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The information contained in this prospectus supplement is not complete and may be changed. This prospectus
supplement and the accompanying prospectus are not an offer to sell these securities, and we are not soliciting
an offer to buy these securities in any jurisdiction where the offer or sale is not permitted.

SUBJECT TO COMPLETION, DATED SEPTEMBER 19, 2016

Preliminary Prospectus Supplement

(To Prospectus Dated January 26, 2016)

                     Shares

Common Stock

We are offering                      shares of our common stock.

Our common stock is listed on The NASDAQ Global Market under the symbol �AQXP.� The last reported sale price of
our common stock on The NASDAQ Global Market on September 16, 2016 was $13.39 per share.

Investing in our common stock involves risks. See �Risk Factors� beginning on page S-3 of this prospectus
supplement.

We are an �emerging growth company� under applicable Securities and Exchange Commission rules and are eligible for
reduced public company disclosure requirements. See �Prospectus Supplement Summary�Aquinox Pharmaceuticals,
Inc.�Corporate Information.�
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Neither the Securities and Exchange Commission nor any state securities commission has approved or
disapproved of these securities or determined if this prospectus is truthful or complete. Any representation to
the contrary is a criminal offense.

Per
Share Total

Public offering price $ $
Underwriting discounts and commissions(1) $ $
Proceeds, before expenses, to Aquinox Pharmaceuticals,
Inc. $ $

(1) We refer you to �Underwriting� beginning on page S-38 of this prospectus supplement for additional information
regarding total underwriter compensation.

We have granted the underwriters an option for 30 days from the date of this prospectus supplement to purchase up to
                     additional shares of our common stock. See �Underwriting� for more information.

Our affiliates have indicated an interest in purchasing up to an aggregate of approximately 45.0% of the common
stock offered hereby at the price offered to the public. Because these indications of interest are not binding agreements
or commitments to purchase, any or all of these entities may elect not to purchase any shares in this offering, or the
underwriters may elect not to sell any shares in this offering to any or all of these entities.

The shares of common stock which are the subject of the offering contemplated by this prospectus supplement
and the accompanying prospectus are not being, and may not be, offered or sold, directly or indirectly, in
Canada or to any resident of Canada.

The underwriters expect to deliver the shares to purchasers on or about             , 2016 through the book-entry facilities
of The Depository Trust Company.

Book-Running Managers

Leerink Partners Canaccord Genuity Guggenheim Securities

Lead Manager

Needham & Company
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Prospectus Supplement dated             , 2016
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ABOUT THIS PROSPECTUS SUPPLEMENT

This document is in two parts. The first part is this prospectus supplement, which describes the specific terms of this
common stock offering and also adds to and updates information contained in the accompanying prospectus and the
documents incorporated by reference herein. The second part, the accompanying prospectus, provides more general
information. Generally, when we refer to this prospectus, we are referring to both parts of this document combined.
To the extent there is a conflict between the information contained in this prospectus supplement and the information
contained in the accompanying prospectus or any document incorporated by reference therein filed prior to the date of
this prospectus supplement, you should rely on the information in this prospectus supplement; provided that if any
statement in one of these documents is inconsistent with a statement in another document having a later date�for
example, a document incorporated by reference in the accompanying prospectus�the statement in the document having
the later date modifies or supersedes the earlier statement.

We further note that the representations, warranties and covenants made by us in any agreement that is filed as an
exhibit to any document that is incorporated by reference herein were made solely for the benefit of the parties to such
agreement, including, in some cases, for the purpose of allocating risk among the parties to such agreements, and
should not be deemed to be a representation, warranty or covenant to you. Moreover, such representations, warranties
or covenants were accurate only as of the date when made. Accordingly, such representations, warranties and
covenants should not be relied on as accurately representing the current state of our affairs.

We have not, and the underwriters have not, authorized anyone to provide any information other than that contained
or incorporated by reference in this prospectus supplement, the accompanying prospectus or in any free writing
prospectus that we have authorized for use in connection with this offering. We and the underwriters take no
responsibility for, and can provide no assurance as to the reliability of, any other information that others may give
you. This prospectus supplement and the accompanying prospectus do not constitute an offer to sell, or a solicitation
of an offer to purchase, the securities offered by this prospectus supplement and the accompanying prospectus in any
jurisdiction to or from any person to whom or from whom it is unlawful to make such offer or solicitation of an offer
in such jurisdiction. The information contained in this prospectus supplement, the accompanying prospectus, any free
writing prospectus that we have authorized for use in connection with this offering, including the documents
incorporated by reference herein or therein is accurate only as of the respective dates thereof, regardless of the time of
delivery of this prospectus supplement and the accompanying prospectus or of any sale of our common stock. It is
important for you to read and consider all information contained in this prospectus supplement, the accompanying
prospectus and any free writing prospectus that we have authorized for use in connection with this offering, including
the documents incorporated by reference herein and therein, in making your investment decision. You should also
read and consider the information in the documents to which we have referred you in the sections entitled �Where You
Can Find More Information� and �Incorporation of Certain Information by Reference� in this prospectus supplement.

