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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

WASHINGTON, DC 20549

FORM 10-Q
(Mark One)

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

For the quarterly period ended September 30, 2010
OR

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

For the transition period from ___________ to ___________
Commission file number: 1-33734
ARDEA BIOSCIENCES, INC.

(Exact name of registrant as specified in its charter)

Delaware
(State or other jurisdiction of
incorporation or organization)

94-3200380
(I.R.S. Employer
Identification No.)

4939 Directors Place
San Diego, CA

(Address of principal executive offices)
92121

(Zip Code)
Registrant�s telephone number, including area code: (858) 652-6500

Indicate by check mark whether the registrant: (1) has filed all reports required to be filed by Section 13 or 15(d) of
the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days.

Yes þ No o
Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if
any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T
(§232.405 of this chapter) during the preceding 12 months (or for such shorter period that the registrant was required
to submit and post such files).

Yes o No o
Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,
or a smaller reporting company. See the definitions of �large accelerated filer,� �accelerated filer� and �smaller reporting
company� in Rule 12b-2 of the Exchange Act.

Large accelerated filer o Accelerated filer þ Non-accelerated filer o
(Do not check if a smaller

reporting company)

Smaller reporting
company o

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act). Yes
o No þ
The number of shares of the registrant�s common stock, par value $0.001 per share, outstanding as of October 29, 2010
was 23,186,396.
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PART I. FINANCIAL INFORMATION
ITEM 1. CONDENSED CONSOLIDATED FINANCIAL STATEMENTS � UNAUDITED

ARDEA BIOSCIENCES, INC.
Condensed Consolidated Balance Sheets

(in thousands)

September
30,

December
31,

2010 2009
(Unaudited) (See Note)

ASSETS
Current assets:
Cash and cash equivalents $ 6,115 $ 11,562
Short-term investments available for sale 83,331 39,329
Receivables 2,792 1,433
Prepaids and other current assets 690 215

Total current assets 92,928 52,539

Property and equipment, net 2,142 1,961
Other assets 417 565

Total assets $ 95,487 $ 55,065

LIABILITIES AND STOCKHOLDERS� EQUITY
Current liabilities:
Accounts payable $ 2,012 $ 1,916
Accrued clinical liabilities 4,364 4,072
Accrued payroll and employee liabilities 2,702 2,138
Other accrued liabilities 787 769
Current portion of deferred revenue 4,305 9,706
Current portion of long-term debt 3,279 2,995

Total current liabilities 17,449 21,596

Deferred rent 196 160
Non-current portion of deferred revenue 3,229 4,853
Non-current portion of long-term debt 1,047 3,315
Other long-term liabilities 400 400

Commitments and contingencies (see Note 5)

Stockholders� equity:
Common stock 23 18
Additional paid-in capital 461,522 372,091
Accumulated other comprehensive income 66 42
Accumulated deficit (388,445) (347,410)
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Total stockholders� equity 73,166 24,741

Total liabilities and stockholders� equity $ 95,487 $ 55,065

Note: The condensed consolidated balance sheet at December 31, 2009 has been derived from the audited financial
statements as of that date, but does not include all of the information and disclosures required by accounting
principles generally accepted in the United States of America.

See accompanying notes.
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ARDEA BIOSCIENCES, INC.
Condensed Consolidated Statements of Operations

(Unaudited)
(in thousands, except per share amounts)

Three Months Ended Nine Months Ended
September 30, September 30,

2010 2009 2010 2009
Revenues:
License fees $ 2,171 $ 8,178 $ 7,024 $ 13,191
Reimbursable research and development costs 1,123 991 3,064 1,490

Total revenues 3,294 9,169 10,088 14,681

Operating expenses:
Research and development 14,687 8,999 37,822 30,720
General and administrative 6,669 2,404 12,915 7,807

Total operating expenses 21,356 11,403 50,737 38,527

Loss from operations (18,062) (2,234) (40,649) (23,846)

Other income (expense):
Interest income 100 65 281 320
Interest expense (204) (320) (693) (1,032)
Other income, net 1 18 26 21

Total other income (expense) (103) (237) (386) (691)

Net loss $ (18,165) $ (2,471) $ (41,035) $ (24,537)

Basic and diluted net loss per share $ (0.79) $ (0.13) $ (1.92) $ (1.36)

Shares used in computing basic and diluted net loss per
share 22,902 18,327 21,355 18,062

See accompanying notes.
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ARDEA BIOSCIENCES, INC.
Condensed Consolidated Statements of Cash Flows

(Unaudited)
(in thousands)

Nine Months Ended
September 30,

2010 2009
Operating activities:
Net loss $ (41,035) $ (24,537)
Adjustments to reconcile net loss to net cash (used for) provided by operating
activities:
Share-based compensation 8,954 4,345
Depreciation 429 499
Amortization of debt discount and debt issuance costs 228 334
Loss on disposal of property and equipment 1 16
Deferred rent 36 59
Amortization of premium on short-term investments 638 206
Realized gain on short-term investments (23) (24)
Change in operating assets and liabilities:
Receivables (1,359) (1,036)
Prepaids and other assets (465) (204)
Accounts payable 96 (1,028)
Accrued clinical liabilities 292 (223)
Accrued payroll and employee liabilities 564 78
Other accrued liabilities 18 96
Deferred revenue (7,025) 21,809

Net cash (used for) provided by operating activities (38,651) 390

Investing activities:
Purchases of short-term investments (104,131) (42,833)
Proceeds from sale or maturity of short-term investments 59,538 29,366
Proceeds from sale of property and equipment 25 11
Purchases of property and equipment (492) (288)

Net cash used for investing activities (45,060) (13,744)

Financing activities:
Payments on long-term debt (2,218) (1,356)
Net proceeds from issuance of common stock 80,482 3,391

Net cash provided by financing activities 78,264 2,035

Net decrease in cash and cash equivalents (5,447) (11,319)
Cash and cash equivalents at beginning of period 11,562 41,551

Cash and cash equivalents at end of period $ 6,115 $ 30,232
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Supplemental schedule of non-cash information:
Capital lease obligation incurred for property and equipment $ 144 $ �

Net unrealized gain (loss) on short-term investments $ 24 $ (120)

See accompanying notes.
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ARDEA BIOSCIENCES, INC.
Notes to Condensed Consolidated Financial Statements

(Unaudited)
1. Basis of Presentation
The accompanying unaudited condensed consolidated financial statements of Ardea Biosciences, Inc. and its wholly
owned subsidiary (collectively, the �Company�) have been prepared in accordance with accounting principles generally
accepted in the United States of America (�GAAP�) for interim financial information and with the instructions to Form
10-Q and Article 10 of Regulation S-X. Accordingly, they do not include all of the information and disclosures
required by GAAP for complete financial statements. In the opinion of management, all adjustments (consisting of
normal recurring accruals) considered necessary for a fair presentation have been included. Operating results for the
three and nine months ended September 30, 2010 are not necessarily indicative of the results that may be expected for
other quarters or the year ending December 31, 2010. For more complete financial information, these unaudited
condensed consolidated financial statements and the notes thereto should be read in conjunction with the audited
financial statements for the year ended December 31, 2009 included in the Company�s Form 10-K filed with the
Securities and Exchange Commission (�SEC�).
2. Accounting Policies
Principles of Consolidation
The accompanying unaudited condensed consolidated financial statements include the accounts of Ardea Biosciences,
Inc. and its wholly owned subsidiary, Ardea Biosciences Limited, which was incorporated in England and Wales in
February 2008. Ardea Biosciences Limited has no business and no material assets or liabilities and there have been no
significant transactions related to Ardea Biosciences Limited since its inception.
Use of Estimates
The preparation of condensed consolidated financial statements in conformity with GAAP requires management to
make estimates and assumptions that affect the amounts reported in the condensed consolidated financial statements
and disclosures made in the accompanying notes to the unaudited condensed consolidated financial statements. Actual
results could differ materially from those estimates.
Reclassification
Certain amounts in the 2009 condensed consolidated financial statements have been reclassified to conform to the
2010 presentation. These reclassifications did not have an impact on the Company�s results of operations or financial
condition for the three and nine months ended September 30, 2010.
Revenue Recognition
The Company�s collaboration arrangements may contain multiple revenue elements and the Company may be eligible
for payments made in the form of upfront license fees, research funding, cost reimbursement, milestone payments and
royalties.
Revenue from upfront, nonrefundable license fees is recognized over the period that any related services are to be
provided by the Company. Amounts received for research funding are recognized as revenue as the research services
that are the subject of such funding are performed. Revenue derived from reimbursement of research and development
costs in transactions where the Company acts as a principal are recorded as revenue for the gross amount of the
reimbursement, and the costs associated with these reimbursements are reflected as a component of research and
development expense in the condensed consolidated statements of operations. Revenue from milestones is recognized
when earned, as

4

Edgar Filing: Ardea Biosciences, Inc./DE - Form 10-Q

Table of Contents 10



Table of Contents

evidenced by written acknowledgement from the collaborator, or other persuasive evidence that the milestone has
been achieved, provided that the milestone event is substantive and its achievability was not reasonably assured at the
inception of the applicable agreement. Revenues recognized for royalty payments, if any, are based upon actual net
sales of the licensed compounds, as provided by the collaboration arrangement, in the period the sales occur. Any
amounts received prior to satisfying the Company�s revenue recognition criteria are recorded as deferred revenue on its
condensed consolidated balance sheet.
Earnings Per Share
Basic earnings per share (�EPS�) is calculated by dividing the net loss by the weighted-average number of common
shares outstanding for the period, without consideration of common share equivalents. Diluted EPS is computed by
dividing the net loss by the weighted-average number of common shares and common share equivalents outstanding
for the period determined using the treasury stock method. For purposes of this calculation, stock options and warrants
are considered to be common stock equivalents and are only included in the calculation of diluted EPS when their
effect is dilutive.
Because the Company has incurred a net loss for all periods presented in the unaudited condensed consolidated
statements of operations, stock options, stock subject to repurchase and warrants are not included in the computation
of net loss per share because their effect is anti-dilutive. The shares used to compute basic and diluted net loss per
share represent the weighted-average common shares outstanding, reduced by the weighted-average unvested
common shares subject to repurchase. There were no unvested common shares subject to repurchase for the three and
nine months ended September 30, 2009. The number of weighted-average unvested common shares subject to
repurchase for the three and nine months ended September 30, 2010 was 25,000 and 16,300, respectively.
Comprehensive Loss
Comprehensive income (loss) is defined as the change in equity during a period from transactions and other events
and circumstances from non-owner sources. Unrealized gains and losses on available-for-sale securities are included
in other comprehensive net loss and represent the difference between the Company�s net loss and comprehensive net
loss for both periods presented. The following are the components of the Company�s comprehensive net loss (in
thousands) for the three and nine months ended September 30:

Three Months Ended Nine Months Ended
September 30, September 30,

2010 2009 2010 2009
Net loss $ 18,165 $ 2,471 $ 41,035 $ 24,537
Net unrealized (gains) losses on short-term investments (26) � (24) 120

Comprehensive net loss $ 18,139 $ 2,471 $ 41,011 $ 24,657

Recent Accounting Pronouncements
In January 2010, the Financial Accounting Standards Board issued Accounting Standards Update (�ASU�) No. 2010-06,
Fair Value Measurements and Disclosures (Topic 820) � Improving Disclosures about Fair Value Measurements. ASU
No. 2010-06 requires an entity to disclose separately the amounts of significant transfers in and out of Level 1 and 2
fair value measurements, and describe the reasons for the transfers. Also, it requires additional disclosure regarding
purchases, sales, issuances and settlements of Level 3 measurements. ASU 2010-06 is effective for interim and annual
periods beginning after December 15, 2009, except for the additional disclosure of Level 3 measurements, which is
effective for fiscal years beginning after December 15, 2010. The adoption of ASU No. 2010-06 did not have a

5
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material impact on the Company�s consolidated results of operations or financial condition for the three and nine
months ended September 30, 2010.
In April 2010, FASB issued ASU No. 2010-17, Revenue Recognition � Milestone Method (Topic 605): Milestone
Method of Revenue Recognition. ASU No. 2010-17 codifies the consensus reached in Emerging Issues Task Force
Issue No. 08-9, �Milestone Method of Revenue Recognition.� ASU No. 2010-17 provides guidance on defining a
milestone and determining when it may be appropriate to apply the milestone method of revenue recognition for
research or development transactions. Consideration that is contingent on achievement of a milestone in its entirety
may be recognized as revenue in the period in which the milestone is achieved only if the milestone is judged to meet
certain criteria to be considered substantive. Milestones should be considered substantive in their entirety and may not
be bifurcated. An arrangement may contain both substantive and non-substantive milestones, and each milestone
should be evaluated individually to determine if it is substantive. ASU No. 2010-17 is effective on a prospective basis
for milestones achieved in fiscal years, and interim periods within those years, beginning on or after June 15, 2010.
Early adoption is permitted. The Company does not expect the adoption of this ASU to have a material impact on its
consolidated results of operations or financial condition.
3. Fair Value Measurements
Fair value is defined as the exchange price that would be received for an asset or paid to transfer a liability (an exit
price) in the principal or most advantageous market for the asset or liability in an orderly transaction between market
participants on the measurement date. Valuation techniques used to measure fair value must maximize the use of
observable inputs and minimize the use of unobservable inputs. The fair value hierarchy, based on three levels of
inputs, of which the first two are considered observable and the last unobservable, that may be used to measure fair
value, is as follows:

� Level 1 � Quoted prices in active markets for identical assets or liabilities.
� Level 2 � Inputs other than Level 1 that are observable, either directly or indirectly, such as quoted prices for

similar assets or liabilities; quoted prices in markets that are not active; or other inputs that are observable or
can be corroborated by observable market data for substantially the full term of the assets or liabilities.

