
or omitted from this report, as is permitted by such rules and regulations. Accordingly, these condensed consolidated financial statements should be read in
conjunction with the financial statements and notes thereto included in the Annual Report.

2. Summary of Significant Accounting Policies

The Company’s significant accounting policies are described in Note 2, “Summary of Significant Accounting Policies”, in the Company’s Annual Report on
Form 10-K for the fiscal year ended December 31, 2017 (the “Annual Report”). Significant changes to the Company’s accounting policies as of a result of
adopting ASC 606 are discussed below:

Revenue Recognition

In May 2014, the Financing Accounting Standards Board (“FASB”) issued Accounting Standards Update (“ASU”) No. 2014-09, Revenue from Contracts with
Customers, which supersedes existing revenue recognition guidance. The Company adopted ASU 2014-09 and its related amendments (collectively known
as “ASC 606”) on January 1, 2018 using the modified retrospective method, by recognizing the cumulative effect of initially applying ASC 606 as an
adjustment to the opening balance of equity at January 1, 2018. The reported results for 2018 reflect the application of ASC 606 guidance while the reported
results for 2017 were prepared under the guidance of ASC 605, Revenue Recognition (“ASC 605” or “legacy GAAP”). The Company has elected a practical
expedient and applied ASC 606 only to contracts that are not completed at the date of initial application.

ASC 606 applies to all contracts with customers, except for contracts that are within the scope of other standards, such as leases, insurance, collaboration
arrangements and financial instruments. The Company’s revenue is from collaboration agreements. Within collaboration agreements, a counterparty may be a
collaborator or partner that shares in the risks and benefits of developing a product to be marketed. These arrangements generally are in the scope of ASC
808, Collaborative Arrangements (“ASC 808”) yet may also
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contain vendor-customer aspects. Therefore, the Company considers all of the facts and circumstances to determine which transactions have a vendor-
customer relationship that is subject to ASC 606. At the inception of each agreement the Company must determine which promised goods and services are
under the scope of ASC 606 versus ASC 808 (discussed in the Collaborative Arrangements note below).

In accordance with ASC 606, revenue is recognized when a customer obtains control of promised goods or services. The amount of revenue recognized
reflects the consideration to which the Company expects to be entitled to receive in exchange for these goods and services. To achieve this core principle, the
Company applies the following five steps:

1) Identify the contract with the customer

A contract with a customer exists when (i) the Company enters into an enforceable contract with a customer that defines each party’s rights regarding the
goods or services to be transferred and identifies the related payment terms, (ii) the contract has commercial substance, and (iii) the Company determines that
collection of substantially all consideration for goods and services that are transferred is probable based on the customer’s intent and ability to pay the
promised consideration.

2) Identify the performance obligations in the contract

Performance obligations promised in a contract are identified based on the goods and services that will be transferred to the customer that are both capable of
being distinct, whereby the customer can benefit from the good or service either on its own or together with other available resources, and are distinct in the
context of the contract, whereby the transfer of the good or service is separately identifiable from other promises in the contract. To the extent a contract
includes multiple promised goods and services, the Company must apply judgment to determine whether promised goods and services are capable of being
distinct and distinct in the context of the contract. If these criteria are not met, the promised goods and services are accounted for as a combined performance
obligation.

3) Determine the transaction price

The transaction price is determined based on the consideration to which the Company will be entitled in exchange for transferring goods and services to the
customer. To the extent the transaction price includes variable consideration, the Company estimates the amount of variable consideration that should be
included in the transaction price utilizing either the expected value method or the most likely amount method depending on the nature of the variable
consideration. Variable consideration is included in the transaction price if, in the Company’s judgment, it is probable that a significant future reversal of
cumulative revenue under the contract will not occur. Any estimates, including the effect of the constraint on variable consideration, are evaluated at each
reporting period for any changes. Determining the transaction price requires significant judgment, which is discussed in further detail for each of the
Company’s contracts with customers in Note 6.

4) Allocate the transaction price to performance obligations in the contract

If the contract contains a single performance obligation, the entire transaction price is allocated to the single performance obligation. Contracts that contain
multiple performance obligations require an allocation of the transaction price to each performance obligation on a relative standalone selling price basis
unless the transaction price is variable and meets the criteria to be allocated entirely to a performance obligation or to a distinct service that forms part of a
single performance obligation. The consideration to be received is allocated among the separate performance obligations based on relative standalone selling
prices.

5) Recognize revenue when or as the Company satisfies a performance obligation

The Company satisfies performance obligations either over time or at a point in time. Revenue is recognized over time if either 1) the customer
simultaneously receives and consumes the benefits provided by the entity’s performance, 2) the entity’s performance creates or enhances an asset that the
customer controls as the asset is created or enhanced, or 3) the entity’s performance does not create an asset with an alternative use to the entity and the entity
has an enforceable right to payment for performance completed to date. If the entity does not satisfy a performance obligation over time, the related
performance obligation is satisfied at a point in time by transferring the control of a promised good or service to a customer. Examples of control are using the
asset to produce goods or services, enhance the value of other assets, settle liabilities, and holding or selling the asset.  ASC 606 requires the Company to
select a single revenue recognition method for the performance obligation that faithfully depicts the Company’s performance in transferring control of the
goods and services. The guidance allows entities to choose between two methods to measure progress toward complete satisfaction of a performance
obligation:

 1. Output methods - recognize revenue on the basis of direct measurements of the value to the customer of the goods or services transferred to date
relative to the remaining goods or services promised under the contract (e.g. surveys of performance completed to date, appraisals of results
achieved, milestones reached, time elapsed, and units of produced or units delivered); and
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 2. Input methods - recognize revenue on the basis of the entity’s efforts or inputs to the satisfaction of a performance obligation (e.g., resources
consumed, labor hours expended, costs incurred, or time elapsed) relative to the total expected inputs to the satisfaction of that performance
obligation.

The Company has the right to consideration from a customer in an amount that corresponds directly with the value to the customer of the entity’s
performance completed to date (i.e. R&D services), as such the Company has elected a practical expedient to recognize revenue in the amount to which the
entity has a right to invoice for such services.

The terms of the Company’s collaboration and license agreements contain multiple promised goods and services, which include options to license
CRISPR/Cas9-based therapeutic products directed to specific targets, referred to as co-exclusive or exclusive licenses, joint steering committee participation,
as well as research and development activities to be performed by the Company on behalf of the collaboration partner related to the licensed targets.
Payments that the Company may receive under these agreements include nonrefundable upfront fees, payments for research activities, payments based upon
the achievement of specified milestones and royalties on any resulting net product sales.

To date, the Company’s only source of revenue has been the collaboration and license and joint development and commercialization agreement with Vertex
Pharmaceuticals, Incorporated (“Vertex”) as well as research and development services provided to Casebia Therapeutics LLP (“Casebia”) under the joint
venture with Bayer HealthCare LLC (“Bayer”). Please refer to Note 6 for the specific accounting treatment and revenue recognized during the period for each
of these arrangements.

Licenses of intellectual property: If the license to the Company’s intellectual property is determined to be distinct from the other performance obligations
identified in the arrangement, the Company must consider the nature of the intellectual property to which the customer will have rights (i.e. access at a point
in time or benefit of intellectual property enhancements over time). The Company recognizes revenue from non-refundable, up-front fees allocated to the
license at a point in time/over the period the license is transferred to the customer and the customer is able to use and benefit from the license. For licenses
that are bundled with other promises, the Company utilizes judgment to assess the nature of the combined performance obligation to determine whether the
combined performance obligation is satisfied over time or at a point in time and, if over time, the appropriate method of measuring progress for purposes of
recognizing revenue from non-refundable, up-front fees. The Company evaluates the measure of progress each reporting period and, if necessary, adjusts the
measure of performance and related revenue recognition.

Milestone payments: At the inception of each arrangement that includes development, regulatory or commercial milestone payments for promised goods and
services, the Company evaluates the circumstances of whether the milestones will be reached and estimates the amount to be included in the transaction price
that will not cause a significant revenue reversal. The Company will evaluate these types of payments for customer options once those options have been
exercised. ASC 606 suggests two alternatives to use when estimating the amount of variable consideration: the expected value method and the most likely
amount method. Under the expected value method, an entity considers the sum of probability-weighted amounts in a range of possible consideration
amounts. Under the most likely amount method, an entity considers the single most likely amount in a range of possible consideration amounts. The
Company will use the most likely amount method for development and regulatory milestone payments. Management believes the most likely amount
method is the better predictor as the Company expects to be entitled to only one of two possible amounts.  Additionally, management believes that the most
likely amount of milestone consideration is its stated amount. If it is probable that a significant revenue reversal would not occur, the associated milestone
value is included in the transaction price. The transaction price is then allocated to performance obligations on a specific basis or on a relative stand-alone
selling price basis. The Company recognizes revenue as or when the performance obligations under the contract are satisfied. At the end of each subsequent
reporting period, the Company re-evaluates whether it is probable that a significant revenue reversal will not occur in future periods, and if necessary, adjusts
its estimates of the overall transaction price. Any such adjustments are recorded on a cumulative catch-up basis, which would affect revenues and earnings in
the period of adjustment.

Royalties: For arrangements that include sales-based royalties, including milestone payments based on the level of sales, and the license is deemed to be the
predominant item to which the royalties relate, the Company recognizes revenue at the later of (i) when the related sales occur, or (ii) when the performance
obligation to which some or all of the royalty has been allocated has been satisfied (or partially satisfied).

Up-front payments and fees are recorded as deferred revenue upon receipt or when due and may require deferral of revenue recognition to a future period until
the Company performs its obligations under these arrangements. Amounts payable to the Company are recorded as accounts receivable when the Company’s
right to consideration is unconditional. The Company does not assess whether a contract has a significant financing component if the expectation at contract
inception is such that the period between payment by the customer and the transfer of the promised goods or services to the customer will be one year or less.

Contract Balances

The Company recognizes a contract asset when the Company transfers goods or services to a customer before the customer pays consideration or before
payment is due, excluding any amounts presented as a receivable (i.e. accounts receivable). A contract asset is an entity’s right to consideration in exchange
for goods or services that the entity has transferred to a customer. The contract liabilities (i.e. deferred revenue) primarily relate to contracts where we have
received payment but we have not yet satisfied the related
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performance obligations. The advance consideration received from customers for R&D services or licenses bundled with other promises is a contract liability,
recorded as deferred revenue, until the underlying performance obligations are transferred to the customer. The change in deferred revenue is primarily related
to the transition adjustment upon the adoption of ASC 606 for the three months ended March 31, 2018.