We and the underwriters are offering to sell, and seeking offers to buy, shares of our common stock only in
jurisdictions where offers and sales are permitted. The distribution of this prospectus supplement and the
accompanying prospectus and the offering of the common stock in certain jurisdictions may be restricted by law.
Persons outside the United States who come into possession of this prospectus supplement and the accompanying
prospectus must inform themselves about, and observe any restrictions relating to, the offering of the common stock
and the distribution of this prospectus supplement and the accompanying prospectus outside the United States. This
prospectus supplement and the accompanying prospectus do not constitute, and may not be used in connection with,
an offer to sell, or a solicitation of an offer to buy, any securities offered by this prospectus supplement and the
accompanying prospectus by any person in any jurisdiction in which it is unlawful for such person to make such an
offer or solicitation.
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Except as otherwise indicated herein or as the context otherwise requires, references in this prospectus supplement to
�Aquinox,� �the company,� �we,� �us,� �our� and similar references refer to Aquinox Pharmaceuticals, Inc., a corporation under
the laws of the State of Delaware, and its wholly owned subsidiary, Aquinox Pharmaceuticals (Canada) Inc., a
corporation under the Canada Business Corporations Act.

ii
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PROSPECTUS SUPPLEMENT SUMMARY

This summary highlights certain information about us, this offering and selected information contained elsewhere in
or incorporated by reference into this prospectus supplement. This summary is not complete and does not contain all
of the information that you should consider before deciding whether to invest in our common stock. For a more
complete understanding of our company and this offering, you should read and consider carefully the more detailed
information included or incorporated by reference in this prospectus supplement, the accompanying prospectus and
any free writing prospectus that we have authorized for use in connection with this offering, including the factors
described under the heading �Risk Factors� beginning on page S-3 of this prospectus supplement, as well as the
information included in any free writing prospectus that we have authorized for use in connection with this offering.

Aquinox Pharmaceuticals, Inc.

Overview

We are a clinical-stage pharmaceutical company discovering and developing targeted therapeutics in disease areas of
inflammation and immuno-oncology. Our primary focus is anti-inflammatory product candidates targeting the
SH2-containing inositol-5�-phosphatase 1 (SHIP1) enzyme, which is a key regulator of an important cellular signaling
pathway in immune cells, known as the PI3K pathway. Our product candidate, AQX-1125, is a small molecule
activator of SHIP1 suitable for oral, once daily dosing. We are currently developing AQX-1125 as a treatment in
interstitial cystitis/bladder pain syndrome (IC/BPS), a chronic inflammatory disease of the bladder. For AQX-1125,
we retain full worldwide rights and hold patents with terms through 2024 in Europe and 2028 in the United States
with the possibility of further patent term extension avenues available to us.

AQX-1125 is a SHIP1 activator that has demonstrated preliminary safety, broad anti-inflammatory potential and
favorable drug properties in multiple preclinical studies. We have also completed seven clinical trials, exposing over
380 subjects to once daily oral administration of AQX-1125. These trials have demonstrated a good tolerability
profile, with over 200 subjects receiving AQX-1125 in two Phase 2 trials for periods of 12 weeks. We believe
AQX-1125 is the only SHIP1 activator currently in clinical trials and that no SHIP1 activator has yet received
marketing approval as a treatment for disease in humans. Our longer-term strategy is to broaden our development
activities for AQX-1125 and to advance next generation SHIP1 activators for the treatment of additional inflammatory
diseases and cancer.

Corporate Information

We commenced operations as 6175813 Canada Inc., a corporation formed in December 2003 under the Canada
Business Corporations Act. We subsequently changed the name of this corporation in May 2014 to Aquinox
Pharmaceuticals (Canada) Inc., which we refer to in this prospectus supplement and the accompanying prospectus as
AQXP Canada. We incorporated Aquinox Pharmaceuticals (USA) Inc., a corporation under the laws of the State of
Delaware, in May 2007. We subsequently changed the name of this corporation in January 2014 to Aquinox
Pharmaceuticals, Inc., which we refer to in this prospectus supplement and the accompanying prospectus as Aquinox
USA. AQXP Canada is now a wholly owned subsidiary of Aquinox USA. Our primary executive offices are located
at 450-887 Great Northern Way, Vancouver, B.C., Canada V5T 4T5 and our telephone number is (604) 629-9223.
Our website address is www.aqxpharma.com. The information contained in, or that can be accessed through, our
website is not part of this prospectus supplement or the accompanying prospectus.