� Level 3 � Unobservable inputs that are supported by little or no market activity and that are significant to the fair
value of the assets or liabilities.

6
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The Company measures the following financial assets at fair value on a recurring basis. The fair values of these
financial assets at September 30, 2010 (in thousands) were as follows:

Fair Value Measurements at Reporting Date Using
Quoted prices

in
active markets

for
Significant
other Significant

Balance
at identical assets

observable
inputs

unobservable
inputs

September
30,
2010 (Level 1) (Level 2) (Level 3)

Money market funds $ 5,628 $ 5,628 $ � $ �
United States government and agency
obligations 63,915 9,993 53,922 �
United States corporate debt securities 9,021 � 9,021 �
United States commercial paper 5,298 � 5,298 �
Foreign commercial paper 3,496 � 3,496 �
United States certificates of deposit 1,601 � 1,601 �

Total $ 88,959 $ 15,621 $ 73,338 $ �

As of September 30, 2010, the Company�s short-term investments consisted of approximately $69,355,000 of
available-for-sale securities with contractual maturities of one year or less and approximately $13,976,000 with
contractual maturities not to exceed 15 months.
A company may elect to use fair value to measure accounts and loans receivable, available-for-sale and
held-to-maturity securities, equity method investments, accounts payable, guarantees and issued debt. Other eligible
items include firm commitments for financial instruments that otherwise would not be recognized at inception and
non-cash warranty obligations where a warrantor is permitted to pay a third party to provide the warranty goods or
services. If the use of fair value is elected, any upfront costs and fees related to the item such as debt issuance costs
must be recognized in earnings and cannot be deferred. The fair value election is irrevocable and generally made on an
instrument-by-instrument basis, even if a company has similar instruments that it elects not to measure based on fair
value. Unrealized gains and losses on existing items for which fair value has been elected are reported as a cumulative
adjustment to beginning retained earnings and any changes in fair value are recognized in earnings. The Company has
elected not to apply the fair value option to its financial assets and liabilities.
The Company considers the carrying amounts of cash and cash equivalents, prepaid expenses and other current assets,
receivables, accounts payable and accrued liabilities to be representative of their respective fair values because of the
short-term nature of those instruments. Based on the borrowing rates currently available to the Company for loans
with similar terms, management believes the fair values of these long-term obligations approximate their carrying
value. The Company applies fair value accounting to its securities available for sale.
Unrealized gains and losses associated with the Company�s investments, if any, are reported in stockholders� equity.
For the three and nine months ended September 30, 2010, the Company recognized approximately $26,000 and
$24,000 in net unrealized gains, respectively, on its short-term investments.
4. Bayer Relationship
In April 2009, the Company entered into a Development and Commercialization License Agreement (the �License
Agreement�) with Bayer HealthCare AG (�Bayer�). Under the terms of the License Agreement, the Company granted to
Bayer a worldwide, exclusive license to develop and commercialize the Company�s mitogen-activated ERK kinase
(�MEK�) inhibitors for all indications. In partial consideration for the license, Bayer paid the Company an upfront cash
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receive additional cash payments totaling up to $372 million upon achievement of certain development-, regulatory-
and sales-based milestones, as well as low double-digit royalties on worldwide sales of products covered under the
License Agreement. The Company is responsible for the completion of the Phase 1 and Phase 1/2 studies currently
being conducted for BAY 86-9766 (formerly known as RDEA119). Bayer is responsible for reimbursing the
Company for third-party development costs associated with the studies, up to a specified amount. The upfront fee,
reimbursement of third-party development costs, payments associated with achieving specific milestones and royalties
based on product sales, if any, will be accounted for as separate units of accounting. In addition, the $35 million
upfront payment was originally being recognized on a straight-line basis over a period of approximately 13 months,
which was the original period that the Company expected to complete all of its obligations under the License
Agreement. In December 2009 and again in September 2010, the Company revised its estimate of this period as a
result of design modifications to its ongoing BAY 86-9766 clinical trials, extending it to 38 months. The unamortized
balance of the license fee as of the date of the latest change in estimate of approximately $7,738,000 is being
recognized over the revised timeline. For the three and nine months ended September 30, 2010, the Company
recognized revenue of approximately $2,171,000 and $7,024,000, respectively, as license fees in the condensed
consolidated statement of operations.
Participants in a collaborative arrangement are required to report costs incurred and revenues generated from
transactions with third parties in each entity�s respective income statement based on whether the participant is
considered a principal or an agent. Under the terms of the License Agreement and as it pertains to the completion of
the Phase 1 and Phase 1/2 studies, the Company would be considered the principal as the Company is the primary
obligor with respect to the third parties, has latitude in establishing price, has discretion in supplier selection and is
involved in the determination of product or service specifications. As such, the Company records the gross amount of
the reimbursement of third-party development costs for the ongoing clinical trials as revenue and the costs associated
with these reimbursements are reflected as a component of research and development expense in the Company�s
consolidated statement of operations. In July 2010, the ongoing clinical trial cost reimbursement amount was
increased to include the effect of study design changes previously agreed to by both parties. For the three and nine
months ended September 30, 2010, the Company recognized revenue of approximately $1,123,000 and $3,064,000,
respectively, as reimbursable research and development costs in the condensed consolidated statement of operations.
Revenue from milestone payments, if any, will be recognized upon achievement of the milestone only if (1) the
milestone payment is non-refundable, (2) substantive effort is involved in achieving the milestone, (3) the amount of
the milestone is reasonable in relation to the effort expended or the risk associated with achievement of the milestone,
and (4) the milestone is at risk for both parties. If any of these conditions are not met, the Company will defer
recognition of the milestone payment and recognize it as revenue over the estimated period of performance under the
License Agreement as the related performance obligations are completed.
The License Agreement provides that revenues recognized for royalty payments, if any, will be based upon actual net
sales of licensed products in the period the sales occur.
Any amounts received by the Company pursuant to the License Agreement prior to satisfying the Company�s revenue
recognition criteria are recorded as deferred revenue on the consolidated balance sheet.
5. Commitments and Contingencies
Under the Asset Purchase Agreement (the �Asset Purchase Agreement�) between Valeant Research and Development,
Inc. (�Valeant�) and the Company, dated December 21, 2006, the Company is obligated to make development-based
milestone payments and sales-based royalty payments to Valeant upon subsequent development of certain products.
The aggregate contingent liability of up to $42,000,000 in milestone payments for the programs covered under the
Asset Purchase Agreement is considered a liability in the ordinary course of business. Each milestone payment will be
recorded when the related contingency is resolved and consideration is issued or becomes issuable, none of which
have occurred as of September 30, 2010.

8
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6. Long-term Debt
     The following is a summary of the Company�s long-term debt obligations as of September 30, 2010:

Notes
Payable

Capital
Lease

Years ended December 31,
2010 (remaining three months of the year) $ 869 $ 40
2011 3,875 122
2012 45 45
2013 45 45
2014 45 45
Thereafter 19 22

Total 4,898 319
Less unamortized discount (59) �
Less amount representing interest (756) (76)

Total balance 4,083 243
Less current portion (3,156) (123)

Noncurrent portion of long-term debt $ 927 $ 120

7. Stockholders� Equity
Common Stock
In April 2010, the Company completed a public offering of 4,025,000 shares of its common stock, including 525,000
shares sold pursuant to the full exercise of an overallotment option granted to the underwriters. The net proceeds to
the Company from the sale of shares in the offering was approximately $76,814,000 after deducting underwriting
discounts and commissions and offering expenses.
For the three and nine months ended September 30, 2010, approximately 184,000 and 478,000 stock options,
respectively, were exercised resulting in proceeds to the Company of approximately $1,238,000 and $3,427,000,
respectively.
Share-Based Compensation
The following table summarizes share-based compensation expense for the three and nine months ended
September 30, 2010 and 2009 related to employee and director stock options, restricted stock awards and Employee
Stock Purchase Plan (�ESPP�) purchase rights by expense category (in thousands):

Three Months Ended Nine Months Ended
September 30, September 30,

2010 2009 2010 2009
Research and development $ 1,401 $ 473 $ 2,828 $ 1,826
General and administrative 4,097 821 6,126 2,519

Share-based compensation expense included in operating
expenses $ 5,498 $ 1,294 $ 8,954 $ 4,345

Included in share-based compensation expense for both the three- and nine-months periods ended September 30, 2010
is share-based compensation expense of approximately $3,832,000 incurred in connection with the departure of
certain employees during the third quarter of 2010.

9
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As of September 30, 2010, there was $11,505,000 of total unrecognized compensation cost related to non-vested,
share-based payment awards granted under all of the Company�s equity compensation plans. Total unrecognized
compensation cost will be adjusted for future changes in estimated forfeitures. The Company expects to recognize this
compensation cost over a weighted-average period of 2.3 years.
The Company estimated the fair value of each option grant on the date of grant using the Black-Scholes option
valuation model with the following weighted-average assumptions:

September 30,
Options: 2010 2009
Risk-free interest rate 2.6% 2.2%
Dividend yield 0.0% 0.0%
Volatility 78.7% 77.9%
Expected life (years) 5.5-6.1 5.5-6.1
The Company estimates the fair value of each purchase right granted under the ESPP at the beginning of each new
offering period using the Black-Scholes option valuation model. A new offering period begins every six months in
May and November of each year. For the three month periods ended September 30, 2010 and 2009, there were no new
offering periods or ESPP purchase rights granted.
8. Income Taxes
Deferred income tax assets and liabilities are recognized for temporary differences between financial statements and
income tax carrying values using tax rates in effect for the years such differences are expected to reverse. Due to
uncertainties surrounding the Company�s ability to generate future taxable income and consequently realize such
deferred income tax assets, a full valuation allowance has been established. The Company continues to maintain a full
valuation allowance against its deferred tax assets as of September 30, 2010.
The impact of an uncertain income tax position on the income tax return must be recognized at the largest amount that
is more-likely-than-not to be sustained upon audit by the relevant tax authority. An uncertain income tax position will
not be recognized if it has less than a 50% likelihood of being sustained. There have been no material changes in the
Company�s unrecognized tax benefits since December 31, 2009 and as such, disclosures included in the Company�s
2009 Annual Report on Form 10-K continue to be relevant for the period ended September 30, 2010.
Provisions in the recently enacted Patient Protection and Affordable Care Act (the �Act�) established funding to provide
for a 50% refundable investment tax credit to eligible taxpayers for qualified investments made previously by them in
qualifying therapeutic discovery projects under section 48D of the Internal Revenue Code. In November 2010, the
Company received notice from the IRS that its applications had been approved and that the Company was being
awarded a $733,000 grant. The Company expects the grant to be fully funded in the fourth quarter of 2010, at which
time the Company will record the related tax benefit in its financial statements.
9. Subsequent Events
On October 22, 2010, the Company filed a shelf registration statement with the SEC covering the sale of up to
$100,000,000 of any combination of common stock and warrants, either individually or in units.

10

Edgar Filing: Ardea Biosciences, Inc./DE - Form 10-Q

Table of Contents 18



Table of Contents

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 together
with our unaudited condensed consolidated financial statements and related notes included in this quarterly report on
Form 10-Q and the audited financial statements and notes thereto as of and for the year ended December 31, 2009
included in our Annual Report on Form 10-K for the year ended December 31, 2009 filed with the Securities and
Exchange Commission, or SEC, on March 12, 2010.