Costs to Obtain and Fulfill a Contract with Customer

The Company recognizes an asset related to incremental costs of obtaining a contract with a customer if the Company expects to recover those costs. The
Company will recognize an asset from costs incurred to fulfill a contract only if such costs relate directly to a contract that the entity can specifically identify,
the costs generate or enhance resources of the Company that will be used in satisfying performance obligations in the future, and the costs are expected to be
recovered. Any assets recognized related to costs to obtain or fulfill a contract are amortized on a systematic basis that is consistent with the transfer to the
customer of the goods or services to which the asset relates.

Income Taxes

The adoption of ASC 606 resulted in a reduction of revenue as of December 31, 2017, which in turn generated additional deferred tax assets. As
the Company fully reserves its net deferred tax assets in the jurisdictions impacted by the adoption of ASC 606, this impact was offset by a
corresponding change to the valuation allowance.

Impact of Adopting ASC 606 on the Financial Statements

The Company adopted ASC 606 using the modified retrospective method. The cumulative effect of applying the new guidance to all contracts with
customers that were not completed as of January 1, 2018 was recorded as an adjustment to accumulated deficit as of the adoption date. The Company elected
to apply a practical expedient to reflect the aggregate effect of all modifications that occur before the beginning of the earliest period presented when
identifying the satisfied and unsatisfied performance obligations, determining the transaction price, and allocating the transaction price to the satisfied and
unsatisfied performance obligations. As a result of applying the modified retrospective method to adopt the new revenue guidance, the following adjustments
were made to the consolidated balance sheet as of January 1, 2018:
 

  

As Reported
December
31, 2017   

ASC 606
Adjustment   

Adjusted January
1, 2018  

Consolidated Balance Sheet Data (in thousands):             
Other current liabilities  $ 137   $ 102   $ 239  
Total current liabilities  $ 14,511   $ 102   $ 14,613  
Deferred revenue  $ 56,928   $ 1,046   $ 57,974  
Total liabilities  $ 83,514   $ 1,148   $ 84,662  
Accumulated deficit  $ (125,440)  $ (1,148)  $ (126,588)
Total shareholders' equity  $ 187,832   $ (1,148)  $ 186,684  
Total liabilities and shareholders’ equity  $ 271,346   $ -  $ 271,346
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Impact of New Revenue Guidance on Financial Statement Line Items

The following table compares the reported condensed consolidated balance sheet, statement of operations and cash flows, as of and for the three
months ended March 31, 2018, to the pro-forma amounts had the previous guidance been in effect:
 

  March 31, 2018  

  
As Reported

Under ASC 606   Adjustments   Notes  

Adjusted
Balance Under

ASC 605  
Consolidated Balance Sheet Data (in thousands):               
Other current liabilities  $ 162   $ (102)  (5)  $ 60  
Total current liabilities  $ 14,395   $ (102)  (5)  $ 14,293  
Deferred revenue  $ 57,858   $ (945)  (1)(2)(3)(5)  $ 56,913  
Total liabilities  $ 84,117   $ (1,047)  (1)(2)(3)(5)  $ 83,070  
Accumulated deficit  $ (154,888)  $ 1,047   (1)(2)(3)  $ (153,841)
Total shareholders' equity  $ 290,335   $ 1,047   (1)(2)(3  $ 291,382  
Total liabilities and shareholders’ equity  $ 374,452   $ -  (1)(2)(3)  $ 374,452  
               
Consolidated Statement of Operations Data (in thousands):               
Revenue  $ 1,358   $ (101)  (2)(3)  $ 1,257  
Operating loss  $ (26,997)  $ (101)  (2)(3)  $ (27,098)
Loss before taxes  $ (28,214)  $ (101)  (2)(3)  $ (28,315)
Net loss  $ (28,300)  $ (101)  (2)(3)  $ (28,401)
Comprehensive loss  $ (28,288)  $ (101)  (2)(3)  $ (28,389)
               
Consolidated Statement of Cash Flows (in thousands):               
Operating activities:               
Net loss  $ (28,300)  $ (101)  (2)(3)  $ (28,401)
Reconciliation of net loss to net cash and restricted cash
   used in operating activities:               
Changes in:               
Deferred revenue  $ (218)  $ 203   (1)(2)(3)(4)(5)  $ (15 )
Other liabilities, net  $ 25   $ (102)  (1)(2)(3)(4)(5)  $ (77 )
Net cash used in operating activities  $ (22,688)  $ -  (1)(2)(3)(4)(5)  $ (22,668)
(Decrease) increase in cash and restricted cash  $ 102,020   $ -  (1)(2)(3)(4)(5)  $ 102,020  
Cash and restricted cash, end of period  $ 344,932   $ -  (1)(2)(3)(4)(5)  $ 344,932

 
 (1) Adjustment of $1,148 to reverse the ASC 606 transition adjustment from retained earnings and deferred revenue.
 (2) Adjustment of $76 related to R&D services that would be deferred under ASC 605 versus recognized under ASC 606.
 (3) Adjustment of $25 related to non-exclusive research revenue that would be recognized upon option exercise under ASC 605 versus recognized

overtime under ASC 606.
 (4) Adjustment to reverse the ASC 606 transition adjustment to retained earnings and deferred revenue netted to zero as the transaction did not

impact cash.
 (5) Adjustment to reclass $102 from deferred revenue to current deferred revenue related to the change in revenue allocated to the non-exclusive

research license recognized upon option exercise under ASC 605 versus ratably over time under ASC 606.

 
Collaboration Arrangements

The Company records the elements of its collaboration agreements that represent joint operating activities in accordance with ASC 808. Accordingly, the
elements of the collaboration agreements that represent activities in which both parties are active participants and to which both parties are exposed to the
significant risks and rewards that are dependent on the commercial success of the activities, are recorded as collaborative arrangements. The Company
considers the guidance in ASC 606 in determining the appropriate treatment for the transactions between the Company and its collaborative partner and the
transactions between the Company and third parties. Generally, the classification of transactions under the collaborative arrangements is determined based on
the nature and contractual terms of the arrangement along with the nature of the operations of the participants.  
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The Company evaluates the proper presentation of the commercial activities and the profit and loss sharing associated with the collaboration agreements.
ASC 808 states that when payments between parties in a collaborative arrangement are not within the scope of other authoritative accounting literature, the
income statement classification should be based on the nature of the arrangement, the nature of its business operations and the contractual terms of the
arrangement. To the extent that these payments are not within the scope of other authoritative accounting literature, the income statement classification for
the payments shall be based on an analogy to authoritative accounting literature or if there is no appropriate analogy, a reasonable, rational, and consistently
applied accounting policy election.

New Accounting Pronouncements - Recently Adopted

From time to time, new accounting pronouncements are issued by the Financial Accounting Standards Board (FASB) or other standard setting bodies that the
Company adopts as of the specified effective date.

Financial Instrument Accounting

In January 2016, the FASB issued ASU No. 2016-01, Financial Instruments - Overall (Subtopic 825-10): Recognition and Measurement of Financial Assets
and Financial Liabilities. The new standard amends certain aspects of accounting and disclosure requirements of financial instruments, including the
requirement that equity investments with readily determinable fair values be measured at fair value with changes in fair value recognized in the results of
operations. The new standard was effective January 1, 2018. The Company adopted ASU No. 2016-01 in the first quarter of 2018. The adoption of this
guidance did not have a material impact on the Company's financial position and results of operations.

Income Taxes

In October 2016, the FASB issued ASU No. 2016-16, Income Taxes (“ASU 2016-16”): Intra-Entity Transfers of Assets Other Than Inventory (“ASU 2016-
16”), to improve the accounting for the income tax consequences of intra-entity transfers of assets other than inventory. Current guidance prohibits the
recognition of current and deferred income taxes for an intra-entity asset transfer until the asset has been sold to an outside party, which is an exception to the
principle of comprehensive recognition of current and deferred income taxes. The amendments in this update eliminate the exception for an intra-entity
transfer of an asset other than inventory. The adoption of this guidance did not have a material impact on the Company's financial position and results of
operations.

Statement of Cash Flows

In November 2016, the FASB issued ASU No. 2016-18, Statement of Cash Flows (Topic 230): Restricted Cash (“ASU 2016-18”). ASU 2016-18 requires that
a statement of cash flows explain the change during the period in the total cash, cash equivalents, and amounts generally described as restricted cash or
restricted cash equivalents. Therefore, amounts generally described as restricted cash and restricted cash equivalents should be included with cash and cash
equivalents when reconciling the beginning and ending balances shown on the statement of cash flows. The Company adopted ASU No. 2016-18
retrospectively in the first quarter of 2018 and changed the presentation of its statements of cash flows for the three months ended March 31, 2018 and 2017
accordingly. The adoption of this guidance did not have a material impact on the Company's financial position and results of operations.

Business Combinations

In January 2017, the FASB issued ASU No. 2017-01, Business Combinations (Topic 805) (“ASU 2017-01”). ASU 2017-01 clarifies whether transactions
should be accounted for as acquisitions (or disposals) of assets or businesses. The purpose of the guidance is to narrow the definition of a business at it relates
recording transactions as business acquisitions or asset acquisitions. The adoption of this guidance did not have a material impact on the Company's
financial position and results of operations.

In May 2017, the FASB issued ASU 2017-09, Compensation – Stock Compensation (“ASU 2017-09”): Scope Modification Accounting.  The new standard is
intended to reduce the diversity in practice and cost and complexity when applying the guidance in Topic 718 to a change to the terms or conditions of a
share-based payment award.  The Company adopted ASU No. 2017-09 in the first quarter of 2018.The adoption of this guidance did not have a material
impact on the Company's financial position and results of operations.
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New Accounting Pronouncements - to be adopted in future periods

In February 2016, the FASB issued ASU No. 2016-02, Leases (“ASU 2016-02”), which applies to all leases and will require lessees to record most leases on
the balance sheet but recognize expense in a manner similar to the current standard. ASU 2016-02 is effective for fiscal years beginning after December 15,
2018 and interim periods within those years, which is the year ended December 31, 2019 for the Company. Entities are required to use a modified
retrospective approach of adoption for leases that exist or are entered into after the beginning of the earliest comparative period in the financial statements.
Full retrospective application is prohibited. The Company is evaluating the new guidance and the expected impact on its consolidated financial statements.