In addition, we are an �emerging growth company� as defined in the Jumpstart Our Business Startups Act, or the JOBS
Act, enacted in April 2012, and therefore we intend to take advantage of certain exemptions from various public
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company reporting requirements, including not being required to have our internal control over financial reporting
audited by our independent registered public accounting firm pursuant to Section 404(b) of the Sarbanes-Oxley Act of
2002, reduced disclosure obligations regarding executive compensation in our periodic reports and proxy statements,
exemptions from the requirements of holding a nonbinding advisory vote on executive compensation and any golden
parachute payments not previously approved. We may take advantage of these exemptions for up to five years from
our initial public offering or until we are no longer an �emerging growth company.�

S-1
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The Offering

Common Stock offered by us                  shares, plus up to an additional                  shares if
the underwriters exercise their option to purchase additional
shares in full.

Common Stock to be outstanding after this
offering

                 shares, or                  shares if the underwriters
exercise their option to purchase additional shares in full.

Option to purchase additional shares The underwriters have an option to purchase up to                 
additional shares of our common stock from us. The
underwriters can exercise this option at any time within 30
days from the date of this prospectus supplement.

Use of Proceeds We currently intend to use the net proceeds from this offering
to fund additional clinical development of AQX-1125 and to
fund pre-commercial and market assessment activities,
research and development costs to advance our pipeline of
preclinical product candidates and for working capital and
other general corporate purposes. See �Use of Proceeds� on
page S-32 of this prospectus supplement.

Risk Factors You should read the �Risk Factors� section of this prospectus
supplement beginning on page S-3 for a discussion of factors
to consider carefully before deciding to invest in shares of
our common stock.

The NASDAQ Global Market Symbol Our shares are listed on The NASDAQ Global Market under
the symbol �AQXP.�

The number of shares of our common stock to be outstanding after this offering is based on 17,212,637 shares of our
common stock outstanding as of June 30, 2016 and excludes:

� 11,363 shares of common stock issuable upon the exercise a warrant outstanding as of June 30, 2016, having
an exercise price of $10.56 per share;

� 1,251,114 shares of common stock issuable upon the exercise of stock options outstanding as of June 30,
2016, having a weighted average exercise price of $9.19 per share; and

� an aggregate of 1,095,970 shares of common stock reserved for future issuance under our 2014 Equity
Incentive Plan as of June 30, 2016.

In addition, the number of shares of our common stock to be outstanding immediately after this offering as shown
above does not include the up to $25 million worth of shares of our common stock that remained available for sale at
June 30, 2016 under our Sales Agreement with Cowen and Company, LLC, or Cowen, which we refer to as the Sales
Agreement. To date, no shares of our common stock have been sold under the Sales Agreement

Edgar Filing: AQUINOX PHARMACEUTICALS, INC - Form 424B5

Table of Contents 9



Unless otherwise indicated, all information in this prospectus supplement assumes no exercise by the underwriters of
their option to purchase additional shares of our common stock.

Our affiliates have indicated an interest in purchasing up to an aggregate of approximately 45.0% of the common
stock offered hereby at the price offered to the public. Because these indications of interest are not binding agreements
or commitments to purchase, any or all of these entities may elect not to purchase any shares in this offering, or the
underwriters may elect not to sell any shares in this offering to any or all of these entities.
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In addition, in connection with this offering, we expect to enter into a registration rights agreement with entities
affiliated with Baker Bros. Advisors LP, or the Baker Entities. Based on information available to us, the Baker
Entities collectively beneficially owned approximately 45.0% of our common stock as of June 30, 2016. Under the
registration rights agreement, as proposed, we would agree that, if at any time and from time to time after the
expiration of the 90-day lock-up period applicable to us and described under the heading �Underwriting,� the Baker
Entities demand that we register their shares of our common stock for resale under the Securities Act of 1933, as
amended, or the Securities Act, we would be obligated to effect such registration. Our registration obligations under
this registration rights agreement, as proposed, would cover all shares now held or hereafter acquired (including any
shares acquired in this offering) by the Baker Entities, would be in effect for up to ten years, and would include our
obligation to facilitate certain underwritten public offerings of our common stock by the Baker Entities in the future.

S-2
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RISK FACTORS

Investing in our common stock involves a high degree of risk. Before you decide to invest in our common stock, you
should carefully consider the risks and uncertainties described below together with all other information contained in
this prospectus supplement, the accompanying prospectus and any free writing prospectus that we have authorized for
use in connection with this offering, and in our filings with the SEC that we have incorporated by reference in this
prospectus supplement and the accompanying prospectus. If any of such risks actually occurs, our business, prospects,
operating results and financial condition could suffer materially. In such event, the trading price of our common stock
could decline and you might lose all or part of your investment. Additional risks and uncertainties not presently
known to us or that we currently deem immaterial may also impair our business.

Risks Related to Our Financial Position and Capital Needs

We have incurred significant losses in every quarter since our inception and anticipate that we will continue to
incur significant losses in the future.