This discussion and analysis contains forward-looking statements that involve risks, uncertainties and
assumptions. The actual results may differ materially from those anticipated in these forward-looking statements as a
result of many factors, including, but not limited to, those set forth under �Risk Factors� and elsewhere in this
quarterly report on Form 10-Q. All forward-looking statements included in this document are based on information
available to us on the date of this document and we assume no obligation to update any forward-looking statements
contained in this Form 10-Q.
Overview and Business Strategy
     Ardea Biosciences, Inc., of San Diego, California, is a biotechnology company focused on the development of
small-molecule therapeutics for the treatment of serious diseases. The current status of our development programs is
as follows:
Product Portfolio

Product Candidate Target Indication Development Status
RDEA594 Gout Phase 2b ongoing
Next-generation Gout Preclinical development ongoing
BAY 86-9766
(formerly known as RDEA119)

Cancer Phase 1 completed and Phase 1/2 ongoing

Multiple candidates HIV Further development will be dependent upon
our ability to partner this program

GOUT
     Gout is a painful, debilitating and progressive disease caused by abnormally elevated levels of uric acid in the
blood stream. While gout is a treatable condition, there are limited treatment options, and a number of adverse effects
are associated with most current therapies.
     Approximately 90 percent of gout patients are considered to have a defect in their ability to excrete sufficient
amounts of uric acid and are classified as �under-excreters� of uric acid, which leads to excessive levels of uric acid in
the blood. Our most advanced product candidate, RDEA594, is an inhibitor of URAT1, a transporter in the kidney that
regulates uric acid excretion from the body. RDEA594 normalizes the amount of uric acid excreted by gout patients.
Since the majority of gout patients are �under-excreters�, normalizing uric acid excretion by moderating URAT1
transporter activity with RDEA594 may provide the most physiologically appropriate and effective means of reducing
blood or serum urate (�sUA�) levels when used alone or in combination with other sUA lowering agents, such as either
of the currently marketed drugs allopurinol or febuxostat (Uloric®), which act by reducing the production of uric acid
in the body.
     To date, results from our Phase 2 development program have indicated RDEA594�s clinical utility, as follows:
� When administered as a single agent in a Phase 2b study (Study 202), RDEA594 was well tolerated and

produced significant reductions in uric acid in the blood. In this randomized,
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double-blind, placebo-controlled, dose-escalation study of 123 gout patients with hyperuricemia (sUA levels
greater than or equal to 8 mg/dL) the primary endpoint was a significant increase in the proportion of patients
who achieved a response, defined as a reduction of uric acid in the blood to < 6 mg/dL after four weeks of
treatment, compared to placebo. The primary endpoint was achieved, uric acid decreased and response rates
increased in a dose-related manner and were highly clinically and statistically significant at the two highest
doses tested. At the highest dose the response rate was 60 percent, compared to 0 percent for placebo (p <
0.0001). RDEA594 was also well tolerated in this study.

� In a Phase 1b clinical pharmacology study evaluating the use of RDEA594 in combination with febuxostat
(Study 111) in 21 gout patients with hyperuricemia (sUA greater than or equal to 8 mg/dL), 100 percent of
patients receiving the combination of RDEA594 and febuxostat achieved sUA levels below the clinically
important target level of 6 mg/dL, compared to 67 percent and 56 percent for patients receiving 40 mg and 80
mg, respectively, of febuxostat alone. At the highest combination doses tested (600 mg RDEA594 combined
with 80 mg febuxostat), 100 percent of patients reached sUA levels below 4 mg/dL, with 58 percent achieving
levels below 3 mg/dL. No patient achieved these reduced sUA levels on either dose of febuxostat alone. The
combination of RDEA594 and febuxostat was also well tolerated, with no serious adverse events or
discontinuations due to adverse events and no clinically relevant drug interactions were observed between
RDEA594 and febuxostat.

� The use of RDEA594 in combination with allopurinol has been evaluated in a Phase 2a study (Study 201) in
gout patients as well as a Phase 1b clinical pharmacology study (Study 110) in gout patients. In the recently
completed Phase 1b study, 100 percent of patients receiving all combinations of RDEA594 and allopurinol
achieved sUA reductions to below the 6 mg/dL target. On 300 mg allopurinol alone, only 20 percent of all
patients in the study achieved target sUA levels below 6 mg/dL. On 600 mg RDEA594 alone, 67 percent of
patients achieved sUA levels below 6 mg/dL, which was significantly higher than the percent reaching target on
allopurinol alone (p < 0.05). At the highest combination doses tested, 90 percent of patients also reached sUA
levels below 5 mg/dL, and 50 percent reached levels below 4 mg/dL. The combination of RDEA594 and
allopurinol was well tolerated, with no serious adverse events or discontinuations that were considered possibly
related to RDEA594 or the combination. There were no clinically relevant increases in serum creatinine or ALT
in this study. Two patients receiving RDEA594 and colchicine had Grade 4 increases in creatine kinase (CK),
one of these, though asymptomatic, was considered to be rhabdomyolysis by the investigator. Both cases were
considered possibly related to colchicine and not related to RDEA594. Elevations in CK and rhabdomyolysis are
a known side effect of colchicine. One of these patients was also receiving a statin, which is also known to cause
CK elevations, particularly when combined with colchicine. Clinically significant elevations in CK have not
been observed in more than 400 patients exposed to RDEA594 who were not also receiving colchicine.
Furthermore, in a previously reported, randomized, placebo-controlled trial (Study 202), the rate of Grade 4 CK
increases was lower in patients receiving RDEA594 plus colchicine (2 percent) than those receiving colchicine
alone (4 percent).

� Results from multiple studies have indicated that the activity of RDEA594 is not diminished in patients with
mild to moderate renal impairment.

     Additional results from our Phase 2 development program will include data from a Phase 2b study (Study 203)
evaluating 200 mg, 400 mg and 600 mg of RDEA594 as an add-on to allopurinol in patients on a stable dose of
allopurinol that do not respond adequately to allopurinol alone.
     Based on preclinical results, our next-generation inhibitors of the URAT1 transporter for the treatment of gout
patients with hyperuricemia demonstrate many of the same positive attributes as RDEA594, but with greater potency
against the URAT1 transporter. Preclinical development activities with respect to these next-generation product
candidates are ongoing.
CANCER
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     Mitogen-activated ERK kinase (�MEK�) is believed to play an important role in cancer cell proliferation, apoptosis
and metastasis. BAY 86-9766, (formerly known as RDEA119) is a potent and selective inhibitor of MEK in
development for the treatment of cancer. In vivo preclinical tests have shown BAY 86-9766 to have potent anti-tumor
activity. In addition, preclinical in vitro and in vivo studies of BAY 86-9766 have demonstrated synergistic activity
across multiple tumor types when BAY 86-9766 is used in combination with other anti-cancer agents, including
sorafenib (Nexavar®, Bayer HealthCare AG (�Bayer�) and Onyx Pharmaceuticals, Inc.).
     In April 2009, we entered into a global license agreement with Bayer to develop and commercialize MEK
inhibitors for the treatment of cancer. Under the license agreement, we are responsible for the completion of the Phase
1 and Phase 1/2 studies. Thereafter, Bayer will be
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responsible for the further development and commercialization of BAY 86-9766 and any of our other MEK inhibitors.
     We have completed our Phase 1 study of BAY 86-9766 as a single agent in advanced cancer patients with different
tumor types and we have identified the maximum tolerated dose (�MTD�) of BAY 86-9766 in our Phase 1/2 study in
combination with sorafenib. Dosing in the MTD expansion cohort of the Phase 1/2 study is ongoing.
HIV
     We have developed multiple product candidates from our HIV program including RDEA806, a non-nucleoside
reverse transcriptase inhibitor, or NNRTI, for the treatment of HIV, which has successfully completed Phase 1 and
Phase 2a studies and has been evaluated in over 250 subjects. Results from a Phase 2a monotherapy proof-of-concept
study of RDEA806 demonstrated placebo-adjusted plasma viral load reductions of up to 2.0 log10 on day 8 with
once-daily dosing of RDEA806. All dosing regimens tested were well tolerated in this study.
     We have also developed RDEA427, a next generation NNRTI, that is from a chemical class that is distinct from
the RDEA806 chemical class. Based on preclinical results, RDEA427 demonstrates many of the same positive
attributes as RDEA806, but is more potent, has superior pharmacokinetic properties, and has even greater activity
against a wide range of drug-resistant viral isolates, than RDEA806. We have evaluated RDEA427 in a human
micro-dose pharmacokinetic study.
     Further development of RDEA806 and RDEA427 will be dependent upon our ability to partner this program.
Bayer Relationship
     Under the terms of our license agreement with Bayer, we granted to Bayer a worldwide, exclusive license to
develop and commercialize our MEK inhibitors for all indications. In June 2009, Bayer paid us a non-refundable,
upfront cash payment of $35.0 million in partial consideration for the exclusive right to develop and commercialize
our MEK inhibitors. Additional payments under the license agreement with Bayer could total up to $372.0 million
upon achievement of certain development, regulatory and sales-based milestones. We are also eligible to receive low
double-digit royalties on sales of products under the license agreement. We are responsible for the completion of the
Phase 1 and Phase 1/2 studies being conducted for BAY 86-9766.
Valeant Relationship
     In December 2006, we acquired intellectual property and other assets from Valeant Research & Development, Inc.
related to RDEA806 and our next generation NNRTI program, and BAY 86-9766 and our next generation MEK
inhibitor program. In consideration for the assets purchased from Valeant and subject to the satisfaction of certain
conditions, Valeant received certain rights, including the right to receive from us development-based milestone
payments and sales-based royalty payments. There is one set of potential milestones totaling up to $25.0 million for
RDEA806 and the next generation NNRTI program, and a separate set of potential milestones totaling up to
$17.0 million for BAY 86-9766 and the next generation MEK inhibitor program. The first milestone payments of
$2.0 million and $1.0 million in the NNRTI program and the MEK inhibitor program, respectively, would be due after
the first patient is dosed in the first Phase 2b study. The royalty rates on all products are in the mid-single digits.
     Under the asset purchase agreement, Valeant retains a one-time option to repurchase commercialization rights in
territories outside the United States and Canada for our first NNRTI product derived from the acquired intellectual
property to advance to a Phase 2b HIV clinical trial. If Valeant exercises this option, which it can do following the
completion of a Phase 2b clinical trial, but prior to the initiation of a Phase 3 clinical trial, Valeant would pay us a
$10.0 million option fee, up to $21.0 million in milestone payments based on regulatory approvals, and a
mid-single-digit royalty on product sales in the Valeant Territories.
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Critical Accounting Policies and Estimates
     The discussion and analysis of our financial condition and results of operations are based on our unaudited
condensed consolidated financial statements, which have been prepared in accordance with accounting principles
generally accepted in the United States of America (�GAAP�). The preparation of these financial statements requires us
to make estimates and judgments that affect the reported amounts of assets, liabilities, revenues and expenses, and
related disclosure of contingent assets and liabilities. We evaluate our estimates on an ongoing basis, including those
related to revenues, accrued clinical liabilities and share-based compensation. We base our estimates on historical
experience and on other assumptions that we believe to be reasonable under the circumstances, the results of which
form the basis of making judgments about the carrying values of assets and liabilities that are not readily apparent
from other sources. Actual results may differ materially from these estimates under different assumptions or
conditions.
     We believe the following critical accounting policies involve significant judgments and estimates used in the
preparation of our condensed consolidated financial statements.
Revenue Recognition
     Our collaboration arrangements may contain multiple revenue elements and we may be eligible for payments made
in the form of upfront license fees, research funding, cost reimbursement, milestone payments and royalties.
     Revenue from upfront, nonrefundable license fees is recognized over the period that any related services are to be
provided. Amounts received for research funding are recognized as revenue as the research services that are the
subject of such funding are performed. Revenue derived from reimbursement of research and development costs in
transactions where we act as a principal are recorded as revenue for the gross amount of the reimbursement, and the
costs associated with these reimbursements are reflected as a component of research and development expense in the
condensed consolidated statements of operations. Revenue from milestones is recognized when earned, as evidenced
by written acknowledgement from the collaborator, or other persuasive evidence that the milestone has been achieved,
provided that the milestone event is substantive and its achievability was not reasonably assured at the inception of the
applicable agreement. Revenues recognized for royalty payments, if any, will be based upon actual net sales of the
licensed compounds, as provided by the collaboration arrangement, in the period the sales occur. Any amounts
received prior to satisfying our revenue recognition criteria are recorded as deferred revenue on the condensed
consolidated balance sheet.
Accrued Clinical Liabilities
     We review and accrue clinical costs based on work performed, which relies on estimates of the services received
from other parties and related expenses incurred. Clinical trial-related contracts vary significantly in length, and may
be for a fixed amount, based on milestones or deliverables, a variable amount based on actual costs incurred, capped at
a certain limit, or contain a combination of these elements. Revisions are charged to expense in the period in which
the facts that give rise to the revision become known. Historically, revisions have not resulted in material changes to
research and development costs; however, a modification in the protocol of a clinical trial or cancellation of a trial
could result in a charge to our results of operations.
Share-Based Compensation
     We grant equity based awards under three share-based compensation plans. We have granted, and may in the future
grant, options and restricted stock awards to employees, directors, consultants and advisors under either our 2002
Non-Officer Equity Incentive Plan or our 2004 Stock Incentive Plan. In addition, all of our employees are eligible to
participate in our 2000 Employee Stock Purchase Plan,
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which enables employees to purchase common stock at a discount through payroll deductions.
     We estimate the fair value of stock options granted using the Black-Scholes-Merton, or Black-Scholes, option
valuation model. This fair value is then amortized over the requisite service periods of the awards. The Black-Scholes
option valuation model requires the input of subjective assumptions, including each option�s expected life and price
volatility of the underlying stock. Expected volatility is based on our historical stock price volatility. The expected life
of employee stock options represents the average of the contractual term of the options and the weighted-average
vesting period, as permitted under the simplified method.
     As share-based compensation expense is based on awards ultimately expected to vest, it has been reduced for
estimated forfeitures. Forfeitures are estimated at the time of grant and revised, if necessary, in subsequent periods if
actual forfeitures differ from those estimates. Forfeitures were estimated based on historical experience. Changes in
assumptions used under the Black-Scholes option valuation model could materially affect our net loss and net loss per
share.
Recent Accounting Pronouncements
     See Note 2 to the unaudited condensed consolidated financial statements included in Item 1 of this Quarterly
Report on Form 10-Q.
Results of Operations
Three and Nine Months Ended September 30, 2010 and 2009
Revenues
     For the three and nine months ended September 30, 2010, revenues totaled $3.3 million and $10.1 million,
respectively. For the three and nine months ended September 30, 2009, revenues totaled $9.2 million and
$14.7 million, respectively. The revenue earned in 2009 and 2010 resulted from the recognition of a portion of the
upfront, non-refundable license fee and reimbursement of third-party development costs associated with our MEK
inhibitor program under the terms of the license agreement with Bayer. The $35.0 million upfront license fee was
originally being recognized on a straight-line basis over a period of approximately 13 months, which was the original
period in which we expected to complete all of our obligations under the License Agreement. In December 2009 and
again in September 2010, we revised our estimate of this period as a result of design modifications to our ongoing
BAY 86-9766 clinical trials, extending it to 38 months. The unamortized balance of the license fee as of the date of
the change in estimate is being recognized over the revised timeline. The decrease in revenues for both the three and
nine months ended September 30, 2010 was due to the effect of these changes.
Research and Development Expense
     For the three and nine months ended September 30, 2010, research and development expense increased to
$14.7 million and $37.8 million, respectively, from $9.0 million and $30.7 million for the same periods in 2009. The
increase in research and development expense for the three and nine months ended September 30, 2010 was due
primarily to the continued development and progression of our clinical and preclinical programs, resulting in
increased spending on clinical research organizations, investigator grants and consultants of approximately
$4.4 million and $7.2 million, respectively as well as an increase in non-cash, share-based compensation expense of
approximately $0.7 million due to the departure of certain employees during the third quarter of 2010. The increase
for the nine months ended September 30, 2010 was partially offset by a decrease in personnel and related costs as a
result of savings from our May 2009 restructuring.
General and Administrative Expense
     For the three and nine months ended September 30, 2010, general and administrative expense increased to
$6.7 million and $12.9 million, respectively, from $2.4 million and $7.8 million for the same periods in 2009. The
increase in general and administrative expense for the three and nine months ended September 30, 2010 was the result
of an increase in non-cash, share-based compensation expense of $3.1 million due to the departure of certain
employees during the third quarter of 2010. In