Net Loss Per Share Attributable to Common Shareholders

Basic net loss per share is calculated by dividing net loss attributable to common shareholders by the weighted-average number of common shares
outstanding during the period. Diluted net income per share is calculated by dividing the net income attributable to common shareholders by the weighted-
average number of common equivalent shares outstanding for the period, including any dilutive effect from outstanding stock options and warrants using the
treasury stock method.

The following common share equivalents, presented on an as converted basis, were excluded from the calculation of net loss per share for the periods
presented, due to their anti-dilutive effect (in common stock equivalent shares):
 

  As of  
  March 31, 2018   March 31, 2017  
Outstanding options   6,638,120    4,829,891  
Unvested unissued restricted common shares   47,472    80,987  

Total   6,685,592    4,910,878
 

Basis of Presentation and Use of Estimates

The accompanying condensed consolidated financial statements have been prepared in conformity with GAAP, and include the accounts of (i) the Company,
and (ii) its wholly-owned subsidiaries, CRISPR Therapeutics Ltd., CRISPR Therapeutics Inc., and TRACR Hematology Inc. All intercompany accounts and
transactions have been eliminated. The Company considers events or transactions that occur after the balance sheet date but before the financial statements
are issued to provide additional evidence relative to certain estimates or to identify matters that require additional disclosure. Any reference in these notes to
applicable guidance is meant to refer to the authoritative GAAP as found in the Accounting Standards Codification (“ASC”) and Accounting Standards
Updates (“ASUs”) of the FASB. The Company accounts for its 50% interest in Casebia under the equity method of accounting. See Note 6 for further details.

The preparation of financial statements in conformity with GAAP requires management to make estimates and assumptions that affect the amounts reported in
the financial statements and accompanying notes. On an ongoing basis, the Company’s management evaluates its estimates, which include, but are not
limited to, equity-based compensation expense, revenue recognition, equity method investments, fair value of intangible assets, the provision for or benefit
from income taxes and reported amounts of research and development expenses during the period. The Company bases its estimates on historical experience
and other market-specific or other relevant assumptions that it believes to be reasonable under the circumstances. The consolidated statements reflect all
adjustments which are of a normal recurring nature necessary for presentation. Actual results may differ from those estimates or assumptions.
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3. Property and Equipment, net

Property and equipment, net, consists of the following (in thousands):
 

  As of  
  March 31,   December 31,  
  2018   2017  
Computer equipment  $ 285   $ 285  
Furniture, fixtures, and other   2,104    2,104  
Laboratory equipment   7,144    6,603  
Leasehold improvements   13,776    13,776  
Construction work in process   321    - 
   23,630    22,768  
Accumulated Depreciation   (4,723)  (3,911)
Property and equipment, net  $ 18,907   $ 18,857

 
Depreciation expense for the three month ended March 31, 2018 and 2017 was $0.8 million and $0.7 million respectively.

4. Accrued Expenses

Accrued expenses consist of the following (in thousands):
 

  As of  
  March 31,   December 31,  
  2018   2017  
Payroll and employee-related costs  $ 3,287   $ 5,550  
Research costs   4,280    2,285  
Licensing fees   778    609  
Professional fees   989    2,176  
Intellectual property costs   862    500  
Other   31    241  

Total  $ 10,227   $ 11,361  
 

5. Commitments and Contingencies

Research Agreements

The Company has engaged several research institutions and companies to identify new delivery strategies and applications of the CRISPR/Cas9 technology.
As a result of these efforts, the Company sponsored research programs during the three months ended March 31, 2018. In association with these agreements,
the Company has committed to making payments for related research and development services of $0.4 million and $0.1 in 2018 and 2019, respectively.

The Company is also a party to a number of research license agreements which require upfront payments, future royalty payments and potential milestone
payments from time to time which could be significant. In association with these agreements, the Company has committed to making payments for related
research and development services of $0.5 million and $0.4 million in 2018 and 2019, respectively. In connection with these agreements, during the three
months ended March 31, 2018 and 2017, the Company has made upfront payments of $0.2 million and milestone payments of $1.4 million, respectively.

The Company is a party to a number of manufacturing agreements that require upfront payments for the future performance of services.  In connection with
these agreements, the Company has made upfront payments and recorded $2.5 million as prepaid expenses.

Operating Leases

In March 2017, the Company subleased a portion of one research and office facility to a third party effective April 1, 2017. The sublease term is less than the
remaining term under the original lease, and as a result, the Company does not believe it has met a cease use date as it may re-enter the space following the
sublease. Payments to be received from the sublessee are approximately $2.8 million and will offset scheduled rent payments due to the landlord under the
original lease for the sublease term.
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Litigation

The Company licenses a U.S. patent application that is currently subject to interference proceedings declared by the Patent Trial and Appeal Board (“PTAB”)
of the U.S. Patent and Trademark Office. Following motions by the parties and other procedural matters, the PTAB concluded in February 2017 that the
declared interference should be dismissed because the claim sets of the two parties were not directed to the same patentable invention in accordance with the
PTAB’s two-way test for patent interferences. In April 2017, the regents of the University of California (“California”) appealed the PTAB decision to the U.S.
Court of Appeals for the Federal Circuit. In the appeal, California is seeking review and reversal of the PTAB’s February 2017 decision, which terminated the
interference without determining which inventors actually invented the use of the CRISPR/Cas9 genome editing technology in eukaryotic cells.

On December 15, 2016, the Company entered into a Consent to Assignments, Licensing and Common Ownership and Invention Management Agreement (the
“Invention Management Agreement”) with the University of California, University of Vienna, Dr. Emmanuelle Charpentier, Intellia Therapeutics, Inc.
Caribou Biosciences, Inc., ERS Genomics Ltd. and TRACR Hematology Ltd.  Under the Invention Management Agreement, the Company is obligated to
share costs related to patent maintenance, defense and prosecution. During the three months ended March 31, 2018 and 2017, the Company incurred
$0.5 million and $0.5 million, respectively, in shared costs. The Company recorded accrued legal costs from the cost sharing of $0.7 million and $0.9 million
as of March 31, 2018 and 2017, respectively. 

6. Significant Contracts

Collaboration Agreement with and Joint Development Agreement Vertex Pharmaceuticals, Incorporated

Summary of Agreement

On October 26, 2015, the Company entered into a strategic collaboration, option, and license agreement (“Collaboration Agreement”) with Vertex, focused
on the use of CRISPR’s gene editing technology, known as CRISPR/Cas9, to discover and develop potential new treatments aimed at the underlying genetic
causes of human disease. On December 12, 2017, the Company and Vertex entered into Amendment No. 1 to the Collaboration Agreement (the
“Amendment”) and the Joint Development Agreement (the “JDA”). The Amendment, among other things, modified certain definitions and provisions of the
Collaboration Agreement to make them consistent with the JDA and clarified how many options are exercised (or deemed exercised) in connection with
certain targets specified under the Collaboration Agreement. The Amendment also amended other provisions of the Collaboration Agreement, including the
expiration terms of the Collaboration Agreement.

In connection with the Collaboration Agreement, Vertex made a nonrefundable upfront payment of $75.0 million. Under the Collaboration Agreement,
Vertex will fund all of the discovery activities conducted pursuant to the agreement while retaining options to co-exclusive and exclusive licenses. In
December 2017, upon execution of the JDA and Amendment, Vertex exercised its option to obtain a co-exclusive license to develop and commercialize
hemoglobinopathy and beta-globin targets. As such, for potential hemoglobinopathy treatments, including treatments for sickle cell disease, the Company
and Vertex will share equally all research and development costs and worldwide revenues. For other targets that Vertex elects to license, Vertex would lead
all development and global commercialization activities. For each of up to four remaining targets that Vertex elects to license, the Company has the potential
to receive up to $420.0 million in development, regulatory and commercial milestones and royalties on net product sale.

In connection with entering into the JDA, the Company received a $7.0 million up-front payment from Vertex and is eligible for a one-time low seven-digit
milestone payment upon the dosing of the second patient in a clinical trial with the initial product candidate. The net profits and net losses, as applicable,
incurred under the JDA will be shared equally between us and Vertex.

Accounting for the Collaboration Agreement, Amendment and JDA

As the overall arrangement was modified in December 2017, the Company applied the practical expedient in ASC 606-10-65-1 in identifying the satisfied
and unsatisfied performance obligations, determining the transaction price and allocating the transaction price under the practical expedient in ASC 606.

The arrangement includes components of a customer-vendor relationship and a collaborative arrangement as defined under ASC 808. The Company will
apply the guidance of ASC 606 by analogy to the vendor-customer performance obligations of the Collaboration Agreement and the performance obligations
of the JDA subject to ASC 606 as outlined below. The Company will apply the guidance of ASC 808 to those elements in which there is a collaboration
relationship in which both parties share equally in the risks and rewards of the research and development which include (i) development and
commercialization services for currently identified shared products; (ii) R&D services for any follow-on products subject to the JDA; and (iii) committee
participation.
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The Company evaluated the Collaboration Agreement, Amendment and JDA in accordance with the provisions of ASC 606. The Company identified the
following performance obligations: (i) the non-exclusive research license; (ii) four material rights representing the option for up to four exclusive licenses to
develop and commercialize the collaboration targets; (iii) a combined performance obligation representing the co-exclusive research license, and a
development and commercialization license to develop and commercialize hemoglobinopathies and beta-globin targets; and (iv) the performance of R&D
Services.

The selling price of each performance obligation was determined based on the Company’s estimated standalone selling price (the “ESSP”). The Company
developed the ESSP for all the performance obligations included in the Collaboration Agreement and JDA with the objective of determining the price at
which it would sell such an item if it were to be sold regularly on a standalone basis. The ESSP for material rights was determined based on the incremental
discount given to Vertex based on the ESSP of the four remaining exclusive licenses and the exercise price paid at the time of exercise.

The Company developed the ESSP for the R&D Services primarily based on the nature of the services to be performed and estimates of the associated effort
and cost of the services, adjusted for a reasonable profit margin that would be expected to be realized under similar contracts. The Company’s ESSP for the
satisfied and unsatisfied R&D Services was $19.3 million.