We are a clinical-stage pharmaceutical company with a limited operating history. Investment in pharmaceutical
product development is highly speculative because it entails substantial upfront capital expenditures and significant
risk that any potential product candidate will fail to demonstrate adequate effect or an acceptable safety profile, gain
regulatory approval or become commercially viable. We do not have any products approved by regulatory authorities
for marketing or commercial sale and have not generated any revenue from product sales, or otherwise, to date, and
we continue to incur significant research, development and other expenses related to our ongoing operations. As a
result, we are not profitable and have incurred losses in every reporting period since our inception in 2003. For the
years ended December 31, 2015 and 2014, and for the six months ended June 30, 2016, we reported net loss of $21.9
million, $24.0 million and $17.6 million, respectively. As of June 30, 2016, we had an accumulated deficit since
inception of $128.9 million.

We expect to continue to incur significant expenses and operating losses for the foreseeable future. We anticipate
these losses to increase as we continue the research and development of, and seek regulatory approvals for,
AQX-1125 and any of our future product candidates, and potentially begin to commercialize any products that may
achieve regulatory approval. We may encounter unforeseen expenses, difficulties, complications, delays and other
unknown factors that may adversely affect our financial condition. The size of our future net losses will depend, in
part, on the rate of future growth of our expenses and our ability to generate revenues. Our prior losses and expected
future losses have had, and will continue to have, an adverse effect on our financial condition. If AQX-1125 or any
future product candidate fails in clinical trials or does not gain regulatory approval, or if approved, fails to achieve
market acceptance, we may never become profitable. Even if we achieve profitability in the future, we may not be
able to sustain profitability in subsequent periods.

We have a limited operating history, which may make it difficult for you to evaluate the success of our business to
date and to assess our future viability.

Our operations to date have been primarily limited to organizing and staffing our company, acquiring product and
technology rights, discovering and developing novel small molecule drug candidates and undertaking preclinical
studies and clinical trials of AQX-1125. We have not yet obtained regulatory approval for AQX-1125 or any future
product candidate. Consequently, evaluating our performance, viability or possibility of future success will be more
difficult than if we had a longer operating history or approved products on the market.

We currently have no source of product revenue and may never become profitable.
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To date, we have not generated any revenues from commercial product sales, or otherwise. Our ability to generate
revenue from product sales and achieve profitability will depend upon our ability, alone or with any future
collaborators, to successfully commercialize products, including AQX-1125 or any future product candidates that we
may develop, in-license or acquire in the future. Even if we are able to successfully achieve regulatory approval for
AQX-1125 or any future product candidates, we do not know when any of these products will generate revenue from
product sales for us, if at all. Our ability to generate revenue from product sales from AQX-1125, or any of our future
product candidates, also depends on a number of additional factors, including our or any future collaborators� ability
to:

� complete development activities, including the necessary clinical trials;

� complete and submit new drug applications, or NDAs, to the FDA and obtain regulatory approval for
indications for which there is a commercial market;

� complete and submit applications to, and obtain regulatory approval from, foreign regulatory authorities;

� set a commercially viable price for our products;

� establish and maintain supply and manufacturing relationships with third parties, and ensure adequate and
legally compliant manufacturing of bulk drug substances and drug products to maintain that supply;

S-3
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� develop a commercial organization capable of sales, marketing and distribution for any products for which
we obtain marketing approval and intend to sell ourselves in the markets in which we choose to
commercialize on our own;

� find suitable distribution partners to help us market, sell and distribute our approved products in other
markets;

� obtain coverage and adequate reimbursement from third-party payors, including government and private
payors;

� achieve market acceptance for our products, if any;

� establish, maintain and protect our intellectual property rights; and

� attract, hire and retain qualified personnel.
In addition, because of the numerous risks and uncertainties associated with pharmaceutical product development,
including that AQX-1125, or any future product candidates, may not advance through development or achieve the
endpoints of applicable clinical trials, we are unable to predict the timing or amount of increased expenses, or when or
if we will be able to achieve or maintain profitability. In addition, our expenses could increase beyond expectations if
we decide, or are required by the FDA or foreign regulatory authorities, to perform studies or trials in addition to those
that we currently anticipate. Even if we are able to complete the development and regulatory process for AQX-1125 or
any future product candidates, we anticipate incurring significant costs associated with commercializing these
products.

Even if we are able to generate revenues from the sale of AQX-1125 or any future product candidates that may be
approved, we may not become profitable and may need to obtain additional funding following this offering to
continue operations. If we fail to become profitable or are unable to sustain profitability on a continuing basis, then we
may be unable to continue our operations at planned levels and be forced to reduce our operations.

Our operating results may fluctuate significantly on a quarterly and annual basis, which may make our future
operating results difficult to predict and could cause our operating results to fall below expectations or our
guidance.