15

Edgar Filing: Ardea Biosciences, Inc./DE - Form 10-Q

Table of Contents 24



Table of Contents

addition, the increase in general and administrative expense was due to an increase in personnel and related costs and
consulting and professional outside services.
Other Income (expense)
     For the three and nine months ended September 30, 2010, other income (expense) decreased to ($0.1) million and
($0.4) million net other expense, respectively, from ($0.2) million and ($0.7) million net other expense for the same
periods in 2009. The decrease in net other expense for the three and nine months ended September 30, 2010 was
primarily due to a decrease in interest expense associated with our growth capital loan, tenant improvements loan and
capital lease obligation entered into in 2008.
Liquidity and Capital Resources
     From inception through September 30, 2010, we have incurred a cumulative net loss of approximately
$388.4 million, of which $152.3 million was incurred subsequent to the closing of the asset acquisition from Valeant
and the commencement of operating activities as Ardea Biosciences, Inc. We have financed our operations through
public and private offerings of securities, revenues from collaborative arrangements, proceeds from our growth capital
loan and interest income from invested cash balances.
     In November 2010, we were awarded a $0.7 million grant under the Patient Protection and Affordable Care Act.
We expect the grant to be fully funded in the fourth quarter of 2010.
     In April 2010, we completed a public offering of 4,025,000 shares of our common stock, including 525,000 shares
sold pursuant to the full exercise of an overallotment option granted to the underwriters. The net proceeds to us from
the sale of shares in the offering was approximately $76.8 million after deducting underwriting discounts and
commissions and offering expenses.
     In May 2009, we committed to a restructuring plan (the �Restructuring Plan�) intended to conserve our financial
resources by focusing on our clinical-stage programs. In combination with other employee attrition since January 1,
2009, the Restructuring Plan resulted in a reduction of approximately 47% of our workforce, with the majority coming
from discovery research and associated administrative personnel. Cost savings from the Restructuring Plan, net of
severance and related costs, were approximately $2.2 million in 2009.
     In April 2009, we entered into the license agreement with Bayer. Under the terms of the license agreement, we
have granted to Bayer a worldwide, exclusive license to develop and commercialize our MEK inhibitors for all
indications. In partial consideration for the license, Bayer paid us a non-refundable upfront cash fee of $35.0 million.
Bayer is responsible for reimbursing us for third-party development costs associated with certain ongoing studies up
to an amount specified in the license agreement. For the three and nine months ended September 30, 2010, we
recognized revenue associated with the reimbursement of these third-party development costs of approximately
$1,123,000 and $3,064,000, respectively. We believe that the amount available for reimbursement under the license
agreement will be sufficient to offset all future third-party development costs that we expect to incur through the
completion of these studies as currently planned. We are also eligible to receive additional cash payments totaling up
to $372.0 million upon achievement of certain development, regulatory and sales-based milestones, as well as low
double-digit royalties on worldwide sales of products covered under the license agreement.
     In December 2008, we raised $30.5 million by selling 2,737,336 newly issued unregistered shares of our common
stock and warrants to purchase 684,332 shares of common stock at a total purchase price of approximately $11.17 per
unit, with each unit consisting of one share of common stock and a warrant to purchase 0.25 shares of common stock
at an exercise price of $11.14 per share.
     As of September 30, 2010, we had $89.4 million in cash, cash equivalents, and short-term investments, and
$2.8 million in receivables, compared to $50.9 million in cash, cash equivalents, and short-term investments, and
$1.4 million in receivables as of December 31, 2009. The net increase in cash, cash equivalents and short-term
investments for 2010 was primarily due to our April 2010 public offering, partially offset by the use of cash to fund
our clinical-stage programs, personnel costs and for other general corporate purposes. The increase in receivables for
2010 was due to increased
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reimbursements of third-party development costs associated with our MEK inhibitor program under the license
agreement with Bayer
     Under the asset purchase agreement with Valeant, we will be required to pay Valeant $2.0 million after the first
patient is dosed in the first Phase 2b study for the NNRTI program and $1.0 million after the first patient is dosed in
the first Phase 2b study for the MEK inhibitor program.
     We also enter into agreements from time to time with clinical sites and contract research organizations for the
conduct of our clinical trials. We make payments to these sites and organizations based in part upon the number of
patients enrolled and the length of their participation in the clinical trials. Under certain of these agreements, we may
be subject to penalties in the event that we prematurely terminate these agreements. At this time, due to the variability
associated with clinical site and contract research organization agreements, we are unable to estimate with certainty
the future costs we will incur. We intend to use our current financial resources to fund our obligations under these
commitments.
     In addition, we have from time to time entered into employment agreements with our executives that, under certain
cases, provide for the continuation of salary and certain other benefits if these executives are terminated under
specified circumstances. These agreements generally expire upon termination for cause or when we have met our
obligations under these agreements. In the third quarter of 2010, we incurred expenses of approximately $0.5 million
related to continuation of salary and other benefits under employment agreements due to the departure of certain
employees.
     Our future capital uses and requirements depend on numerous forward-looking factors. These factors may include,
but are not limited to, the following: the rate of progress and cost of our clinical trials and other research and
development activities; the scope, prioritization and number of clinical development programs we pursue; the terms
and timing of any collaborative, licensing and other arrangements that we may establish; the cost of filing,
prosecuting, defending and enforcing any patent claims and other intellectual property rights; the costs and timing of
regulatory approvals; the cost of establishing or contracting for manufacturing, sales and marketing capabilities; and
the effect of competing technological and market developments. We anticipate that our existing cash, cash
equivalents, and short-term investments will be sufficient to satisfy our current and projected funding requirements for
at least the next 12 months.
     We have no current means of generating material cash flows from operations. There can be no assurance that our
product development efforts with respect to any of our product candidates will be successfully completed, that
required regulatory approvals will be obtained, or that any products, if introduced, will be successfully marketed or
achieve commercial acceptance. Until we can generate significant continuing revenues, we expect to satisfy our future
cash needs through public or private equity offerings, debt financings and corporate collaboration and licensing
arrangements, as well as through interest income earned on cash balances. We cannot be certain that additional
funding will be available to us on acceptable terms, or at all. Our ability to obtain new financing may be constrained
by unfavorable economic conditions currently affecting financial markets and numerous other factors.
Off-Balance Sheet Arrangements
     We have no off-balance sheet arrangements that have, or are reasonably likely to have, a current or future effect on
our consolidated financial condition, expenses, consolidated results of operations, liquidity, capital expenditures or
capital resources.
ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK
     The primary objective of our investment activities is to preserve our capital to fund operations, while at the same
time maximizing the income we receive from our investments without significantly increasing risk. Our exposure to
market risk for changes in interest rates relates primarily to the increase or decrease in the amount of interest income
we can earn on our investment portfolio. Our risk associated with fluctuating interest income is limited to our
investments in interest rate-sensitive financial instruments. Under our current policies, we do not use interest rate
derivative instruments to manage this exposure to
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interest rate changes. We seek to ensure the safety and preservation of our invested principal by limiting default risk,
market risk and reinvestment risk. We mitigate default risk by investing in short-term investment grade securities,
such as treasury-backed money market funds, corporate bonds, certificates of deposits and commercial paper. Due to
the current market conditions, we no longer invest in asset-backed securities. In accordance with our investment
policy, we do not invest in auction rate securities. As a result of the short-term nature of our investments, a 50-basis
point movement in market interest rates would not have a material impact on the fair value of our portfolio as of
September 30, 2010. While changes in our interest rates may affect the fair value of our investment portfolio, any
gains or losses are not recognized in our statement of operations until the investment is sold or if a reduction in fair
value is determined to be a permanent impairment. We do not have any foreign currency or other derivative financial
instruments.
ITEM 4. CONTROLS AND PROCEDURES
     We maintain disclosure controls and procedures that are designed to ensure that information required to be
disclosed in our reports, filed under the Securities Exchange Act of 1934, is recorded, processed, summarized and
reported within the time periods specified in the SEC�s rules and forms, and that such information is accumulated and
communicated to our management, including our chief executive officer and chief financial officer, as appropriate, to
allow timely decisions regarding required disclosure. In designing and evaluating the disclosure controls and
procedures, management recognized that any controls and procedures, no matter how well designed and operated, can
provide only reasonable and not absolute assurance of achieving the desired control objectives. In reaching a
reasonable level of assurance, management necessarily was required to apply its judgment in evaluating the
cost-benefit relationship of possible controls and procedures. In addition, the design of any system of controls also is
based in part upon certain assumptions about the likelihood of future events, and there can be no assurance that any
design will succeed in achieving its stated goals under all potential future conditions. Over time, a control may
become inadequate because of changes in conditions or the degree of compliance with policies or procedures may
deteriorate. Because of the inherent limitations in a cost-effective control system, misstatements due to error or fraud
may occur and not be detected.
     As required by the SEC Rule 13a-15(b), we carried out an evaluation under the supervision and with the
participation of our management, including our chief executive officer and chief financial officer, of the effectiveness
of the design and operation of our disclosure controls and procedures as of the end of the period covered by this
report. Based on the foregoing, our chief executive officer and chief financial officer concluded that our disclosure
controls and procedures were effective at the reasonable assurance level.
     There has been no change in our internal control over financial reporting during our most recent fiscal quarter that
has materially affected, or is reasonably likely to materially affect, our internal control over financial reporting.
PART II. OTHER INFORMATION
ITEM 1A. RISK FACTORS

You should carefully consider the following information about risks and uncertainties that may affect us or our
business, together with the other information appearing elsewhere in this quarterly report on Form 10-Q and in our
other filings with the SEC. If any of the following events, described as risks, actually occur, our business, financial
condition, results of operations and future growth prospects would likely be materially and adversely affected. In
these circumstances, the market price of our common stock could decline, and you may lose all or part of your
investment in our securities. An investment in our securities is speculative and involves a high degree of risk. You
should not invest in our securities if you cannot bear the economic risk of your investment for an indefinite period of
time and cannot afford to lose your entire investment. The risks described below include certain additions and
revisions to the risks set forth in our annual report on Form 10-K for the fiscal year ended December 31, 2009 and
our subsequent filings with the SEC. Risk factors containing such revisions are marked with an asterisk.
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Risks Related to Our Business
Our success depends substantially on our most advanced product candidate, RDEA594. We cannot be certain that
this product candidate will receive regulatory approval or be successfully commercialized.*
     We are currently focusing substantially all of our development efforts on our product candidate for the treatment of
gout and hyperuricemia, RDEA594, and our near-term prospects depend almost entirely on RDEA594�s successful
development and commercialization. We currently have no drug products approved for sale and we may never be able
to develop marketable drug products. The research, testing, manufacturing, labeling, approval, sale, marketing and
distribution of drug products are subject to extensive regulation by the U.S. Food and Drug Administration, or FDA,
and other regulatory authorities in the United States and other countries, whose regulations differ from country to
country. We are not permitted to market our product candidates in the United States until we receive approval of a
new drug application, or NDA, from the FDA, or in any foreign countries until we receive the requisite approval from
the regulatory authorities of such countries. We have not received marketing approval for any of our product
candidates. Our near-term success is substantially dependent on our ability to successfully complete the approval
process for RDEA594. Obtaining this approval is a lengthy, expensive and uncertain process that could require the
expenditure of substantial and unanticipated resources.
     An approval letter from the FDA authorizes commercial marketing of the drug with specific prescribing
information for specific indications. As a condition of approval, the FDA may require substantial post-approval testing
and surveillance to monitor the drug�s safety or efficacy and may impose other conditions which can affect the
potential market and profitability of the drug. Once granted, product approvals may be withdrawn if compliance with
regulatory standards is not maintained or problems are identified following initial marketing.
     The FDA has substantial discretion in this drug approval process, including the ability to delay, limit or deny
approval of a product candidate for many reasons. For example the FDA may:
� not deem a product candidate safe and effective;

� not find the data from preclinical studies and clinical trials sufficient to support approval;

� not agree with our interpretation and characterization of efficacy and safety data from our clinical trials;

� require additional preclinical or clinical studies;

� not approve of our third-party manufacturers� processes and facilities; or

� change its approval policies, adopt new regulations, or provide new guidance or change its view regarding
guidance previously provided.