The Company’s ESSP for each of the remaining material rights to obtain an exclusive license to develop and commercialize a single collaboration target are
$45.6 million, $38.4 million, $17.3 million and $17.3 million for a total of $118.6 million. ESSPs for these items were determined based on probability and
present value adjusted cash flows from the milestones payments owed for exclusive licenses outlined in the Collaboration Agreement less the price paid to
exercise the material right option. ESSP reflects the level of risk and expected probability of success inherent in the nature of the associated research area.

The Company’s ESSP for the co-exclusive research license and the development and commercialization licenses for of the hemoglobinopathy and beta-
globin targets is $48.9 million. ESSP for this item was determined based on probability and present value adjusted cash flows from the equal sharing of
projected worldwide net profit or net loss. ESSP reflects the level of risk and expected probability of success inherent in the nature of the associated research
area.

The Company used a market-based approach to determine the ESSP of the non-exclusive research license of $1.0 million.  The Company by used
comparative data, including in-licensed research agreements negotiated and executed within the Company.

As the Company has a right to consideration from Vertex in an amount that corresponds directly with the value of the Company’s performance completed to
date for the R&D services, thus the Company will recognize revenue related to the R&D services as invoiced, in line with the practical expedient in ASC 606-
10-55-18.

The transaction price is comprised of: (i) original upfront payment of $75.0 million, (ii) an upfront payment of $7.0 million under the JDA, and (iii) $19.3
million of variable consideration associated with the R&D services. The R&D services revenue will be recognized as invoiced and specifically allocated to
the R&D services performance obligation.  The remaining transaction price of $82.0 million was allocated among the performance obligations using the
relative selling price method as follows: : (i) a non-exclusive research license: $0.5 million; (ii) a material right to discounts for exclusive licenses for up to
four Collaboration Targets: $22.2 million, $18.7 million, $8.4 million and $8.4 million for a total of $57.7 million; and (iii) co-exclusive development and
commercialization licenses for hemoglobinopathy and beta-globin targets identified in the JDA and co-exclusive research license for the follow-on products:
$23.8 million.

The Company determined that the non-exclusive research license is symbolic intellectual property as Vertex receives value from the license through the
Company’s ongoing activities, as such, the revenue related to the non-exclusive research license will be recognized ratably over the term of the arrangement.
Upon the execution of the JDA, a co-exclusive research, development and commercialization license was granted for hemoglobinopathy and beta-globin
targets. The Company determined that the revenue related to these licenses were recognized at a point in time, in which they were delivered at inception of
the JDA in December 2017. As Vertex has material right in its option to obtain four additional exclusive licenses to develop and commercialize four
additional collaboration targets, the Company determined that consideration allocated to these material rights would be included in the transaction price of
the exclusive license and recognized at a point in time, upon the exercise of the option by Vertex or expiration.

Milestones under the Collaboration Agreement

The Company has evaluated all of the milestones that may be received in connection with the Collaboration Agreement and JDA. The first potential
milestone the Company will be entitled to receive is the milestone in the JDA to receive a one-time low seven-digit milestone payment in any clinical trial in
the initial shared product and is currently fully constrained. The remaining milestones are predominately related to the development and commercialization
of a product resulting from the arrangement and are payable with
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respect to each selected exclusive license which have yet to be exercised and are not currently included in the determination of the transaction price. Each
milestone is payable only once per collaboration target, regardless of the number of products directed to such collaboration target that achieve the relevant
milestone event. There are nine remaining clinical development and regulatory approval milestones which may trigger proceeds of up to $90.0 million and
$235.0 million, respectively, for each selected exclusive license, and two commercial milestones which may trigger proceeds of up to $75.0 million for each
selected exclusive license (which, when combined with the $10.0 million due upon exercise of the exclusive option and the $10.0 million development
milestone associated with an IND, total $420.0 million for each selected Exclusive License), as follows:

Developmental Milestone Events

 1. Initiation of the first Clinical Trial of a Product

 2. Establishment of Proof of Concept for a Product

 3. Initiation of the first Phase 3 Clinical Trial of a Product

 4. Acceptance of Approval Application by the FDA for a Product

 5. Acceptance of Approval Application by the EMA for a Product

 6. Acceptance of Approval Application by a Regulatory Authority in Japan for a Product

 7. Marketing Approval in the US for a Product

 8. Marketing Approval in the EU for a Product

 9. Marketing Approval in Japan for a Product

Commercial Milestone Events

 1. Annual Net Sales for Products with respect to a Collaboration Target exceed $500 million; and

 2. Annual Net Sales for Products with respect to a Collaboration Target exceed $1.0 billion

There is uncertainty that the events to obtain the developmental milestones will be achieved given the nature of clinical development and the stage of the
CRISPR technology. Upon exercise of the exclusive license options, developmental milestones will be constrained until the Company is sure that a
significant revenue reversal will not occur. Commercial milestones and royalties relate predominantly to a license of intellectual property and are determined
by sales or usage-based thresholds.  The commercial milestones and royalties will be accounted for under the royalty recognition constraint and will be
accounted for as constrained variable consideration. The Company will apply the royalty recognition constraint for each commercial milestone and will not
recognize revenue for each until the subsequent sale of a licensed product (achievement of each) occurs.

Collaborative elements

The Company evaluated the Collaboration Agreement, Amendment and JDA in accordance with the provisions of ASC 808. The Company identified the
following elements of ASC 808: (i) development and commercialization services for shared products; (ii) R&D services for follow-on products; and (iii)
committee participation.

The Company evaluated that the nature of the arrangement and determined the arrangement is a cost/profit sharing arrangement and not a revenue
arrangement. Therefore, the related impact of the cost sharing associated with research and development will be included in R&D expense. Expenses related
to services performed by the Company will be classified as R&D expense. Payments received from Vertex for partial reimbursement of expenses are recorded
as a reduction of R&D expense.

During the three months ended March 31, 2018 and 2017, the Company recognized $0.2 million and $1.5 million of revenue related to the collaboration
with Vertex, respectively.   Research and development expense incurred by the Company in relation to its performance under the Collaboration Agreement
for the three months ended March 31, 2018 and 2017 was $0.2 million and $2.6 million, respectively.   Research and development expense incurred by the
Company in relation to its performance under the JDA for the three months ended March 31, 2018 and 2017 was $4.2 million and zero, respectively. As of
March 31, 2018 and December 31, 2017, there was $57.9 million and $56.8 million of non-current deferred revenue related to the Collaboration Agreement,
respectively. The transaction price allocated to the remaining performance obligations is $58.0 million.  The remaining performance obligations will be
recognized as follows: four material rights to obtain an exclusive commercialization and development license at a point in time, upon exercise; and the non-
exclusive research license ratably over/within the remaining two-and-a-half-year research term.  
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R&D services will be recognized as invoiced under the practical expedient and are not disclosed within the remaining performance obligation balance.
Reported amounts for 2018 are reflective of accounting under ASC 606 and amounts for 2017 are reflective of accounting under ASC 605 and therefore may
not be comparable.

Joint Venture with Bayer Healthcare LLC

On December 19, 2015, the Company entered into an agreement with Bayer Healthcare LLC, to establish a joint venture (“Bayer Joint Venture”) to focus on
the research the development of new therapeutics to cure blood disorders, blindness, and congenital heart disease. On February 12, 2016, the Company and
Bayer Healthcare completed the formation of the joint venture entity, Casebia Therapeutics LLP, a limited liability partnership formed in the United
Kingdom. Bayer Healthcare and the Company each received a 50% equity interest in the entity in exchange for their contributions to the entity. The
Company contributed $0.1 million in cash and licensed its proprietary CRISPR/Cas9 gene editing technology and intellectual property for selected disease
indications. Bayer Healthcare contributed its protein engineering expertise and relevant disease know-how.

Under the agreement, Casebia has paid the Company $35.0 million in exchange for a worldwide, exclusive license to commercialize the Company’s
CRISPR/Cas9 technology specifically for the indications designated by Casebia. In March 2016, the Company received a non-refundable up-front payment
of $20.0 million as a technology access fee. The remaining $15.0 million was paid on December 22, 2016 following delivery of the necessary consents from
patent holders of the Company’s intellectual property. There are no milestone, royalties or other payments due to the Company under this aspect of the
agreement. The Company determined that the contribution of the CRISRP/Cas9 technology by license to Casebia did not meet the definition of a business
under ASC 805.

The Company also entered into a separate services agreement with Casebia, under which the Company agreed to provide compensated research and
development services.

Concurrent with the execution of the Bayer Joint Venture agreement, the Company also entered into the Bayer Convertible Loan for $35.0 million.

As the Bayer Joint Venture (including the CRISPR/Cas9 technology license and the research and development services) and the Bayer Convertible Loan
were executed at the same time, the Company determined that the contracts should be combined and evaluated as a single arrangement. Additionally, the
Company also determined that ASC 845, Nonmonetary Transactions (“ASC 845”) did not apply to this arrangement given the Company’s significant
continuing involvement with Casebia and the amount of cash involved in the arrangement. As a result, the Company analogized to the guidance within ASC
606 regarding the allocation of arrangement consideration, however elements under transaction that were not in the scope of ASC 606 were accounted for by
under accounting literature based on the allocated arrangement consideration.  

The Company determined the total consideration which would allocated to various elements of the transaction includes (i) the total cash payment by Casebia
for the technology access fee, net of the Company’s $0.1 million contribution, of $34.9 million, (ii) the fair value of the equity interest in the Joint Venture of
$36.4 million, (iii) the $35.0 million received from the issuance of the Convertible Debt, and (iv) $6.3 million of estimated cash consideration to be received
under the research and development service arrangement, accumulating to $112.6 million.  