Our quarterly and annual operating results have varied significantly in the past and may continue to fluctuate
significantly in the future from quarter-to-quarter or year-to-year due to a variety of factors, many of which are
beyond our control, which may make it difficult for us to predict our future operating results. Factors that may
contribute to these fluctuations include the following, as well as other factors described elsewhere in this prospectus
supplement:

� our ability to obtain additional funding for research and development and manufacturing activities relating to
AQX-1125 or any of our future product candidates;
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� the timing and cost of research and development activities relating to AQX-1125 or any of our future
product candidates, which may change from time to time;

� the cost of manufacturing AQX-1125 or any of our future product candidates, which may vary depending on
the quantity of production and the terms of our agreements with manufacturers;

� expenditures that we will or may incur to acquire or develop additional product candidates and technologies;

� the level of demand for AQX-1125 or any of our future product candidates, should they receive approval,
which may vary significantly;

� our ability to enroll patients in clinical trials;

� the success or failure of clinical trials through all phases of clinical development for AQX-1125 or any of
our future product candidates or competing product candidates, including our Leadership 301 clinical trial
and any other Phase 3 trials of AQX-1125, or any other change in the competitive landscape of our industry;

� any delays in regulatory review and approval of AQX-1125 or any of our future product candidates;

� potential side effects of AQX-1125 or our future product candidates that could delay or prevent
commercialization or cause an approved drug to be taken off the market;

� the ability of patients or healthcare providers to obtain coverage of, or sufficient reimbursement for,
AQX-1125 or our future product candidates and our ability to achieve acceptance among patients and
physicians;

� competition from existing and potential future drugs that compete with AQX-1125 or our future product
candidates;

� our ability to receive approval and commercialize AQX-1125 or our future product candidates outside of the
United States;

� our dependency on third-party manufacturers to supply or manufacture our AQX-1125 or our future product
candidates;

� our ability to establish or maintain collaborations, licensing or other arrangements;
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� our ability and third parties� abilities to protect intellectual property rights;
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� costs related to, and outcomes of, potential intellectual property litigation;

� costs associated with recently enacted healthcare legislation;

� our ability to adequately support future growth;

� our ability to attract and retain key personnel to manage our business effectively;

� our ability to build our finance infrastructure and improve our accounting systems and controls;

� potential product liability claims;

� potential liabilities associated with hazardous materials;

� fluctuations in foreign currency exchange rates;

� our ability to use potential future operating losses and our federal and state net operating loss carryforwards
to offset taxable income;

� potential unforeseen business disruptions that increase our costs or expenses;

� our ability to maintain adequate insurance policies; and

� the changing and volatile U.S., European and global economic environments.
Investors should not rely on our quarterly or annual results as an indication of our future performance. This variability
and unpredictability could also result in our failing to meet the expectations of industry or financial analysts or
investors for any period. If our operating results fall below the expectations of analysts or investors or below any
forecasts we may provide to the market, or if the forecasts we provide to the market are below the expectations of
analysts or investors, the price of our common stock could decline substantially.

We are likely to require additional capital following this offering to finance our operations which may not be
available to us on acceptable terms, or at all. If we fail to obtain necessary financing, we may be unable to complete
the development and potential commercialization of AQX-1125 or develop future product candidates.

Developing pharmaceutical products, including conducting preclinical studies and clinical trials, is expensive. Our
operations have consumed substantial amounts of cash since inception. We expect research and clinical development
expenses to increase substantially in connection with our ongoing activities, particularly as we advance AQX-1125 or
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future product candidates in clinical trials and launch and commercialize any product candidates for which we receive
regulatory approval, including potentially building our own commercial organization. We believe that the net
proceeds from this offering, together with our existing cash, cash equivalents and short-term investments will be
sufficient to fund our operating requirements for at least the next 12 months. However, circumstances may cause us to
consume capital more rapidly than we anticipate. We will likely require additional capital, even after this offering, for
the further development and potential commercialization of AQX-1125 or future product candidates and may also
need to raise additional funds sooner to pursue a more accelerated development of AQX-1125 or future product
candidates.

If we need to secure additional financing, fundraising efforts may divert our management from our day-to-day
activities, which may adversely affect our ability to develop and commercialize AQX-1125 or future product
candidates. In addition, we cannot guarantee that future financing will be available in sufficient amounts or on terms
acceptable to us, if at all. If we do not raise additional capital when required or on acceptable terms, we may need to:

� significantly delay, scale back or discontinue clinical trials related to the development or commercialization
of AQX-1125 or any of our future product candidates or cease operations altogether;

� seek strategic alliances for research and development programs at an earlier stage than we would otherwise
desire or on terms less favorable than might otherwise be available; or

� relinquish, or license on unfavorable terms, our rights to AQX-1125 or any future product candidates that we
otherwise would seek to develop or commercialize ourselves.

If we need to conduct additional fundraising activities and we do not raise additional capital in sufficient amounts or
on terms acceptable to us, we may be prevented from pursuing development and commercialization efforts, which will
have a material adverse effect on our business, operating results and prospects.