     RDEA594 is close to completing evaluation in Phase 2 clinical trials. We plan to meet with the FDA and the
European Medicines Agency, or EMA, for end of Phase 2 meetings to discuss the Phase 2 data with the goal of
defining a Phase 3 plan for RDEA594. As part of that plan RDEA594 will need to successfully complete additional
pivotal clinical trials, as well as potential additional non-pivotal clinical trials we may be required to conduct based on
feedback we may receive at these end of Phase 2 meetings. Our product candidates may not be approved even if they
achieve their specified endpoints in these and future clinical trials. For example, RDEA594 may not be approved even
though it achieved its specified endpoints in the Phase 3 clinical trials and met the FDA or EMA guidance on the
general efficacy benchmarks required in pivotal trials for comparison against placebo. The FDA or EMA may
disagree with our trial design and our interpretation of efficacy and safety data from the Phase 3 clinical trials, or may
change the requirements for approval even after it has reviewed and commented on the design for those clinical trials.
The FDA or EMA may also approve RDEA594 for fewer or more limited indications than we request, may request
additional clinical trials prior to approval, or may grant approval contingent on the performance of costly additional
clinical trials, which may be required prior to or after approval.
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     In addition, the FDA or EMA may not approve the labeling that we believe is necessary or desirable for the
successful commercialization of RDEA594. Any failure to obtain regulatory approval of RDEA594 would limit our
ability to ever generate revenues (and any failure to obtain such approval for all of the indications and labeling claims
we deem desirable could reduce our potential revenue) and would have a material and adverse impact on our business.
Development of our products will take years; we may never attain product sales; and we expect to continue to incur
net operating losses.*
     We have incurred, and expect to continue to incur, substantial operating losses for the foreseeable future. We
expect that most of our resources for the foreseeable future will be dedicated to further development of RDEA594,
research and development and preclinical and clinical testing of next-generation compounds for the treatment of gout
and hyperuricemia and our continued collaboration with Bayer on BAY 86-9766. The amounts paid to advance
RDEA594 and the preclinical and clinical development of other product candidates may continue to increase.
RDEA594 and any compounds we advance through preclinical and clinical development will require extensive and
costly development, preclinical testing and clinical trials prior to seeking regulatory approval for commercial sales and
may never be approved for commercial sales. The time required to achieve product sales and profitability is lengthy
and highly uncertain and we cannot assure you that we will be able to achieve or maintain product sales.
We are not currently profitable and may never become profitable.
     To date, we have generated limited revenues and we do not anticipate generating significant revenues for at least
several years, if ever. We may increase our operating expenses over the next several years as we plan to advance our
product candidates into further preclinical testing and clinical trials, and may expand our research and development
activities and acquire or license new technologies and product candidates. As a result, we expect to continue to incur
significant and potentially increasing operating losses for the foreseeable future. Because of the numerous risks and
uncertainties associated with our research and product development efforts, we are unable to predict the extent of any
future losses or when we will become profitable, if ever. Even if we do achieve profitability, we may not be able to
sustain or increase profitability on an ongoing basis.
Because the results of preclinical studies and early clinical trials are not necessarily predictive of future results, we
can provide no assurances that RDEA594, BAY 86-9766 or any other of our product candidates will have favorable
results in future clinical trials or receive regulatory approval.*
     Positive results from preclinical studies and early clinical trials should not be relied upon as evidence that later or
larger-scale clinical trials will succeed. Even if our product candidates achieve positive results in preclinical studies,
we will be required to demonstrate through clinical trials that these product candidates are safe and effective for use in
a diverse population before we can seek regulatory approvals for their commercial sale. There is typically an
extremely high rate of attrition from the failure of product candidates proceeding through clinical trials. There is no
guarantee that the efficacy of any product candidate, including RDEA594, shown in early patient trials will be
replicated or maintained in future trials of longer duration and/or larger patient populations. Similarly, favorably
safety and tolerability data seen in short-term studies might not replicated in studies of longer duration and/or larger
patient populations. Data from additional preclinical studies may also reveal unacceptable levels of toxicity of our
product candidates. If any product candidate demonstrates insufficient safety, unacceptable interactions with other
medications or insufficient efficacy in any clinical trial, then we would experience potentially significant delays in, or
be required to abandon, development of that product candidate. If we delay or abandon our development efforts of any
of our product candidates, then we may not be able to generate sufficient revenues to become profitable, and our
reputation in the industry and in the investment community would likely be significantly damaged, each of which
would cause our stock price to decrease significantly.
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Delays in the commencement of clinical testing of our current and potential product candidates could result in
increased costs to us and delay our ability to generate revenues.
     Our product candidates will require preclinical testing and extensive clinical trials prior to submission of any
regulatory application for commercial sales. Delays in the commencement of clinical testing of our product candidates
could significantly increase our product development costs and delay product commercialization. In addition, many of
the factors that may cause, or lead to, a delay in the commencement of clinical trials may also ultimately lead to denial
of regulatory approval of a product candidate.
     The commencement of clinical trials can be delayed for a variety of reasons, including:
� delays in demonstrating sufficient safety and efficacy to obtain regulatory approval to commence a clinical trial;

� delays in reaching agreement on acceptable terms with prospective contract research organizations and clinical
trial sites;

� delays in manufacturing quantities of a product candidate sufficient for clinical trials;

� delays in obtaining approval of an IND from the FDA or similar foreign approval;

� delays in obtaining institutional review board approval to conduct a clinical trial at a prospective site; and

� insufficient financial resources.
     In addition, the commencement of clinical trials may be delayed due to slow or insufficient patient enrollment,
which is a function of many factors, including the size of the patient population, the nature of the protocol, the
proximity of patients to clinical sites, the availability of effective treatments for the relevant disease, and the eligibility
criteria for the clinical trial. Finally, we may delay the commencement of clinical trials with respect to product
candidates, as we have with RDEA806 and RDEA427, until we enter into a collaboration or license agreement with
another party to fund the clinical trials of such product candidates.
Once clinical testing of RDEA594, BAY 86-9766 and other potential product candidates has commenced, the
termination, or delays in the completion, of clinical testing could result in increased costs to us and delay or
prevent us from generating revenues.*
     Once a clinical trial for any current or potential product candidate has begun, it may be delayed, suspended or
terminated by us or the FDA or other regulatory authorities due to a number of factors, including:
� ongoing discussions with the FDA or other regulatory authorities regarding the scope or design of our clinical

trials or FDA requests for supplemental information with respect to our clinical trial results;

� failure to conduct clinical trials in accordance with regulatory requirements;

� lower than anticipated recruitment rate or retention rate of patients in clinical trials;

� the imposition of a clinical hold;
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� lack of adequate funding to continue clinical trials;

� negative results of clinical trials;

� changes to clinical trials protocols;

� insufficient supply or deficient quality of product candidates or other materials necessary for the conduct of our
clinical trials; or

� serious adverse events or other undesirable drug-related side effects experienced by clinical trial participants.
     Many of these factors that may lead to a delay, suspension or termination of clinical testing of a current or potential
product candidate may also ultimately lead to denial of regulatory approval of a current or potential product candidate.
If we experience delays in the completion, or termination of, clinical testing, our financial results and the commercial
prospects for our product candidates will be harmed, and our ability to generate revenues from those products will be
delayed.
If our efforts to develop and commercialize RDEA594 are unsuccessful, we may be required to obtain rights to new
products or product candidates from third parties, which we may not be able to do.*
     Our current primary focus is on the advancement of RDEA594 through clinical development, regulatory approval
and commercialization. If we are not successful, we may seek to identify and obtain new products or product
candidates. Our current internal research and development is limited to activities related to next-generation
compounds for the treatment of gout and hypercuricemia. If these activities are insufficient or unsuccessful, we may
seek to obtain rights to new products or new product candidates from third parties. We may be unable to obtain
suitable product candidates or products from third parties for a number of reasons, including:
� our inability to purchase or license products or product candidates on terms that would allow us to make a

sufficient financial return from resulting products;

� competitors may be unwilling to assign or license products or product candidate rights to us; or

� we may be unable to identify suitable products or product candidates within, or complementary to, our areas of
interest or capabilities.

     If we are unable to obtain rights to new products or product candidates from third parties, our ability to generate
product revenues and achieve profitability may suffer.
If we successfully complete clinical trials for RDEA594 or any other product candidate, there are no assurances
that we will be able to submit, or obtain regulatory approval of, a new drug application.*
     There can be no assurance that even if our clinical trials of RDEA594 or any other potential product candidate are
successfully completed, we will be able to submit a NDA to the FDA in the United States or similar application to
other regulatory authorities elsewhere in the world, or that any applications we submit will be approved by these
regulatory authorities in a timely manner, if at all. If we are unable to submit a NDA or similar application with
respect to RDEA594 or any other product candidate, or if any NDA or similar application we submit is not approved
by the FDA or other regulatory authorities elsewhere in the world, we will be unable to commercialize that product.
These authorities can and do reject new drug applications and require additional clinical trials, even when product
candidates have performed well or have achieved favorable results in clinical trials. If we fail to commercialize
RDEA594 or any other product candidate, we may be unable to generate sufficient revenues to attain profitability and
our reputation in the industry and in the investment community would likely be damaged, each of which would cause
our stock price to decrease.
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If we successfully develop products, but those products do not achieve and maintain market acceptance, our
business will not be profitable.
     Even if RDEA594, BAY 86-9766 or other product candidates are approved for commercial sale by the FDA or
other regulatory authorities, our profitability and growth will depend on the degree of market acceptance of any
approved product candidate by physicians, healthcare professionals and third-party payors, which will in turn depend
on a number of factors, including:
� our ability to provide acceptable evidence of safety and efficacy of our products;

� relative convenience and ease of administration of products;

� the prevalence and severity of any adverse side effects from the products;

� the availability of alternative treatments;

� pricing and cost effectiveness of products; and

� sufficient third-party insurance coverage or reimbursement.
     In addition, even if any of our potential products achieve market acceptance, we may not be able to maintain that
market acceptance over time if:
� new products or technologies are introduced that are more favorably received than our potential future products,

are more cost effective or render our potential future products obsolete; or

� complications arise with respect to use of our potential future products.
We will need substantial additional funding and may be unable to raise capital when needed, or at all, which would
force us to delay, reduce or eliminate our research and development programs or commercialization efforts.*
     We anticipate that our existing cash, cash equivalents, and short-term investments will be sufficient to satisfy our
current and projected funding requirements for at least the next 12 months. We may need to raise additional capital to
complete the development, regulatory review and approval process and commercial launch of RDEA594. Also, our
business and operations may change in a manner that would consume available resources at a greater rate than
anticipated or require more capital than currently anticipated. For example, the FDA may require the Phase 3 clinical
trials of RDEA594 to be of significantly longer duration or in significantly larger patient populations than we
currently expect. In addition, we will need to raise substantial additional capital in the future to, among other things:
� advance RDEA594 and any other product candidates through the, development and regulatory review and

approval process;

� establish and maintain manufacturing, sales and marketing operations;

� commercialize RDEA594 or other product candidates, if any, that receive regulatory approval; and

� acquire rights to products or product candidates, technologies or businesses.
     Our future funding requirements will depend on, and could increase significantly as a result of, many factors,
including:
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� the rate of progress and cost of our research and development activities;

� the scope, prioritization and number of preclinical studies and clinical trials we pursue;