The Company identified the following performance obligations in the combined transaction:

(i) Combined element of an exclusive, worldwide, royalty free, license to the CRISPR/Cas9 technology specifically for the indications
designated by Casebia, and delivery of the consents of the assignors of the underlying patents to the technology to develop, manufacture, and commercialize
licensed products under that license

(ii) Research and development services, and

The Company also identified the issuance of the Bayer Convertible Loan as another element to be accounted for under ASC 470.
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The Company allocated consideration to the performance obligations and other elements based on the relative proportion of their standalone selling prices.
The Company determined the standalone selling price of the license was $71.4 million based on the consideration paid and the fair value of the 50% interest
in Casebia, which was determined utilizing discounted cash flows based on reasonable estimates and assumptions of cash flows expected from Casebia. The
standalone selling prices of the separate research and development services was determined to be $6.3 million and of the fair value of the Bayer Convertible
Loan was determined to be $24.5 million, based on the fair value of the underlying preferred shares that were exchanged as part of the immediate conversion.
Using a relative standalone selling price allocation, the Company allocated the aggregate arrangement consideration paid as follows:

(i) $79.1 million was allocated to the license and patent holder consent combined element;

(ii) $27.2 million was allocated to the Bayer Convertible Loan

The difference between combined above amounts of $106.3 million and the total transaction price of $112.6 million is due to variable consideration of $6.3
million associated with the research and development service arrangement. The amount of the transaction price related to the research and development
services ($6.3 million) will be allocated specifically to the research and development performance obligation under the right to invoice practical expedient in
ASC 606-10-55-18. The Company noted an immaterial difference due to this change at January 1, 2018.

Following delivery of the patent holders’ consent, which occurred on December 17, 2016, the combined amount attributed to the license and patent holder
consent element and the remaining $15.0 million license fee, which amount to $79.1 million, was recognized as other income for the year ended December
31, 2016. The Company had determined that the license and patent holder consent combined element did not meet the definition of revenue because the
licensing of its technology in connection with the formation of a joint venture is not part of the Company’s major ongoing or central operations.

As the amount allocated to the Bayer Convertible Loan represents an $8.0 million discount to its $35.0 million face value, the Company recognized interest
expense during the twelve months ended December 31, 2017 equal to the discount. The Convertible Loan automatically converted into Series B preferred
shares on its January 29, 2016 maturity date.

During 2016, the Company recorded an equity method investment of $36.5 million equal to the fair value of the Company’s interest in Casebia (which was
included in the allocable arrangement consideration described above). Following delivery of the patent holders consent element and realization of the
described gain allocated to the license and patent holder consent combined element, the Company recorded unrealized equity method losses up to the
remaining amount of the $36.5 million investment.

The R&D services are the only remaining performance obligations as of March 31, 2018.

At March 31, 2018 and December 31, 2017, the value of the Company’s equity method investment in Casebia was zero.

Collaborative elements

The Company also participates in cost sharing activities with Casebia with respective to shared research and technology licenses with other vendors. The
Company evaluated that the nature of the activity and determined the arrangement is a cost/profit sharing arrangement and not a revenue arrangement.
Therefore, the related impact of the cost sharing is included in R&D expense.

Collaboration Revenue

During the three months ended March 31, 2018 and 2017, the Company recognized $1.1 million and $1.2 million of revenue, respectively, related to the
collaboration with Casebia. Amounts for 2018 are reflective of accounting under ASC 606 and amounts for 2017 are reflective of accounting under ASC 605
and therefore may not be comparable. During the three months ended March 31, 2018 and 2017, the Company recognized $1.1 million and $1.1 million of
research and development expense, respectively, in relation to its performance under the agreement. During the three months ended March 31, 2018 and
2017, the Company recognized $1.1 million and $0.5 million respectively, of stock-based compensation expense related to Casebia employees. Deferred
revenue related to the Company’s collaboration with Casebia was zero and $0.1 million as of March 31, 2018 and December 31, 2017, respectively.
Unrecognized equity method losses in excess of the Company’s equity investment in Casebia was $26.8 million and $21.2 million as of March 31, 2018 and
December 31, 2017, respectively.

Total operating expenses and net loss of Casebia for the three months ended March 31, 2018 was $12.5 million and $12.3 million, respectively. Total
operating expenses, and net loss of Casebia for the three months ended March 31, 2017 was $5.5 million.  
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7. Share Capital

The Company had 47,166,907 registered common shares as of March 31, 2018, with a par value of CHF 0.03 per share, which includes 147,473 shares of
unvested unissued restricted common shares and 438,620 treasury shares which are legally outstanding but not considered outstanding for accounting
purposes.

Conditional Capital Reserved for Future Issuance

The Company had the following conditional capital reserved for future issuance:
 

  As of  

Conditional Capital  March 31, 2018   
December 31,

2017  
Unvested unissued restricted stock   166,667    166,667  
Outstanding stock options   6,638,120    6,262,339  
Reserved for future issuance under stock option plans (1)   3,976,326    4,657,700  
Shares available for bonds and similar debt instruments   4,919,700    4,919,700  
Shares available for employee purchase plans   413,226    413,226  

Total   16,114,039    16,419,632
 
(1) The Company’s Board of Directors approved an increase to the option pool of 2,012,684 options in May 2017 and in March 2018, an increase to the

option pool of an additional 4,000,000 options subject to shareholder approval.

8. Equity-based Compensation

The Company uses the straight-line attribution method to recognize stock-based compensation expense for stock options and restricted stock awards. Stock
options and restricted stock awards generally vest over four years with 25% vesting on the first anniversary of service commencement and the remaining 75%
vesting monthly thereafter. The following table presents stock-based compensation expense included in the Company’s Condensed Consolidated Statements
of Operations and Comprehensive Loss:
 

  Three Months Ended March 31,  
  2018   2017  
Research and development  $ 2,916   $ 1,730  
General and administrative   2,666    1,570  
Loss from equity method investment   1,091    446  

Total  $ 6,673   $ 3,746
 

Grant-Date Fair Value

The Company estimated the fair value of each employee and non-employee stock option award using the Black-Scholes option-pricing model based on the
following assumptions:
 

  Three Months Ended March 31,  
  2018   2017  
Employees:         
Weighted average expected volatility   70.5%   73.0%
Expected term (in years)   6.0    6.0  
Risk free interest rate   2.7%   2.2%
Expected dividend yield   0.0%   0.0%
Non-employees:         
Weighted average expected volatility   81.1%   81.0%
Expected term (in years)   9.1    10.0  
Risk free interest rate   2.6%   2.4%
Expected dividend yield   0.0%   0.0%

 
The fair value of the restricted stock awards was determined based on the fair value of the common shares on the grant date. Non-employee stock options and
restricted stock awards, including those granted to employees of Casebia, are marked-to-market at each reporting period.
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Share Based Payment Activity

Stock Option Awards

The following table summarizes stock option activity for employees and non-employees (intrinsic value in thousands):
 

  
Stock

Options   

Weighted-
Average

Exercise Price   

Weighted-
Average

Remaining
Contractual
Term (years)   

Aggregate
Intrinsic Value  

Outstanding at December 31, 2017   6,262,339   $ 13.24    8.8   $ 64,120  
Granted   1,092,737   $ 50.33          
Exercised   (363,202)  $ 10.77          
Cancelled or forfeited   (353,754)  $ 11.92          

Outstanding at March 31, 2018   6,638,120   $ 19.55    8.9   $ 179,644  
Exercisable at March 31, 2018   1,687,503   $ 10.30    8.2   $ 59,746  
Vested or expected to vest at March 31, 2018 (1)   6,638,120   $ 19.55    8.9   $ 179,644

 
(1) Represents the number of vested options at March 31, 2018 plus the number of unvested options expected to vest in the future.

As of March 31, 2018, total unrecognized compensation expense related to stock options was $74.6 million which the Company expects to recognize over a
remaining weighted-average period of 3.5 years

During the three months ended March 31, 2018 and 2017, the Company granted options to purchase 0 and 15,000 common shares, respectively, subject to
performance-based vesting conditions.

During 2017, the Company also granted 150,000 stock options with market-based vesting conditions in which the recipient is eligible to receive between
zero and 150,000 options to purchase common shares at the end of a four year service period based upon achieving a specified average stock price.  As of
March 31, 2018, no options to purchase common shares subject to market-based vesting conditions were vested; however 75,000 options were earned as the
specified average stock price was achieved.

Restricted Stock Awards

The following table summarizes restricted stock activity for employees and non-employees during the three months ended March 31, 2018:
 

  

Reflected as
outstanding
upon vesting   

Reflected as
outstanding

upon grant date   Total   

Weighted-
Average

Grant Date
Fair Value  

Unvested restricted common shares as of December 31,
   2017   157,515    208,886    366,401   $ 8.49  

Granted   —   —   —   — 
Vested   (10,042)   (102,963)   (113,005)   6.59  
Cancelled or forfeited   —   —   —   — 

Unvested restricted common shares as of March 31,
   2018   147,473    105,923    253,396   $ 9.17

 
During the three months ended March 31, 2018, the total fair value of vested restricted common shares was $4.5 million. As of March 31, 2018, total
unrecognized compensation expense related to unvested restricted common shares was $1.5 million which the Company expects to recognize over a
remaining weighted-average period of two years.

9. Income Taxes

During the three months ended March 31, 2018 and 2017, the Company recorded an income tax provision of $0.1 million and $0.3 million, respectively,
representing an effective tax rate of -0.3%, and -1.3%, respectively. The income tax provision is primarily attributable to the year-to-date pre-tax income
earned by the Company’s U.S. subsidiary. The difference in the statutory tax rate and effective tax rate is primarily a result of the jurisdictional mix of
earnings and losses that are not benefited. The Company maintains a
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valuation allowance against certain deferred tax assets that are not more-likely-than-not realizable. As a result, the Company has not recognized a tax benefit
related to losses generated in Switzerland in the current periods.

As disclosed in the Company’s Annual Report on Form 10-K for the year ended December 31, 2017, the Company recorded provisional amounts in its 2017
financial statements to reflect the federal, state and foreign impacts of the Tax Cuts and Jobs Act (the “Act”).  These amounts remain provisional and subject
to Staff Accounting Bulletin No. 118, “Income Tax Accounting Implications of the Tax Cuts and Jobs Act,” (“SAB 118”) as of March 31, 2018.  There have
been no changes to the provisional amounts recorded in the 2017 financial statements during the three months ended March 31. 2018. 

10. Related Party Transactions

The Company is a party to intellectual property license agreements with Dr. Charpentier. During the three months ended March 31, 2018 and 2017, the
Company did not record any sublicensing fees due to Dr. Charpentier in research and development expense related to the Bayer Joint Venture Agreement.