Our forecast of the period of time through which our existing financial resources together with the net proceeds from
this offering will be adequate to support our operations is a forward-looking statement and involves risks and
uncertainties, and actual results could vary as a result of a number of factors, including the factors discussed elsewhere
in this �Risk Factors� section. We have based this estimate on assumptions that may prove to be wrong, and we could
spend our available capital resources sooner than we currently expect. Our future funding requirements, both near and
long-term, will depend on many factors, including, but not limited to:

� the initiation, progress, timing, costs and results of clinical trials for AQX-1125 and any future product
candidates;

S-5
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� the clinical development plans we establish for AQX-1125 or any future product candidates;

� the achievement of milestones and our obligation to make milestone payments under our present or any
future in-licensing agreements;

� the number and characteristics of product candidates that we discover, or in-license and develop;

� the outcome, timing and cost of regulatory review by the FDA and comparable foreign regulatory
authorities, including the potential for the FDA or comparable foreign regulatory authorities to require that
we perform more studies than those that we currently expect;

� the cost to establish, maintain, expand and defend the scope of our intellectual property portfolio, including
the amount and timing of any payments we may be required to make, or that we may receive, in connection
with licensing, preparing, filing, prosecuting, defending and enforcing any patent claims and maintaining
and enforcing other intellectual property rights;

� the effect of competing technological and market developments;

� the costs and timing of the implementation of commercial-scale outsourced manufacturing activities; and

� the costs and timing of establishing sales, marketing and distribution capabilities for any product candidates
for which we may receive regulatory approval in territories where we choose to commercialize products on
our own.

If we are unable to expand our operations or otherwise capitalize on our business opportunities due to a lack of capital,
our business, results of operations, financial condition and cash flows and future prospects could be materially
adversely affected.

Raising additional capital may cause dilution to our stockholders, restrict our operations or require us to relinquish
rights to our technologies, AQX-1125 or any future product candidates.

Until we can generate substantial revenue from product sales, if ever, we expect to finance future cash needs through a
combination of private and public equity offerings, debt financings, strategic collaborations and alliances and
licensing arrangements. To the extent that we raise additional capital through the sale of equity or convertible debt
securities, the ownership interests of our stockholders, including investors who purchase common stock in this
offering, will be diluted, and the terms may include liquidation or other preferences that adversely affect the rights of
our stockholders. Additional capital may not be available on reasonable terms, if at all. If we raise additional funds
through the issuance of additional debt or equity securities that could result in dilution to our stockholders, and/or
increased fixed payment obligations. Furthermore, these securities may have rights senior to those of our common
stock and could contain covenants that include restrictive covenants limiting our ability to take important actions and
potentially impair our competitiveness, such as limitations on our ability to incur additional debt, make capital
expenditures, acquire, sell or license intellectual property rights or declare dividends. If we raise additional funds
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through strategic collaborations and alliances or licensing arrangements with third parties, we may have to relinquish
valuable rights to our technologies, AQX-1125 or our future product candidates, or grant licenses on terms that are not
favorable to us. If we are unable to raise additional funds through equity or debt financing when needed, we may be
required to delay, limit, reduce or terminate our product development or commercialization efforts or grant rights to
develop and market product candidates that we would otherwise prefer to develop and market ourselves.

We plan to use potential future operating losses and our federal and state net operating loss, or NOL,
carryforwards to offset taxable income from revenue generated from operations or corporate collaborations.
However, our ability to use NOL carryforwards could be limited.

We plan to use our current year operating losses to offset taxable income from any revenue generated from operations
or corporate collaborations. To the extent that our taxable income exceeds any current year operating losses, we plan
to use our NOL carryforwards to offset income that would otherwise be taxable. However, under the Tax Reform Act
of 1986, the amount of benefits from our NOL carryforwards may be impaired or limited if we incur a cumulative
ownership change of more than 50%, as interpreted by the U.S. Internal Revenue Service, over a three-year period. As
a result, our use of federal NOL carryforwards could be limited by the provisions of Section 382 of the U.S. Internal
Revenue Code of 1986, as amended, as a result of historical or future equity offerings, this offering and/or other
changes in our stock ownership, some of which are outside our control. State NOL carryforwards may be similarly
limited. Any such disallowances may result in greater tax liabilities than we would incur in the absence of such a
limitation and any increased liabilities could adversely affect our business, results of operations, financial condition
and cash flow and future prospects.

The acquisition of control of AQXP Canada could result in adverse Canadian tax consequences, including
limitations on AQXP Canada�s ability to use non-capital loss carryforwards and other similar tax attributes to offset
taxable income for Canadian tax purposes.