� the costs of filing, prosecuting, defending and enforcing any patent claims and other intellectual property rights;

� the costs and timing of regulatory approval;

� the costs of establishing or contracting for manufacturing, sales and marketing capabilities;

� the effects of competing technological and market developments;

� the terms and timing of any collaborative, licensing and other arrangements that we may establish; and

� the extent to which we acquire or license new technologies, products or product candidates.
     We do not anticipate that we will generate significant continuing revenues for at least several years, if ever. Until
we can generate significant continuing revenues, we expect to satisfy our future cash needs through public or private
equity offerings, debt financings and corporate collaboration and licensing arrangements, as well as through interest
income earned on cash balances. We cannot be certain that additional funding will be available to us on acceptable
terms, or at all. Our ability to obtain new financing may be constrained by unfavorable economic conditions affecting
financial markets and numerous other factors. If funds are not available, we may be required to delay, reduce the
scope of, or eliminate one or more of our research or development programs or our commercialization efforts.
We have decreased the size of our organization and may need to do so again in the future, and we may experience
difficulties in managing these organizational changes.
     We have decreased the size of our organization and may need to do so again in the future in response to internal or
external adverse financial conditions or events. If our staffing is inadequate because of additional, unanticipated
attrition or because we fail to retain the staffing level required to accomplish our business objectives we may be
delayed or unable to continue the development or commercialization of our product candidates, which could impede
our ability to generate revenues and achieve profitability.
     Additionally, employees whose positions are eliminated in connection with any reduction may seek future
employment with our competitors. Although all of our employees are required to sign a confidentiality agreement with
us at the time of hire, we cannot assure you that the confidential nature of our proprietary information will be
maintained in the course of such future employment. Our restructuring efforts may harm our reputation and employee
morale, impair our ability to attract and retain future employees, and actually increase our expenses in the short term.
We cannot assure you that any future restructuring efforts will be successful, or that we will be able to realize the cost
savings and other anticipated benefits from future restructuring activities.
Raising additional funds by issuing securities or through additional collaboration and licensing arrangements may
cause dilution to existing stockholders, restrict our operations or require us to relinquish proprietary rights.
     We may raise additional funds through public or private equity offerings, debt financings or corporate
collaborations and licensing arrangements. We cannot be certain that additional funding will be available on
acceptable terms, or at all. To the extent that we raise additional capital by issuing equity securities, our stockholders�
ownership will be diluted. Any debt financing we obtain may involve covenants that restrict our operations. These
restrictive covenants may include, among other things, limitations on borrowing, specific restrictions on the use of our
assets, as well as prohibitions on our ability
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to create liens on our assets, pay dividends on or redeem our capital stock or make investments. In addition, if we raise
additional funds through collaboration and licensing arrangements, it may be necessary to grant licenses on terms that
are not favorable to us or relinquish potentially valuable rights to our potential products or proprietary technologies.
We may be required in future collaborations to relinquish all or a portion of our sales and marketing rights with
respect to other potential products or license intellectual property that enable licensees to develop competing products
in order to complete any such transaction.
The investment of our cash balance and investments in marketable securities are subject to risks which may cause
losses and affect the liquidity of these investments.
     Our short-term investments consist primarily of securities of the United States government�s federal agencies,
entities controlled by the federal government and United States commercial paper, corporate debt securities and
certificates of deposits. These investments are subject to general credit, liquidity, market and interest rate risks, which
may further be exacerbated by United States sub-prime mortgage defaults and other factors, which have affected
various sectors of the financial markets and caused credit and liquidity issues. For the three and nine months ended
September 30, 2010, we determined that any declines in the fair value of our investments were temporary. There may
be further declines in the value of these investments, which we may determine to be other than temporary. These
market risks associated with our investment portfolio may have a material adverse effect on our results of operations,
liquidity and financial condition.
We depend on collaborations with other parties to develop and commercialize selected product candidates and to
provide substantially all of our revenues.*
     We expect that, for at least the next few years, our ability to generate significant revenues will depend in large part
upon the success of our existing collaboration with Bayer and our ability to enter into new collaborations. Future
revenues from our collaboration with Bayer will depend on the achievement of development, regulatory and
sales-based milestones and royalty payments, if any. We will not receive additional revenues from our existing
collaboration if Bayer�s development and commercialization efforts are unsuccessful.
     Typically, collaborators, including Bayer, will control the development and commercialization of partnered
compounds after entering into a collaboration or license agreement. In addition, we may not have complete access to
information about the results and status of our collaborators� clinical development and regulatory programs and
strategies. Our collaborators may not devote adequate resources to the development of our compounds and may not
develop or implement a successful clinical or regulatory strategy. We cannot guarantee that any development,
regulatory or sales-based milestones in our existing or future collaborations will be achieved on the timelines we
anticipate, or at all. We cannot guarantee that we will receive any payments for the achievement of any milestones or
royalties on sales of products. In addition, collaborations, including our existing collaboration with Bayer, may be
terminated early in certain circumstances, in which case, we may not receive future milestone or royalty payments.
Each of these concerns would also apply in the event we choose to enter into a collaboration with a partner for our
gout and hyperuricemia program.
     Our ability to enter into new collaborations will depend in part on finding appropriate partners for our development
programs. There has recently been increased consolidation and strategic realignment among pharmaceutical
companies, particularly in the HIV market. The reduced number of potential partners could make it more difficult to
identify a potential partner for our HIV compounds and negotiate and enter into any potential collaboration. Even if
potential partners are interested in our programs, we may be unable to agree with potential partners on the value of our
development programs or other material terms of a collaboration. For example, the market size and customer demand
for RDEA594, if is approved, is difficult to estimate. There have only been two new products for the treatment of gout
approved and introduced in the last 40 years, so there is very limited gout market data available.
     Finally, our ability to enter into new collaborations also depends on the outcome of preclinical and clinical testing,
the results of which we cannot control. Even if our testing is successful, pharmaceutical
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companies may not partner with us on terms that we believe are acceptable until we have advanced our drug
candidates into the clinic and, possibly, through later-stage clinical trials, if at all.
Conflicts may arise between us and any of our collaborators that could delay or prevent the development or
commercialization of our product candidates.
     Conflicts may arise between our collaborators and us, such as conflicts concerning the interpretation of clinical
data or the achievement of milestones. If any conflicts arise with Bayer or any future collaborators, they may act in
their self-interest, which may be adverse to our best interests. Any such disagreement between us and a collaborator
could result in one or more of the following, each of which could delay or prevent the development or
commercialization of our product candidates, and, in turn, prevent us from generating sufficient revenues to achieve or
maintain profitability:
� unwillingness on the part of a collaborator to pay us milestone payments or royalties we believe are due to us

under our collaboration or license agreement;

� unwillingness on the part of a collaborator to keep us informed regarding the progress of its development and
commercialization activities or to permit public disclosure of the results of those activities; or

� slowing or cessation of a collaborator�s development or commercialization efforts with respect to our product
candidates.

We depend on outside parties to conduct our preclinical and clinical trials, which may result in costs and delays
that prevent us from obtaining regulatory approval or successfully commercializing product candidates.*
     We engage clinical investigators and medical institutions to enroll patients in planned clinical trials and contract
research organizations to perform data collection and analysis and other aspects of our preclinical studies and clinical
trials. As a result, we depend on these clinical investigators, medical institutions and contract research organizations to
properly perform the studies and trials. If these parties do not successfully carry out their contractual duties or
obligations or meet expected deadlines, or if the quality or accuracy of the data they obtain is compromised due to the
failure to adhere to our clinical protocols or for other reasons, our clinical trials may be extended, delayed or
terminated. We may not be able to enter into replacement arrangements without undue delays or excessive
expenditures. If there are delays in testing or regulatory approvals as a result of the failure to perform by third-parties,
our drug development costs will increase and we may not be able to obtain regulatory approval for or successfully
commercialize our product candidates. In addition, we may not be able to maintain any of these existing relationships,
or establish new ones on acceptable terms, if at all.
We do not have internal manufacturing capabilities, and if we fail to develop and maintain internal capabilities or
supply relationships with collaborators or other outside manufacturers, we may be unable to develop or
commercialize any products.*
     Our ability to develop and commercialize RDEA594 and any other products we may develop depends in part on
our ability to manufacture, or arrange for collaborators or other parties to manufacture, our products at a competitive
cost, in accordance with regulatory requirements, and in sufficient quantities for clinical testing and eventual
commercialization. Our current manufacturing agreements for RDEA594 reflect a much smaller scale than would be
required for commercial manufacturing. If these parties do not satisfy their contractual duties or obligations, including
with respect to quantity or quality, or meet expected deadlines, our clinical trials may be significantly delayed or
compromised and costs would increase. If we need to replace an unsatisfactory manufacture, or increase our capacity,
our inability to enter into or maintain manufacturing agreements with collaborators or capable contract manufacturers
on acceptable terms could delay or prevent the development and commercialization RDEA594 and any other
products, which would adversely affect our ability to generate revenues and would increase our expenses.
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If we are unable to establish sales and marketing capabilities or enter into agreements with other parties to sell and
market any products we may develop, we may be unable to generate product revenue.
     We do not currently have a sales organization for the sales, marketing and distribution of pharmaceutical products.
In order to commercialize RDEA594 or any other products, we must build our sales, marketing, distribution,
managerial and other non-technical capabilities or make arrangements with other parties to perform these services. We
have not yet determined whether we will attempt to establish internal sales and marketing capabilities or enter into
agreements with other parties to sell and market any products we may develop. The establishment and development of
our own sales force to market any products we may develop will be expensive and time consuming and could delay
any product launch, and we cannot be certain that we would be able to successfully develop this capacity. If we are
unable to establish our sales and marketing capability or any other non-technical capabilities necessary to
commercialize any product we may develop, we will need to contract with third parties to market and sell any
products we may develop. If we are unable to establish adequate sales, marketing and distribution capabilities,
whether independently or with other parties, we may not be able to generate product revenue and may not become
profitable.
If we are unable to attract and retain key management and scientific staff, we may be unable to successfully
develop or commercialize our product candidates.
     We are a small company, and our success depends on our continued ability to attract, retain and motivate highly
qualified management and scientific personnel. In particular, our research and drug discovery and development
programs depend on our ability to attract and retain highly skilled chemists, biologists and preclinical personnel. If we
are unable to hire or retain these employees, we may not be able to advance our research and development programs at
the pace we anticipate. We may not be able to attract or retain qualified management and scientific personnel in the
future due to the intense competition for qualified personnel among biotechnology and pharmaceutical businesses,
particularly in the San Diego, California area. If we are not able to attract and retain the necessary personnel to
accomplish our business objectives, we may experience constraints that will impede significantly the achievement of
our research and development objectives. In addition, all of our employees are �at will� employees, which means that
any employee may quit at any time and we may terminate any employee at any time. Currently, we do not have
employment agreements with any employees or members of senior management that provide us any guarantee of their
continued employment. If we lose members of our senior management team, we may not be able to find suitable
replacements and our business may be harmed as a result.
Our quarterly results and stock price may fluctuate significantly.
     We expect our results of operations and future stock price to continue to be subject to significant fluctuations. The
level of our revenues, if any, our results of operations and our stock price at any given time will be based primarily on
the following factors:
� whether or not we achieve specified milestones under any agreement that we enter into with collaborators and the
timely payment by potential commercial collaborators of any amounts payable to us or by us to Valeant or any
other party, including the milestone payments that we may make to Valeant;

� the addition or termination of research or development programs or funding support;

� the status of development of our product candidates, including results of preclinical studies and any future clinical
trials;
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� variations in the level of expenses related to the development and commercialization of our product candidates or
potential product candidates during any given period;

� our execution of collaborative, licensing or other arrangements, and the timing and accounting treatment of
payments we make or receive under these arrangements;

� our selection of additional compounds for development; and

� fluctuations in the stock prices of other companies in the biotechnology and pharmaceuticals industries and in the
financial markets generally.