During the three months ended March 31, 2018 and 2017, the Company recognized revenue of $1.1 million, and $1.2 million, respectively, related to the
collaboration with Casebia. During the three months ended March 31, 2018 and 2017, the Company recognized research and development expense of
$1.1 million and $1.1 million, respectively, related to the performance of services for Casebia. The Company and Casebia have engaged several research
institutions and companies to identify new delivery strategies and applications of the CRISPR/Cas9 technology. Additionally, the Company and Casebia are
also a party to a number of research license agreements. The Company and Casebia will share costs associated with the research and license agreements. The
Company received reimbursements of $0.4 million and $0.6 for both research and license agreements during the three months ended March 31, 2018 and
2017, respectively, which was recorded as a reduction of R&D expense in the income statement.

11. Subsequent Events

As of May 8, 2018, the Company is not aware of any events have occurred that have a material effect on the financial statements.
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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 (i) our condensed
consolidated financial statements and related notes appearing elsewhere in this Quarterly Report on Form 10-Q and (ii) our audited consolidated financial
statements and related notes and management’s discussion and analysis of financial condition and results of operations included in our annual report on
Form 10-K for the year ended December 31, 2017 filed with the Securities and Exchange Commission on March 8, 2018. This Quarterly Report on Form 10-
Q contains “forward-looking statements” within the meaning of Section 27A of the Securities Act and Section 21E of the Securities Exchange Act of 1934,
as amended, or the Exchange Act. These statements are often identified by the use of words such as “anticipate,” “believe,” “continue,” “could,”
“estimate,” “expect,” “intend,” “may,” “plan,” “project,” “will,” “would” or the negative or plural of these words or similar expressions or variations.
Such forward-looking statements are subject to a number of risks, uncertainties, assumptions and other factors that could cause actual results and the
timing of certain events to differ materially from future results expressed or implied by the forward-looking statements. Factors that could cause or
contribute to such differences include, but are not limited to, those identified herein, and those discussed in the section titled “Risk Factors”, set forth in
Part II, Item 1A of this Quarterly Report on Form 10-Q, if any, and in our other SEC filings. You should not rely upon forward-looking statements as
predictions of future events. Furthermore, such forward-looking statements speak only as of the date of this report. Except as required by law, we undertake
no obligation to update any forward-looking statements to reflect events or circumstances after the date of such statements.

Overview

We are a leading gene editing company focused on the development of CRISPR/Cas9-based therapeutics. CRISPR/Cas9 stands for Clustered, Regularly
Interspaced Short Palindromic Repeats (CRISPR) Associated Protein 9 and is a revolutionary gene editing technology that allows for precise, directed
changes to genomic DNA. The application of CRISPR/Cas9 for gene editing was co-invented by one of our scientific founders, Dr. Charpentier, who, along
with her collaborators, published work elucidating how CRISPR/Cas9, a naturally occurring viral defense mechanism found in bacteria, can be adapted for
use in gene editing. We are applying this technology to potentially treat a broad set of rare and common diseases by disrupting, correcting or regulating the
genes related to the disease. We believe that our scientific expertise, together with our approach, may enable an entirely new class of highly active and
potentially curative treatments for patients for whom current biopharmaceutical approaches have had limited success.

Since our inception in October 2013, we have devoted substantially all of our resources to our research and development efforts, identifying potential
product candidates, undertaking drug discovery and preclinical development activities, building and protecting our intellectual property portfolio,
organizing and staffing our company, business planning, raising capital, and providing general and administrative support for these operations. To date, we
have primarily financed our operations through private placements of our preferred shares, common stock issuances, convertible loans and collaboration
agreements with strategic partners.

In January 2018, we completed an offering of 5,750,000 of our common shares, which were sold at a price to the public of $22.75 per share. This offering
resulted in $122.6 million of net proceeds to the Company. The underwriting discount of $7.8 million and other expenses of $0.4 million related to the
equity offering were recorded as an offset to additional paid-in capital.

All of our revenue to date has been collaboration revenue. We have incurred significant net operating losses in every year since our inception and expect to
continue to incur net operating losses for the foreseeable future. As of March 31, 2018, we had $341.8 million in cash and an accumulated deficit of
$154.9 million. We expect to continue to incur significant expenses and increasing operating losses for the next several years. Our net losses may fluctuate
significantly from quarter to quarter and year to year. We anticipate that our expenses will increase significantly as we continue our current research programs
and development activities; seek to identify additional research programs and additional product candidates, conduct preclinical studies enabling clinical
trial applications and initiate clinical trials for our most advanced product candidates which are from our hemoglobinopathy program targeting both beta
thalassemia and sickle cell disease; initiate preclinical testing and clinical trials for any other product candidates we identify and develop, maintain, expand
and protect our intellectual property portfolio, further develop our gene editing platform; hire additional research, clinical and scientific personnel; acquire
or in license other technologies; and incur additional costs associated with operating as a public company.

Collaboration Agreement, Joint Development and Commercialization Agreement- Vertex

In October 2015, we entered into a strategic research collaboration agreement with Vertex focused on the development of CRISPR/Cas9-based
therapies. Under the terms of our agreement, we received an upfront, nonrefundable payment of $75.0 million and $30.0 million in convertible loan proceeds.

In December 2017, we and Vertex entered into Amendment No. 1 to the Collaboration Agreement, or the (the “Amendment”). The Amendment, among
other things, modified certain definitions and provisions of the Collaboration Agreement to make them
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consistent with the JDA and clarified how many options are exercised (or deemed exercised) in connection with certain targets specified under the
Collaboration Agreement. The Amendment also amended other provisions of the Collaboration Agreement, including the expiration terms of the
Collaboration Agreement.

In December 2017, we entered into a Joint Development and Commercialization Agreement, or JDA, with Vertex for the development and
commercialization of CTX001. The initial focus of the JDA centers on developing CTX001 for beta-thalassemia and SCD. In connection with entering into
the JDA, we received a $7.0 million up-front payment from Vertex and are eligible for a one-time low seven-digit milestone payment upon the dosing of the
second patient in a clinical trial with the initial product candidate. The $7.0 million upfront payment combined with the recognition of deferred revenues
resulted in a total to $30.3 million of revenue recognized in conjunction with the delivery of co-exclusive licenses to develop and commercialize various
hemoglobinopathy targets under the JDA with Vertex.  The net profits and net losses, as applicable, incurred under the JDA will be shared equally between us
and Vertex.

Joint Venture Agreement- Casebia

In December 2015, we entered into an agreement, the JV Agreement, with Bayer HealthCare to create a joint venture, Casebia Therapeutics LLP,
(“Casebia” or the “JV”), to discover, develop and commercialize CRISPR/Cas9 gene-editing therapeutics to treat the genetic causes of bleeding disorders,
autoimmune disease, blindness, hearing loss and heart disease. We and Bayer HealthCare each have a 50% interest in the JV. Under the JV Agreement, Bayer
HealthCare is making available its protein engineering expertise and relevant disease know-how and we are contributing our proprietary CRISPR/Cas9 gene
editing technology and intellectual property. Bayer HealthCare will also provide up to $300.0 million in research and development investments to the JV
over the first five years, subject to specified conditions.

In connection with the JV Agreement, the JV was required to pay us an aggregate amount of $35.0 million technology access fee, consisting of an
upfront payment of $20.0 million, which was paid at the closing of the JV Agreement in March 2016, and another payment of $15.0 million for specified
intellectual property rights relating to our CRISPR/Cas9 technology outside of the United States, which was paid in December 2016. In January 2016, we
also issued a convertible loan to Bayer BV (the “Bayer Convertible Loan”) for gross proceeds of $35.0 million which was immediately converted to Series B
Preferred Shares at a conversion price of $13.43 per share. Concurrent with our initial public offering in October 2016, we issued and sold 2,500,000 common
shares to Bayer BV, at the public offering price of $14.00 per share resulting in aggregate net proceeds of $35.0 million.

Financial Overview

Revenue

We have not generated any revenue to date from product sales and do not expect to do so in the near future. During the three months ended March 31, 2018
and 2017 we recognized $1.4 million, and $2.7 million, respectively, of revenue related to our collaboration agreements with Vertex and Casebia. As of
March 31, 2018, we had not received any milestone or royalty payments under the Vertex collaboration agreement. For additional information about our
revenue recognition policy, see Note 2 “Summary of Significant Accounting Policies”.

Research and Development Expenses

Research and development expenses consist primarily of costs incurred for our research activities, including our product discovery efforts and the
development of our product candidates, which include:

 • employee-related expenses, including salaries, benefits and equity-based compensation expense;

 • costs of services performed by third parties that conduct research and development and preclinical activities on our behalf;

 • costs of purchasing lab supplies and non-capital equipment used in our preclinical activities and in manufacturing preclinical study materials;

 • consultant fees;

 • facility costs, including rent, depreciation and maintenance expenses; and

 • fees and other payments related to acquiring and maintaining licenses under our third-party licensing agreements.

Research and development costs are expensed as incurred. Research and development expenses include amounts incurred under the cost sharing agreement
with Vertex, net of reimbursements from Vertex for such costs. Nonrefundable advance payments for research
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and development goods or services to be received in the future are deferred and capitalized. The capitalized amounts are expensed as the related goods are
delivered or the services are performed. At this time, we cannot reasonably estimate or know the nature, timing or estimated costs of the efforts that will be
necessary to complete the development of any product candidates we may develop. This is due to the numerous risks and uncertainties associated with
developing such product candidates, including the uncertainty of:

 • successful completion of preclinical studies and Investigational New Drug-enabling studies;

 • successful enrollment in, and completion of, clinical trials;

 • receipt of marketing approvals from applicable regulatory authorities;

 • establishing commercial manufacturing capabilities or making arrangements with third-party manufacturers;

 • obtaining and maintaining patent and trade secret protection and non-patent exclusivity;

 • launching commercial sales of the product, if and when approved, whether alone or in collaboration with others;

 • acceptance of the product, if and when approved, by patients, the medical community and third-party payors;

 • effectively competing with other therapies and treatment options;

 • a continued acceptable safety profile following approval;

 • enforcing and defending intellectual property and proprietary rights and claims; and

 • achieving desirable medicinal properties for the intended indications.

A change in the outcome of any of these variables with respect to the development of any product candidates or the subsequent commercialization of any
product candidates we may successfully develop could significantly change the costs, timing and viability associated with the development of that product
candidate.