We underwent a reorganization immediately prior to the closing of our initial public offering (IPO) in March 2014
which resulted in AQXP Canada becoming a wholly owned subsidiary of Aquinox USA through an exchange of
shares. Under the Income Tax Act (Canada), referred to herein as the Tax Act, in connection with the exchange of
shares of AQXP Canada for shares of Aquinox USA,
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there may be limitations on AQXP Canada�s ability to use its non-capital loss carryforwards and other similar tax
attributes following the acquisition of control. In general, an acquisition of control would result in AQXP Canada
losing its net capital loss carryforwards, if any, and AQXP Canada�s non-capital loss carryforwards and other similar
tax attributes only being �useable� to offset income, excluding capital gains, derived from the business operated by
AQXP Canada that generated such tax attributes or a business �similar� to such business and provided the business that
generated the tax attributes continues to be carried on by AQXP Canada for profit or with a reasonable expectation of
profit. We expect that we will continue to carry on the business of AQXP Canada for profit or with a reasonable
expectation of profit and that, accordingly, its non-capital loss carryforwards and other similar tax attributes should be
available to offset future income for Canadian tax purposes to the extent of income from that business or �similar�
businesses, subject to expiry of such loss carryforwards over time pursuant to the provisions of the Tax Act. If our use
of these non-capital loss carryforwards or other similar tax attributes is restricted as a result of an acquisition of
control or otherwise, our Canadian federal income tax liability may be materially increased, which could adversely
affect our business, results of operations, financial condition and cash flow and future prospects.

Fluctuations in foreign currency exchange rates could result in changes in our reported financial results.

We currently incur significant expenses denominated in foreign currencies, specifically in connection with our
operations in Canada. In addition, we utilize numerous clinical trial sites as part of our clinical trials for AQX-1125,
most of which are located in various countries outside of the United States. These clinical trial sites invoice us in the
local currency of the site. We do not engage in foreign currency hedging arrangements for our accounts payable, and,
consequently, foreign currency fluctuations may adversely affect our earnings. We may decide to manage this risk by
hedging our foreign currency exposure, principally through derivative contracts. Even if we decide to enter into such
hedging transactions, we cannot be sure that such hedges will be effective or that the costs of such hedges will not
exceed their benefits. Fluctuations in the rate of exchange between the U.S. dollar and foreign currencies, primarily
the Canadian dollar, could result in material amounts of cash being required to settle the hedge transactions or could
adversely affect our financial results.

Risks Related to Our Business and Industry

Our future success is dependent primarily on the regulatory approval and commercialization of AQX-1125 and any
of our future product candidates.

We do not have any products that have gained regulatory approval. Currently, our only clinical-stage product
candidate is AQX-1125, which has recently completed three Phase 2 clinical trials. In September 2016, we initiated
dosing in our Leadership 301 Phase 3 clinical trial of AQX-1125 for the treatment of IC/BPS.

As a result, our near-term prospects, including our ability to finance our operations and generate revenue, are
substantially dependent on our ability to obtain regulatory approval for, and, if approved, to successfully
commercialize AQX-1125 in a timely manner. As a result of the outcome of our Flagship and Kinship trials, we are
currently not planning further development of AQX-1125 for the treatment of COPD or atopic dermatitis and
therefore our near-term prospects are largely dependent on our ability to obtain favorable results from our Leadership
301 clinical trial, as well as our anticipated additional clinical trials for AQX-1125 in IC/BPS. We cannot
commercialize AQX-1125 or our future product candidates in the United States without first obtaining regulatory
approval for the product from the FDA; similarly, we cannot commercialize AQX-1125 or our future product
candidates outside of the United States without obtaining regulatory approval from comparable foreign regulatory
authorities. The FDA review process for a NDA typically takes more than a year to complete and approval is never
guaranteed. Before obtaining regulatory approvals for the commercial sale of AQX-1125 or our future product
candidates for a target indication, we must demonstrate with substantial evidence gathered in preclinical and
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well-controlled clinical trials, generally including two well-controlled Phase 3 trials, and, with respect to approval in
the United States, to the satisfaction of the FDA, that the product candidate is safe and effective for use for that target
indication and that the manufacturing facilities, processes and controls are adequate. Obtaining regulatory approval for
marketing of AQX-1125 or our future product candidates in one country does not ensure we will be able to obtain
regulatory approval in other countries but a failure or delay in obtaining regulatory approval in one country may have
a negative effect on the regulatory process in other countries.

Even if AQX-1125 or any of our future product candidates were to successfully obtain approval from the FDA and
comparable foreign regulatory authorities, any approval might contain significant limitations related to use restrictions
for specified age groups, warnings, precautions or contraindications, or may be subject to burdensome post-approval
study or risk management requirements. If we are unable to obtain regulatory approval for AQX-1125 in one or more
jurisdictions, or any approval contains significant limitations, we may not be able to obtain sufficient funding or
generate sufficient revenue to continue the development of any of our future product candidate that we may discover,
in-license, develop or acquire in the future. Also, any regulatory approval of any of AQX-1125 or our future product
candidates, once obtained, may be withdrawn. Furthermore, even if we obtain regulatory approval for AQX-1125, the
commercial success of AQX-1125 will depend on a number of factors, including the following:

� development of a commercial organization or establishment of a commercial collaboration with a
commercial infrastructure,

� establishment of commercially viable pricing and obtain approval for adequate reimbursement from
third-party and government payors;
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� the ability of our third-party manufacturers to manufacture quantities of AQX-1125 using commercially
sufficient processes and at a scale sufficient to meet anticipated demand and enable us to reduce our cost of
manufacturing;

� our success in educating physicians and patients about the benefits, administration and use of AQX-1125;

� the availability, perceived advantages, relative cost, relative safety and relative efficacy of alternative and
competing treatments;

� the effectiveness of our own or our potential strategic collaborators� marketing, sales and distribution strategy
and operations;

� acceptance of AQX-1125 as safe and effective by patients and the medical community; and

� a continued acceptable safety profile of AQX-1125 following approval.
Many of these factors are beyond our control. If we, or our potential commercialization collaborators, are unable to
successfully commercialize AQX-1125, we may not be able to earn sufficient revenues to continue our business.