     These factors, some of which are not within our control, may cause the price of our stock to fluctuate substantially.
In particular, if our quarterly operating or financial results fail to meet or exceed the expectations of securities analysts
or investors, our stock price could drop suddenly and significantly. We believe that quarterly comparisons of our
financial results are not necessarily meaningful and should not be relied upon as an indication of our future
performance.
If we make any acquisition, we will incur a variety of costs, and we may never realize the anticipated benefits of the
acquisition.
     In 2006, we acquired pharmaceutical research and development programs, including our most advanced product
candidates, from Valeant, and there is no guarantee that we will be able to successfully develop the acquired product
candidates. We may attempt to acquire businesses, technologies, services or other products or in-license technologies
that we believe are a strategic fit with our existing development programs, at the appropriate time and as resources
permit. In any acquisition, the process of integrating the acquired business, personnel, technology, service or product
may result in unforeseen operating difficulties and expenditures and may divert significant management attention
away from our ongoing business operations. Other operational and financial risks associated with acquisitions include:
� assumption and exposure to unknown liabilities of an acquired business;

� disruption of our business and diversion of our management�s time and attention to acquiring and developing
acquired products or technologies;

� incurrence of substantial debt or dilutive issuances of securities to pay for acquisitions;

� higher than expected acquisition and integration costs;

� increased amortization expenses;

� negative effect on our earnings (or loss) per share;

� difficulties in combining and integrating the operations and personnel of any acquired businesses with our
operations and personnel;

� impairment of relationships with key suppliers, contractors or customers of any acquired businesses due to changes
in management and ownership; and

� inability to retain key employees of any acquired businesses.
     We may fail to realize the anticipated benefits of any completed acquisition or devote resources to potential
acquisitions that are never completed. If we fail to successfully identify strategic opportunities, complete strategic
transactions or integrate acquired businesses, technologies, services or products, then we may not be able to
successfully expand our product candidate portfolio to provide adequate revenue to attain and maintain profitability.
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Earthquake damage to our facilities could delay our research and development efforts and adversely affect our
business.
     Our research and development facility in San Diego, California, is located in a seismic zone, and there is the
possibility of an earthquake, which could be disruptive to our operations and result in delays in our research and
development efforts. In the event of an earthquake, if our facilities or the equipment in our facilities are significantly
damaged or destroyed, we may not be able to rebuild or relocate our facility or replace any damaged equipment in a
timely manner and our business, financial condition and results of operations could be materially and adversely
affected.
Our business and operations would suffer in the event of system failures.*
     Despite the implementation of security measures, our internal computer systems are vulnerable to damage from
computer viruses, unauthorized access, natural disasters, terrorism, war and telecommunication and electrical failures.
Any system failure, accident or security breach that causes interruptions in our operations could result in a material
disruption of our drug development programs. For example, the loss of clinical trial data from completed clinical trials
for RDEA594 could result in delays in our regulatory approval efforts and significantly increase our costs to recover
or reproduce the data. To the extent that any disruption or security breach results in a loss or damage to our data or
applications, or inappropriate disclosure of confidential or proprietary information, we may incur liability and the
further development of our product candidate may be delayed.
Valeant�s exercise of its option to repurchase commercialization rights in territories outside the United States and
Canada (the �Valeant Territories�) could limit the market for our first NNRTI product and adversely affect our
business.
     Under the asset purchase agreement that we entered into with Valeant on December 21, 2006, Valeant retains a
one-time option to repurchase commercialization rights in the Valeant Territories for our first NNRTI product derived
from the acquired intellectual property to advance to a Phase 2b HIV clinical trial. If Valeant exercises this option,
which it can do following the completion of a Phase 2b clinical trial, but prior to the initiation of a Phase 3 clinical
trial, Valeant would pay us a $10.0 million option fee, up to $21.0 million in milestone payments based on regulatory
approvals, and a mid-single-digit royalty on product sales in the Valeant Territories. However, Valeant would then
own all commercialization rights in the Valeant Territories, which may adversely impact the amount of aggregate
revenue we may be able to generate from sales of our NNRTI product and may negatively impact our potential for
long-term growth. Also, if Valeant exercises its option to repurchase commercialization rights in the Valeant
Territories and experiences difficulties in commercializing our NNRTI product in the Valeant Territories, then our
commercialization efforts in the United States and Canada may be adversely impacted. Finally, Valeant�s option may
adversely impact our efforts to enter into a collaboration or license agreement with a potential partner to develop and
commercialize our NNRTI product.
Failure to comply with our minimum commitments under the asset purchase agreement with Valeant could expose
us to potential liability or otherwise adversely affect our business.
     Under the terms of the Valeant asset purchase agreement, we agreed to use commercially reasonable efforts to
develop the product candidates in the pharmaceutical research and development programs we acquired from Valeant,
with the objective of obtaining marketing approval for RDEA806, BAY 86-9766, (formerly known as RDEA119) and
the lead product candidates from the next generation NNRTI and MEK inhibitor programs in the United States, the
United Kingdom, France, Spain, Italy and Germany. If we have a disagreement with Valeant on whether we have used
commercially reasonable efforts to develop such product candidates, then we may be subject to a potential lawsuit or
lawsuits from Valeant under the asset purchase agreement. If such a lawsuit was successful, we may be subject to
financial losses, our reputation within the pharmaceutical research and development community may be negatively
impacted and our business may suffer.
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Failure to maintain effective internal controls in accordance with Section 404 of the Sarbanes-Oxley Act could
have a material adverse effect on our business and stock price.
     Section 404 of the Sarbanes-Oxley Act requires on-going management assessments of the effectiveness of our
internal controls over financial reporting and a report by our independent registered public accounting firm that
provides their assessment of the effectiveness of our internal controls. Testing and maintaining internal controls
involves significant costs and can divert our management�s attention from other matters that are important to our
business. We and our independent registered public accounting firm may not be able to conclude on an ongoing basis
that we have effective internal controls over financial reporting in accordance with Section 404. Failure to achieve and
maintain an effective internal control environment could harm our operating results and could cause us to fail to meet
our reporting obligations. Inferior internal controls could also cause investors to lose confidence in our reported
financial information, which could have a negative effect on the price of our stock.
     Our management, including our Chief Executive Officer and Chief Financial Officer, does not expect that our
internal controls over financial reporting will prevent all errors and all fraud. A control system, no matter how well
designed and operated, can provide only reasonable, not absolute, assurance that the control system�s objectives will be
met. Further, the design of a control system must reflect the fact that there are resource constraints, and the benefits of
controls must be considered relative to their costs. Because of the inherent limitations on all control systems, no
evaluation of controls can provide absolute assurance that all control issues and instances of fraud involving a
company have been, or will be, detected. The design of any system of controls is based in part on certain assumptions
about the likelihood of future events, and we cannot assure you that any design will succeed in achieving its stated
goals under all potential future conditions. Over time, controls may become inadequate because of changes in
conditions or deterioration in the degree of compliance with policies or procedures. Because of the inherent limitations
in cost-effective control systems, misstatements due to error or fraud may occur and not be detected. We cannot assure
you that we or our independent registered public accounting firm will not identify a material weakness in our internal
controls in the future. A material weakness in our internal controls over financial reporting would require management
and our independent registered public accounting firm to evaluate our internal controls as ineffective. If our internal
controls over financial reporting are not considered effective, we may experience a loss of public confidence, which
could have an adverse effect on our business and on the price of our stock.
Risks Related to Our Industry
Because our product candidates and development and collaboration efforts depend on our intellectual property
rights, adverse events affecting our intellectual property rights will harm our ability to commercialize products.
     Our commercial success depends in significant part on obtaining and maintaining patent protection and trade secret
protection of our product candidates and their uses, as well as successfully defending these patents against challenges.
We will only be able to protect our product candidates and their uses from unauthorized use by other parties to the
extent that valid and enforceable patents or effectively protected trade secrets cover them.
     Due to evolving legal standards relating to the patentability, validity and enforceability of patents covering
pharmaceutical inventions and the scope of claims made under these patents, our ability to obtain and enforce patents
is uncertain and involves complex legal and factual questions. The U.S. Patent and Trademark Office issued revised
regulations affecting prosecution before that office, and various pieces of legislation, including patent reform acts,
have been introduced or discussed in the U.S. Senate and Congress in the past few years. If implemented, or following
final resolution of pending legislation, new regulations or legislation could, among other things, restrict our ability to
prosecute applications in the U.S. Patent and Trademark Office, limit the number of patent claims in applications that
we have previously filed or intend to file, and may lower the threshold required for competitors to challenge our
patents in the U.S. Patent and Trademark Office after they have been granted. Accordingly, rights under any issued
patents may not provide us with sufficient protection for our product candidates or provide sufficient protection to
afford us a commercial advantage against competitive
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products or processes. In addition, we cannot guarantee that any patents will issue from any pending or future patent
applications owned by or licensed to us. Even with respect to patents that have issued or will issue, we cannot
guarantee that the claims of these patents are, or will be valid, enforceable or will provide us with any significant
protection against competitive products or otherwise be commercially valuable to us. For example:
� we might not have been the first to make, conceive or reduce to practice the inventions covered by any or all of our
pending patent applications;

� we might not have been the first to file patent applications for these inventions;

� others may independently develop similar or alternative technologies or duplicate any of our technologies;

� it is possible that none of our pending patent applications will result in issued patents;

� our issued or acquired patents may not provide a basis for commercially viable products, may not provide us with
any competitive advantages, or may be challenged by other parties;

� our issued patents may not be valid or enforceable; or

� the patents of others may have an adverse effect on our business.
     Patent applications in the United States are maintained in confidence for at least 18 months after their filing.
Consequently, we cannot be certain that the patent applications we are pursuing will lead to the issuance of any patent
or be free from infringement or other claims from other parties. In the event that another party has also filed a United
States patent application relating to our product candidates or a similar invention, we may have to participate in
interference proceedings declared by the United States Patent Office to determine priority of invention in the United
States. The costs of these proceedings could be substantial and it is possible that our efforts would be unsuccessful,
resulting in a material adverse effect on our United States patent position. Furthermore, we may not have identified all
United States and foreign patents or published applications that affect our business either by blocking our ability to
commercialize our product candidates or by covering similar technologies that affect our market.
     In addition, some countries, including many in Europe, do not grant patent claims directed to methods of treating
humans, and in these countries patent protection may not be available at all to protect our product candidates.
     Even if patents issue, we cannot guarantee that the claims of those patents will be valid and enforceable or provide
us with any significant protection against competitive products, or otherwise be commercially valuable to us.
     Other companies may obtain patents and/or regulatory approvals to use the same drugs to treat diseases, other than
gout, cancer and HIV. As a result, we may not be able to enforce our patents effectively because we may not be able
to prevent healthcare providers from prescribing, administering or using another company�s product that contains the
same active substance as our products when treating patients with gout, cancer or HIV.
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Our business depends upon not infringing the rights of others.
     If we are sued for infringing intellectual property rights of others, it will be costly and time consuming, and an
unfavorable outcome in that litigation would have a material adverse effect on our business. Our commercial success
depends upon our ability to develop, manufacture, market and sell our product candidates without infringing the
proprietary rights of other parties. We may be exposed to future litigation by other parties based on claims that our
product candidates or activities infringe the intellectual property rights of others. There are numerous United States
and foreign-issued patents and pending patent applications owned by others in gout, cancer, HIV and the other fields
in which we may develop products. We cannot assure you that parties holding any of these patents or patent
applications will not assert infringement claims against us for damages or seek to enjoin our activities. We also cannot
assure you that, in the event of litigation, we will be able to successfully assert any belief we may have as to
non-infringement, invalidity or immateriality, or that any infringement claims will be resolved in our favor.
     There is a substantial amount of litigation involving patent and other intellectual property rights in the
biotechnology and biopharmaceutical industries generally. Any litigation or claims against us, with or without merit,
may cause us to incur substantial costs, could place a significant strain on our financial resources, divert the attention
of management from our core business and harm our reputation. In addition, intellectual property litigation or claims
could result in substantial damages and force us to do one or more of the following if a court decides that we infringe
on another party�s patent or other intellectual property rights:
� cease selling, incorporating or using any of our products that incorporate the challenged intellectual property;

� obtain a license from the holder of the infringed intellectual property right, which license may be costly or may not
be available on reasonable terms, if at all; or

� redesign our processes so that they do not infringe, which could be costly and time-consuming and may not be
possible.