Except for activities we perform in connection with our collaborations with Vertex and Casebia, we do not track research and development costs on a
program-by-program basis. We plan to track research and development costs for individual development programs when we identify a product candidate from
the program that we believe we can advance into clinical trials.

Research and development activities are central to our business model. We expect research and development costs to increase significantly for the
foreseeable future as our current development programs progress and new programs are added.

General and Administrative Expenses

General and administrative expenses consist primarily of employee related expenses, including salaries, benefits, and equity-based compensation for
personnel in executive, finance, accounting, business development and human resources functions. Other significant costs include facility costs not
otherwise included in research and development expenses, legal fees relating to patent and corporate matters, and fees for accounting and consulting services.

We anticipate that our general and administrative expenses will increase in the future to support continued research and development activities, potential
commercialization of our product candidates and increased costs of operating as a public company. We anticipate increased costs associated with being a
public company, including expenses related to services associated with maintaining compliance with exchange listing and SEC requirements, insurance
costs and investor relations costs, the hiring of additional personnel and fees to outside consultants, lawyers and accountants, among other expenses. We also
anticipate increased expenses related to the reimbursements of third-party patent related expenses with respect to certain of our in-licensed intellectual
property.
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Results of Operations

Comparison of three Months Ended March 31, 2018 and 2017

The following table summarizes our results of operations for the three months ended March 31, 2018 and 2017, together with the dollar change in those
items:
 

  Three Months Ended March 31,   Period to Period  
  2018   2017   Change  
  (in thousands)  
Collaboration revenue  $ 1,358   $ 2,703   $ (1,345)
Operating expenses:             

Research and development   19,519    14,805    4,714  
General and administrative   8,836    8,642    194  

Total operating expenses   28,355    23,447    4,908  
Loss from operations   (26,997)   (20,744)   (6,253)
Other expense, net   (1,217)   (452)   (765)
Net loss before income taxes   (28,214)   (21,196)   (7,018)
Provision for income taxes   (86 )   (279)   193  

Net loss  $ (28,300)  $ (21,475)  $ (6,825)
 

Collaboration Revenue

Collaboration revenue for the three months ended March 31, 2018, was $1.4 million, compared to $2.7 million for the three months ended March 31, 2017.
The decrease of $1.3 million was due to entering into the JDA with Vertex in December 2017. This resulted in more research being conducted under the cost
sharing arrangement included within the JDA. Please refer to Note 2 for further information.

Research and Development Expenses

Research and development expenses were $19.5 million for the three months ended March 31, 2018, compared to $14.8 million for the three months ended
March 31, 2017. The increase of $4.7 million was primarily attributable to the following increases: $1.6 million of variable research and development costs,
$1.6 million of employee-related costs, $1.2 million of employee stock based compensation costs. The remaining change is driven primarily by facilities
costs and professional services. Total research and development expenses include $0.2 million related to the Collaboration Agreement with Vertex and $4.0
million associated with the Vertex JDA, which is net of $3.4 million for costs reimbursed by Vertex, for the three months ended March 31, 2018.

General and Administrative Expenses

General and administrative expenses were $8.8 million for the three months ended March 31, 2018, compared to $8.6 million for the three months ended
March 31, 2017. The increase of $0.2 million was primarily attributable to the following: an increase of $1.1 million of employee stock based compensation
costs, an increase of $0.5 million of employee-related costs to support our overall growth. These increases were primarily offset by a decrease of $0.7 million
of professional and consulting expenses and a decrease of $0.7 million in facility- related expenses.

Other Expense, Net

Other expense, net, was $1.2 million of expense for the three months ended March 31, 2018, compared to $0.5 million of expense for the three months ended
March 31, 2017.  The increase was primarily due to an increase in the loss from equity method investment from stock based compensation awards granted to
employees of Casebia.

Liquidity and Capital Resources

As of March 31, 2018, we had cash and cash equivalents of approximately $341.8 million of which approximately $338.7 million was held outside of the
United States. In January 2018, we completed an offering of 5,750,000 shares of our common shares, which were sold at a price to the public of $22.75 per
share. This offering resulted in $122.6 million of net proceeds to us. The underwriting discount of $7.8 million and other expenses of $0.4 million related to
the equity offering were recorded as an offset to additional paid-in capital. With our cash on hand as of March 31, 2018 and the proceeds from the January
2018 offering, we expect cash and cash
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equivalents to be sufficient to fund its current operating plan through at least the next 24 months. As of March 31, 2018, our funds were held in non-interest-
bearing deposit accounts.

Funding Requirements

Our primary uses of capital are, and we expect will continue to be, research and development activities, compensation and related expenses, laboratory and
related supplies, legal and other regulatory expenses, patent prosecution filing and maintenance costs for our licensed intellectual property and general
overhead costs. We expect our expenses to increase compared to prior periods in connection with our ongoing activities, particularly as we continue research
and development and preclinical activities, and initiate preclinical studies to support initial drug applications.

Because our research programs are still in preclinical development and the outcome of these efforts is uncertain, we cannot estimate the actual amounts
necessary to successfully complete the development and commercialization of any future product candidates or whether, or when, we may achieve
profitability. Until such time as we can generate substantial product revenues, if ever, we expect to finance our cash needs through a combination of equity or
debt financings. We are entitled to research payments under our collaboration with Vertex. Additionally, we are eligible to earn payments, in each case, on a
per-product basis under the JV Agreement with Bayer Healthcare for Casebia and our collaboration with Vertex. Except for these sources of funding, we do
not have any committed external source of liquidity. We intend to consider opportunities to raise additional funds through the sale of equity or convertible
debt securities when market conditions are favorable to us to do so. To the extent that we raise additional capital through the future sale of equity or
convertible debt securities, the ownership interest of our shareholders will be diluted, and the terms of these securities may include liquidation or other
preferences that adversely affect the rights of our existing shareholders. If we raise additional funds through collaboration arrangements in the future, we may
have to relinquish valuable rights to our technologies, future revenue streams or product candidates or grant licenses on terms that may not be favorable to us.
If we are unable to raise additional funds through equity or debt financings when needed, we may be required to delay, limit, reduce or terminate our product
development or future commercialization efforts or grant rights to develop and market product candidates that we would otherwise prefer to develop and
market ourselves.

Outlook

Based on our research and development plans and our timing expectations related to the progress of our programs, we expect our existing cash, will enable us
to fund our operating expenses and capital expenditures for at least the next 24 months, without giving effect to any additional proceeds we may receive
under our Collaboration Agreement and JDA with Vertex and the JV with Casebia and any other capital raising transactions we may complete. We have based
this estimate on assumptions that may prove to be wrong, and we could use our capital resources sooner than we expect. Given our need for additional
financing to support the long term clinical development of our programs, we intend to consider additional financing opportunities when market terms are
favorable to us.

Our ability to generate revenue and achieve profitability depends significantly on our success in many areas, including: developing our delivery
technologies and our CRISPR/Cas9 technology platform; selecting appropriate product candidates to develop; completing research and preclinical and
clinical development of selected product candidates; obtaining regulatory approvals and marketing authorizations for product candidates for which we
complete clinical trials; developing a sustainable and scalable manufacturing process for product candidates; launching and commercializing product
candidates for which we obtain regulatory approvals and marketing authorizations, either directly or with a collaborator or distributor; obtaining market
acceptance of our product candidates; addressing any competing technological and market developments; negotiating favorable terms in any collaboration,
licensing or other arrangements into which we may enter; maintaining good relationships with our collaborators and licensors; maintaining, protecting and
expanding our portfolio of intellectual property rights, including patents, trade secrets and know-how; and attracting, hiring and retaining qualified
personnel.
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Cash Flows

The following table provides information regarding our cash flows for each of the period below:
 

  Three Months Ended March 31,   Period to Period  
  2018   2017   Change  
  (in thousands)  

Net cash used in operating activities  $ (22,688)  $ (23,411)  $ 723  
Net cash (used in) provided by investing activities   (555)   (3,285)   2,730  
Net cash provided by financing activities   125,251    20    125,231  
Effect of exchange rate changes on cash   12    29    (17 )

Net (decrease) increase in cash  $ 102,020   $ (26,647)  $ 128,667
 

Net Cash Used in Operating Activities

Net cash used in operating activities was $22.7 million for the three months ended March 31, 2018 as compared to $23.4 million for the three months ended
March 31, 2017. The net cash used in operating activities for the three months ended March 31, 2018  primarily consisted of a net loss of $28.3 million
adjusted for non-cash items (including equity-based compensation expense of $5.6 million, depreciation and amortization expense of $0.8 million and a loss
from an equity method investment of $1.1 million), a decrease in accounts receivable of $1.4 million, an increase in prepaid expenses and other assets of
$2.4 million and a decrease in accounts payable and accrued expenses of $0.4 million, a decrease of $0.2 million in deferred rent and a decrease in deferred
revenue of $0.2 million.

Net Cash (Used in) Provided by Investing Activities

Net cash used in investing activities for the three months ended March 31, 2018 was $0.6 million as compared to $3.3 million for the three months ended
March 31, 2017. The net cash used in investing activities for the three months ended March 31, 2018 consisted primarily of purchases of property and
equipment for use in research and development activities.

Net Cash Provided by Financing Activities

Net cash provided by financing activities for the three months ended March 31, 2018 was $125.3 million, compared with $20 thousand for the three months
ended March 31, 2017. The net cash provided by financing activities for the three months ended March 31, 2018 consisted of proceeds from the issuance of
common shares in an offering in January of 2018 which resulted in $122.6 million of net proceeds to the Company, as well as exercises of stock options.

Contractual Obligations

The disclosure of our contractual obligations and commitments was reported in our Annual Report on Form 10-K for the year ended December 31, 2017.
There have been no material changes from the contractual commitments and obligations previously disclosed in our Annual Report on Form 10-K other than
the changes described in Note 6 to the accompanying financial statements.

On December 15, 2016, the Company entered into a Consent to Assignments, Licensing and Common Ownership and Invention Management Agreement (the
“Invention Management Agreement”) with the University of California, University of Vienna, Dr. Emmanuelle Charpentier, Intellia Therapeutics, Inc.
Caribou Biosciences, Inc., ERS Genomics Ltd. and TRACR Hematology Ltd.  Under the Invention Management Agreement, the Company is obligated to
share costs related to patent maintenance, defense and prosecution. 

Off-Balance Sheet Arrangements

As of March 31, 2018, we do not have any off-balance sheet arrangements as defined under applicable SEC rules.