     If we find during clinical evaluation that our product candidates for the treatment of gout, cancer or HIV, should be
used in combination with a product covered by a patent held by another company or institution, and that a labeling
instruction is required in product packaging recommending that combination, we could be accused of, or held liable
for, infringement of the other party�s patents covering the product recommended for co-administration with our
product. In that case, we may be required to obtain a license from the other company or institution to use the required
or desired package labeling, which may not be available on reasonable terms, or at all.
     If we fail to obtain any required licenses or make any necessary changes to our technologies, we may be unable to
develop or commercialize some or all of our product candidates.
Confidentiality agreements with employees and others may not adequately prevent disclosure of trade secrets and
other proprietary information and may not adequately protect our intellectual property.
     We also rely on trade secrets to protect our technology, especially where we do not believe patent protection is
appropriate or obtainable. However, trade secrets are difficult to protect. In order to protect our proprietary technology
and processes, we also rely in part on confidentiality and intellectual property assignment agreements with our
employees, consultants and other advisors. These agreements may not effectively prevent disclosure of confidential
information or result in the effective assignment to us of intellectual property, and may not provide an adequate
remedy in the event of unauthorized disclosure of confidential information or other breaches of the agreements. In
addition, others may independently discover our trade secrets and proprietary information, and in such case we could
not assert any trade secret rights against such party. Enforcing a claim that a party illegally obtained and is using our
trade secrets is difficult, expensive and time consuming, and the outcome is unpredictable. In
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addition, courts outside the United States may be less willing to protect trade secrets. Costly and time-consuming
litigation could be necessary to seek to enforce and determine the scope of our proprietary rights, and failure to obtain
or maintain trade secret protection could adversely affect our competitive business position.
Many of our competitors have significantly more resources and experience, which may harm our commercial
opportunity.
     The biotechnology and pharmaceutical industries are subject to intense competition and rapid and significant
technological change. We have many potential competitors, including major drug and chemical companies,
specialized biotechnology firms, academic institutions, government agencies and private and public research
institutions. Many of our competitors have significantly greater financial resources, experience and expertise in:
� research and development;

� preclinical testing;

� clinical trials;

� regulatory approvals;

� manufacturing; and

� sales and marketing of approved products.
     Smaller or early stage companies and research institutions may also prove to be significant competitors,
particularly through collaborative arrangements with large and established pharmaceutical companies. We will also
face competition from these parties in recruiting and retaining qualified scientific and management personnel,
establishing clinical trial sites and patient registration for clinical trials, and acquiring and in-licensing technologies
and products complementary to our programs or potentially advantageous to our business.
If our competitors develop treatments for gout, cancer or HIV that are approved faster, marketed better or
demonstrated to be safer or more effective than any products that we may develop, our commercial opportunity will
be reduced or eliminated.*
     We believe that a significant number of drugs are currently under development and may become available in the
future for the treatment of gout, cancer or HIV. Potential competitors may develop treatments for gout, cancer, HIV or
other technologies and products that are safer, more effective or less costly than our product candidates or that would
make our technology and product candidates obsolete or non-competitive. Some of these products may use therapeutic
approaches that compete directly with our most advanced product candidates. If any of our competitors succeed in
obtaining approval from the FDA or other regulatory authorities for their products sooner than we do or for products
that are more effective or less costly than ours, our commercial opportunity could be significantly reduced.
     We also face competition from generic products and currently marketed products. For example, several
competitors of RDEA594 are products that are already approved for the treatment of gout and hyperuricemia,
including allopurinol, Uloric and Krystexxa. Allopurinol is a generic product and the current standard of care for most
gout patients. As such, allopurinol is sold for a much lower price than we intend to charge for RDEA594, if approved,
and could limit the demand for and the price we are able to charge for, RDEA594. Uloric and Krystexxa are two
recently approved products for the treatment of gout. Both of these products have an advantage over RDEA594 in
entering and becoming established in the market prior to RDEA594.
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If we cannot establish favorable pricing of RDEA594 and other product candidates acceptable to the United States
or foreign governments, insurance companies, managed care organizations and other payors, or arrange for
favorable reimbursement policies, any product sales will be severely hindered.*
     The continuing efforts of the United States and foreign governments, insurance companies, managed care
organizations and other payors of health care costs to contain or reduce costs of health care may adversely affect our
ability to generate adequate revenues and gross margins to make the products we develop commercially viable. Our
ability to commercialize any product candidates successfully will depend in part on the extent to which governmental
authorities, private health insurers and other organizations establish appropriate reimbursement levels for the cost of
such products and related treatments.
     In certain foreign markets, the pricing of prescription pharmaceuticals is subject to government control. In the
United States, comprehensive health care reform legislation was recently enacted by the federal government and we
expect that there will continue to be a number of federal and state proposals to implement government control over the
cost of prescription pharmaceuticals and on the reform of the Medicare and Medicaid systems. The trend toward
managed health care in the United States will continue to manifest itself in the preference for less expensive generic
products and put pressure on the rate of adoption and pricing of branded prescription pharmaceuticals, which may
result in lower prices for our product candidates. For example, the availability of generic allopurinol for the treatment
of gout and hyperuricemia will exert negative pressure in the pricing of RDEA594, if it is approved.
     While we are currently unable to predict what additional legislation or regulation, if any, relating to the health care
industry or third-party coverage and reimbursement may be enacted in the future or what effect the recently enacted
federal health care reform legislation will have on our business, such regulations could have a material adverse effect
on our potential revenues and gross margins. We will continue to monitor the effect of the new federal health care
reform legislation to determine its impact on our business and potential revenues.
Product liability claims may damage our reputation and, if insurance proves inadequate, the product liability
claims may harm our results of operations.
     We face an inherent risk of product liability exposure when we test our product candidates in human clinical trials,
and we will face an even greater risk if we sell our product candidates commercially. If we cannot successfully defend
ourselves against product liability claims, we will incur substantial liabilities, our reputation may be harmed and we
may be unable to commercialize our product candidates. We have product liability insurance that covers the conduct
of our clinical trials. We intend to expand our insurance coverage to include the sale of commercial products if
marketing approval is obtained for any of our product candidates. However, insurance coverage is increasingly
expensive. We may not be able to maintain insurance coverage at a reasonable cost and we may not be able to obtain
insurance coverage that will be adequate to satisfy any liability that may arise.
Any claims relating to our improper handling, storage or disposal of biological, hazardous and radioactive
materials could be time-consuming and costly.
     Our research and development activities involve the controlled use of hazardous materials, including chemicals
that cause cancer, volatile solvents, radioactive materials and biological materials that have the potential to transmit
disease. Our operations also produce hazardous waste products. We are subject to federal, state and local laws and
regulations governing the use, manufacture, storage, handling and disposal of these materials and waste products. If
we fail to comply with these laws and regulations or with the conditions attached to our operating licenses, the
licenses could be revoked, and we could be subjected to criminal sanctions and substantial financial liability or be
required to suspend or modify our operations. Although we believe that our safety procedures for handling and
disposing of these materials comply with legally prescribed standards, we cannot completely eliminate the risk of
accidental contamination or injury from these materials. In the event of contamination or injury, we could be held
liable for damages or penalized with fines in an amount exceeding our resources. In addition, we
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may have to incur significant costs to comply with future environmental laws and regulations. We do not currently
have a pollution and remediation insurance policy.
Risks Related to Our Common Stock
Directors, executive officers, principal stockholders and affiliated entities beneficially own or control a significant
majority of our outstanding voting common stock and together control our activities.*
     Our directors, executive officers, principal stockholders and affiliated entities currently beneficially own or control
a significant majority of our outstanding securities. Two of our directors and their affiliated entities own collectively
approximately 40% of our outstanding shares of common stock. These stockholders, if they determine to vote in the
same manner, would control the outcome of any matter requiring approval by our stockholders, including the election
of directors and the approval of mergers or other business combination transactions or terms of any liquidation.
Future sales of our common stock may cause our stock price to decline.
     Our principal stockholders and affiliated entities hold a substantial number of shares of our common stock that they
are able to sell in the public market. In addition, they currently own outstanding warrants exercisable for additional
shares of our common stock. The exercise of these warrants or the sale by our current stockholders of a substantial
number of shares, or the expectation that such exercises or sales may occur, could significantly reduce the market
price of our common stock.
Anti-takeover provisions in our charter documents and under Delaware law may make it more difficult to acquire
us.
     Provisions in our certificate of incorporation and bylaws could make it more difficult for a third party to acquire us,
even if doing so would be beneficial to our stockholders. These provisions:
� allow the authorized number of directors to be changed only by resolution of our Board of Directors;

� require that stockholder actions must be effected at a duly called stockholder meeting and prohibit stockholder
action by written consent;

� establish advance notice requirements for nominations to our Board of Directors or for proposals that can be acted
on at stockholder meetings;

� authorize our Board of Directors to issue blank check preferred stock to increase the number of outstanding shares;
and

� limit who may call stockholder meetings.
     In addition, because we are incorporated in Delaware, we are subject to the provisions of Section 203 of the
Delaware General Corporation Law, which may prohibit large stockholders from consummating a merger with, or
acquisition of us. These provisions may prevent a merger or acquisition that would be attractive to stockholders and
could limit the price that investors would be willing to pay in the future for our common stock.

We have never paid cash dividends on our common stock and we do not anticipate paying dividends in the
foreseeable future.
We have paid no cash dividends on any of our common stock to date, and we currently intend to retain our future
earnings, if any, to fund the development and growth of our business. In addition, the terms of any future debt or
credit facility may preclude us from paying any dividends. As a result, capital
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appreciation, if any, of our common stock will be your sole source of potential gain for the foreseeable future.
ITEM 6. EXHIBITS

Exhibit
Number Description
2.1� Asset Purchase Agreement with Valeant Research & Development and Valeant Pharmaceuticals

International dated December 21, 2006 (1)

3.1 Restated Certificate of Incorporation filed with the Delaware Secretary of State on September 10, 2008 (2)

3.2 Amended and Restated Bylaws (3)

4.1 Registration Rights Agreement, dated December 19, 2007, by and among Ardea Biosciences, Inc. and the
Purchasers listed on the signature pages thereto (4)

4.2 Registration Rights Agreement, dated January 4, 2008, by and among Ardea Biosciences, Inc. and the
Purchasers listed on the signature pages thereto (5)

4.3 Form of Warrant issued by the Company pursuant to the Loan and Security Agreement dated November
12, 2008 (6)

4.4 Form of Warrant issued by the Company pursuant to the Securities Purchase Agreement dated December
17, 2008 (7)

4.5 Registration Rights Agreement, dated December 17, 2008, by and among Ardea Biosciences, Inc. and the
Purchasers listed on the signature pages thereto (8)

10.1* Form of Stock Issuance Agreement Under 2004 Stock Incentive Plan

31.1 Certification Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002

31.2 Certification 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

� Confidential treatment request has been granted with respect to certain portions of this exhibit. Omitted
portions have been filed separately with the Securities and Exchange Commission.

* Management contract or compensatory plan, contract or arrangement.

(1) Incorporated by reference to our Form 8-K (File No. 000-29993) filed with the Securities and Exchange
Commission on December 28, 2006.

(2) Incorporated by reference to our Form 10-Q (File No. 001-33734) filed with the Securities and Exchange
Commission on November 13, 2008.

(3)
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Incorporated by reference to our Form 8-K (File No. 000-29993) filed with the Securities and Exchange
Commission on August 2, 2007.

(4) Incorporated by reference to our Form 8-K (File No. 001-33734) filed with the Securities and Exchange
Commission on December 20, 2007.

(5) Incorporated by reference to our Form 8-K (File No. 001-33734) filed with the Securities and Exchange
Commission on January 10, 2008.
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(6) Incorporated by reference to our Form 10-K (File No. 001-33734) filed with the Securities and Exchange
Commission on March 13, 2009.

(7) Incorporated by reference to our Form 8-K (File No. 001-33734) filed with the Securities and Exchange
Commission on December 19, 2008.

(8) Incorporated by reference to our Form 8-K (File No. 001-33734) filed with the Securities and Exchange
Commission on December 22, 2008.
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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.

Ardea Biosciences, Inc.

Date: November 9, 2010 /s/ Barry D. Quart  
Barry D. Quart, Pharm.D. 
President and Chief Executive Officer
(On behalf of the Registrant) 

/s/ John W. Beck  
John W. Beck 
Senior Vice President, Finance and
Operations and Chief Financial Officer
(As Principal Financial and Accounting
Officer) 
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ARDEA BIOSCIENCES, INC.
INDEX TO EXHIBITS
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International dated December 21, 2006 (1)

3.1 Restated Certificate of Incorporation filed with the Delaware Secretary of State on September 10, 2008 (2)

3.2 Amended and Restated Bylaws (3)

4.1 Registration Rights Agreement, dated December 19, 2007, by and among Ardea Biosciences, Inc. and the
Purchasers listed on the signature pages thereto (4)

4.2 Registration Rights Agreement, dated January 4, 2008, by and among Ardea Biosciences, Inc. and the
Purchasers listed on the signature pages thereto (5)

4.3 Form of Warrant issued by the Company pursuant to the Loan and Security Agreement dated November
12, 2008 (6)

4.4 Form of Warrant issued by the Company pursuant to the Securities Purchase Agreement dated December
17, 2008 (7)

4.5 Registration Rights Agreement, dated December 17, 2008, by and among Ardea Biosciences, Inc. and the
Purchasers listed on the signature pages thereto (8)

10.1* Form of Stock Issuance Agreement Under 2004 Stock Incentive Plan

31.1 Certification Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002

31.2 Certification 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

� Confidential treatment request has been granted with respect to certain portions of this exhibit. Omitted
portions have been filed separately with the Securities and Exchange Commission.

* Management contract or compensatory plan, contract or arrangement.

(1) Incorporated by reference to our Form 8-K (File No. 000-29993) filed with the Securities and Exchange
Commission on December 28, 2006.

(2) Incorporated by reference to our Form 10-Q (File No. 001-33734) filed with the Securities and Exchange
Commission on November 13, 2008.
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(3) Incorporated by reference to our Form 8-K (File No. 000-29993) filed with the Securities and Exchange
Commission on August 2, 2007.

(4) Incorporated by reference to our Form 8-K (File No. 001-33734) filed with the Securities and Exchange
Commission on December 20, 2007.

(5) Incorporated by reference to our Form 8-K (File No. 001-33734) filed with the Securities and Exchange
Commission on January 10, 2008.
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(6) Incorporated by reference to our Form 10-K (File No. 001-33734) filed with the Securities and Exchange
Commission on March 13, 2009.

(7) Incorporated by reference to our Form 8-K (File No. 001-33734) filed with the Securities and Exchange
Commission on December 19, 2008.

(8) Incorporated by reference to our Form 8-K (File No. 001-33734) filed with the Securities and Exchange
Commission on December 22, 2008.
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