Critical Accounting Policies and Significant Judgments and Estimates

This discussion and analysis of our financial condition and results of operations is based on our financial statements, which we have prepared in accordance
with U.S. generally accepted accounting principles. We believe that several accounting policies are important to understanding our historical and future
performance. We refer to these policies as critical because these specific areas generally require us to make judgments and estimates about matters that are
uncertain at the time we make the estimate, and different estimates—which also would have been reasonable—could have been used. On an ongoing basis,
we evaluate our estimates and
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judgments, including those described in greater detail below. We base our estimates on historical experience and other market-specific or other relevant
assumptions that we believe to be reasonable under the circumstances, the results of which form the basis for making judgments about the carrying value of
assets and liabilities that are not readily apparent from other sources. Actual results may differ from these estimates under different assumptions or conditions.

We believe that our most critical accounting policies are those relating to revenue recognition, variable interest entities and equity-based compensation, and
there have been significant changes to our revenue recognition, multiple-element and milestone and royalty accounting policies discussed in the Annual
Report.  Please refer to Note 2 Significant Accounting Policies for the updated revenue recognition policy that encompasses the changes to the historical
revenue recognition, multiple-element and milestone and royalty accounting policies.  

Recent Accounting Pronouncements

Refer to Note 2, “Summary of Significant Accounting Policies,” in the accompanying notes to the consolidated financial statements for a discussion of recent
accounting pronouncements.

Item 3. Qualitative and Quantitative Disclosures about Market Risk

Foreign Exchange Market Risk

As a result of our foreign operations, we face exposure to movements in foreign currency exchange rates, primarily the Swiss Franc and British Pound, against
the U.S. dollar. The current exposures arise primarily from cash, accounts payable, and intercompany receivables and payables. Changes in foreign exchange
rates affect our consolidated statement of operations and distort comparisons between periods. We do not engage in any foreign exchange rate hedging
activities and therefore we are subject to foreign currency impacts.

Item 4. Controls and Procedures.

Evaluation of Disclosure Controls and Procedures

We have established disclosure controls and procedures designed to ensure that information required to be disclosed in the reports that we file or submits
under the Exchange Act is recorded, processed, summarized and reported within the time periods specified in the SEC’s rules and forms and is accumulated
and communicated to management, including the principal executive officer and principal financial officer, to allow timely decisions regarding required
disclosure.

Our management, with the participation of our Principal Executive Officer and Principal Financial Officer, evaluated the effectiveness of our disclosure
controls and procedures as of March 31, 2018. The term “disclosure controls and procedures,” as defined in Rules 13a-15(e) and 15d-15(e) under the
Securities Exchange Act of 1934 (the “Exchange Act”), means controls and other procedures of a company that are designed to ensure that information
required to be disclosed by the company in the reports that it files or submits under the Exchange Act is recorded, processed, summarized and reported, within
the time periods specified in the Securities and Exchange Commission’s rules and forms. Disclosure controls and procedures include, without limitation,
controls and procedures designed to ensure that information required to be disclosed by a company in the reports that it files or submits under the Exchange
Act is accumulated and communicated to the company’s management, including its principal executive and principal financial officers, or persons
performing similar functions, as appropriate to allow timely decisions regarding required disclosure. Our management recognizes that any controls and
procedures, no matter how well designed and operated, can provide only reasonable assurance of achieving their objectives and our management necessarily
applies its judgment in evaluating the cost-benefit relationship of possible controls and procedures. Based on the evaluation of our disclosure controls and
procedures as of March 31, 2018, our Principal Executive Officer and Principal Financial Officer concluded that, as of such date, our disclosure controls and
procedures were effective at the reasonable assurance level.

Changes in Internal Control over Financial Reporting

There was no change in our internal control over financial reporting (as defined in Rules 13a-15(f) and 15(d)-15(f) under the Exchange Act) that occurred
during the period covered by this Quarterly Report on Form 10-Q that has materially affected, or is reasonably likely to materially affect, our internal control
over financial reporting.
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PART II—OTHER INFORMATION

Item 1. Legal Proceedings.

From time to time, we may become involved in litigation or other legal proceedings relating to claims arising from the ordinary course of business. Except as
described below, there are currently no claims or actions pending against us that, in the opinion of our management, are likely to have a material adverse
effect on our business.

In January 2016, the U.S. Patent and Trademark Office, or USPTO, declared an interference between one of the pending U.S. patent applications we have in-
licensed from Dr. Charpentier and twelve issued U.S. patents owned jointly by the Broad Institute and Massachusetts Institute of Technology and, in some
instances, the President and Fellows of Harvard College, which we refer to individually and collectively as Broad. The interference was redeclared in March
2016 to add a U.S. patent application owned by Broad. An interference is a proceeding conducted at the USPTO by the Patent Trial and Appeal Board, or
PTAB, to determine which party was the first to invent subject matter claimed by at least two parties. There were two parties to this interference being
Dr. Charpentier, the regents of the University of California, and the University of Vienna (collectively, “UC”) and Broad.

Following motions by the parties and other procedural matters, in February 2017 the PTAB concluded that the declared interference should be dismissed. In
its decision, the PTAB concluded that, although the claims overlap, the respective scope of UC and Broad’s claim sets as presented did not define the same
patentable invention and, accordingly, terminated the interference.

In April 2017, UC appealed the PTAB decision to the U.S. Court of Appeals for the Federal Circuit, or the Federal Circuit. In the appeal, UC is seeking review
and reversal of the PTAB’s February 2017 decision, which terminated the interference without determining which inventors actually invented the use of the
CRISPR/Cas9 genome editing technology in eukaryotic cells. The Federal Circuit conducted a hearing on the appeal on April 30, 2018, and we expect a
decision subsequent to such hearing.

In addition to the appeal of the PTAB decision to the Federal Circuit, in parallel, either party can also pursue existing or new patent applications in the U.S.
and elsewhere. Going forward, either party and other parties could seek a new interference related to the uses of the technology in eukaryotic cells or other
aspects of the technology, and any existing or new patents could be the subject of other challenges to their validity of enforceability. If there is a second
interference, either party could again appeal an adverse decision to the U.S. Court of Appeals for the Federal Circuit.

In any case, it may be years before there is a final determination on priority. Pursuant to the terms of the license agreement with Dr. Charpentier, we are
responsible for covering or reimbursing Dr. Charpentier’s patent prosecution, defense and related costs associated with our in-licensed technology.

Item 1A. Risk Factors.

There have been no material changes from the risk factors previously disclosed in Part I, Item 1A of our Annual Report on Form 10-K for the year ended
December 31, 2017.

Item 2. Unregistered Sales of Equity Securities.

During the period between January 1, 2018 and March 31, 2018, we issued to certain of our employees options to purchase an aggregate of 1,092,737
common shares at a weighted-average exercise price of $50.33 per share. We deemed these issuances to be exempt from registration under the Securities Act
either in reliance on Rule 701 of the Securities Act as sales and offers under compensatory benefit plans and contracts relating to compensation in
compliance with Rule 701, or in reliance on Section 4(a)(2), as transactions by an issuer not involving a public offering. All recipients either received
adequate information about our Company or had access, through employment or other relationships, to such information. No underwriters were involved in
the foregoing issuances of securities. Total forfeitures during the period between January 1, 2018 and March 31, 2018 amounted to 353,754.
 
During the period between January 1, 2018 and March 31, 2018, no options were issued to Casebia employees.
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Item 6. Exhibits
 
Exhibit
Number

 
Description of Document

   

31.1  Certification of Chief Executive Officer Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.
   

31.2  Certification of Chief Financial Officer Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.
   

32.1*  Certification pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002.
   

101  Financials in XBRL format.

* The certification attached as Exhibit 32.1 that accompany this Quarterly Report on Form 10-Q are not deemed filed with the SEC and are not to be
incorporated by reference into any filing of CRISPR Therapeutics AG under the Securities Act of 1933, as amended, or the Securities Exchange Act of
1934, as amended, whether made before or after the date of this Form 10-Q, irrespective of any general incorporation language contained in such
filing.
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the undersigned
thereunto duly authorized.
 
 CRISPR Therapeutics AG
   
Dated: May 8, 2018 By: /s/ Samarth Kulkarni
  Samarth Kulkarni
  Chief Executive Officer
  (Principal Executive Officer)
   
Dated: May 8, 2018 By: /s/ Michael Tomsicek
  Michael Tomsicek
  Chief Financial Officer
  (Principal Financial Officer)
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Exhibit 31.1

CERTIFICATION

I, Samarth Kulkarni, certify that:

1. I have reviewed this Quarterly Report on Form 10-Q of CRISPR Therapeutics AG;

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

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

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

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

 b. (Paragraph omitted pursuant to SEC Release Nos. 33-8238/34-47986 and 33-8392/34-49313);

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

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

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

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

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

Date: May 8, 2018
 

By: /s/ Samarth Kulkarni
 Samarth Kulkarni
 Chief Executive Officer
 (Principal Executive Officer)

 



Exhibit 31.2

CERTIFICATION

I, Michael Tomsicek, certify that:

1. I have reviewed this Quarterly Report on Form 10-Q of CRISPR Therapeutics AG;

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

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

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

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

 b. (Paragraph omitted pursuant to SEC Release Nos. 33-8238/34-47986 and 33-8392/34-49313);

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

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

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

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

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

Date: May 8, 2018
 

By: /s/ Michael Tomsicek
 Michael Tomsicek
 Chief Financial Officer
 (Principal Financial and Accounting Officer)

 



Exhibit 32.1

CERTIFICATION PURSUANT TO 18 U.S.C. SECTION 1350, AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Quarterly Report on Form 10-Q of CRISPR Therapeutics AG (the “Company”) for the period ended March 31, 2018 as filed with the
Securities and Exchange Commission on or about the date hereof (the “Report”), the undersigned officers of the Company hereby certify, pursuant to 18
U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that, to his or her knowledge:

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

(2) The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the Company as of,
and for, the periods presented in the Report.

 
/s/ Samarth Kulkarni
Samarth Kulkarni
Chief Executive Officer
(Principal Executive Officer)
 
May 8, 2018
 
/s/ Michael Tomsicek
Michael Tomsicek
Chief Financial Officer
(Principal Financial and Accounting Officer)
 
May 8, 2018
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