Because the results of preclinical testing or earlier clinical trials are not necessarily predictive of future results,
AQX-1125, which has completed three Phase 2 clinical trials, or any future product candidate we advance into
clinical trials, may not have favorable results in later clinical trials or receive regulatory approval.

Success in preclinical testing and early clinical trials does not ensure that later clinical trials will generate adequate
data to demonstrate the efficacy and safety of an investigational drug. A number of companies in the pharmaceutical
and biotechnology industries, including those with greater resources and experience, have suffered significant
setbacks in clinical trials, even after seeing promising results in earlier clinical trials. Despite the results reported in
earlier clinical trials for AQX-1125, we do not know whether the Leadership 301 clinical trial, or any other clinical
trials we may conduct, will demonstrate adequate efficacy and safety to result in regulatory approval to market
AQX-1125 or any of our future product candidates in any particular jurisdiction. For example, despite showing
positive results in our COPD proof-of-concept trial following a lipopolysaccharide (LPS) challenge in healthy
subjects, our Phase 2 Flagship clinical trial with AQX-1125 failed to demonstrate efficacy in COPD patients with a
history of frequent exacerbations. In addition, our Phase 2 Leadership 201 clinical trial in IC/BPS failed to
demonstrate statistically significant results in its primary endpoint and our Phase 2 Kinship clinical trial failed to
demonstrate efficacy in patients with mild to moderate atopic dermatitis. Even if we believe that we have adequate
data to support an application for regulatory approval to market our product candidates, FDA or other applicable
foreign regulatory authorities may not agree and may require we conduct additional clinical trials. If later-stage
clinical trials do not produce favorable results, our ability to achieve regulatory approval for any of our product
candidates may be adversely impacted.

We have not yet established the optimal dose for AQX-1125. There can be no guarantee that the 200 mg dose studied
in our Phase 2 clinical trial will be efficacious or, if it is, whether it will be the optimal dose to continue development
with. We believe we may need to conduct additional clinical trials to evaluate additional dose levels of AQX-1125.
There cannot be any guarantee that any of these trials will be successful in determining a dose of AQX-1125 suitable
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for marketing approval.

SHIP1 has not been validated as a target.

Our primary focus is small molecule anti-inflammatory product candidates targeting SHIP1, which is a key regulator
of an important cellular signaling pathway in immune cells. To date, no drug which specifically targets SHIP1 has
been demonstrated to provide clinical benefit or been approved by any regulatory authority for the treatment of
disease. Therefore, SHIP1 has not been validated as a target. We are therefore pursuing development of AQX-1125
against a novel and unproven target. We believe AQX-1125 is the only SHIP1 activator currently in clinical trials.
SHIP1 activators as a class of drug, including AQX-1125, may ultimately prove unsuitable for treatment of human
diseases, or if approved for treatment of human diseases, may be commercially unsuccessful, either of which could
cause our business to fail.

Clinical drug development involves a lengthy and expensive process with an uncertain outcome.

Clinical testing is expensive, can take many years to complete, and its outcome is inherently uncertain. Failure can
occur at any time during the clinical trial process. Product candidates in later stages of clinical trials may fail to show
the desired safety and efficacy traits despite having progressed through preclinical studies and early clinical trials.

We may experience delays in our ongoing or future clinical trials and we do not know whether planned clinical trials
will begin or enroll subjects on time, need to be redesigned or be completed on schedule, if at all. While we do not
anticipate any future delays, there can be no assurance that the FDA or other comparable foreign regulatory authority
will not put clinical trials of AQX-1125 or any other of our product candidates on clinical hold in the future. Clinical
trials may be delayed, suspended or prematurely terminated for a variety of reasons, such as:

� delay or failure in reaching agreement with the FDA or a comparable foreign regulatory authority on a
trial design that we are able to execute;

� delay or failure in obtaining authorization to commence a trial or inability to comply with conditions
imposed by a regulatory authority regarding the scope or design of a clinical trial;
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� delay or failure in reaching agreement on acceptable terms with prospective contract research organizations,
or CROs, and clinical trial sites, the terms of which can be subject to extensive negotiation and may vary
significantly among different CROs and trial sites;

� delay or failure in obtaining institutional review board, or IRB, approval or the approval of other reviewing
entities, including comparable foreign regulatory authorities, to conduct a clinical trial at each site;

� withdrawal of clinical trial sites from our clinical trials as a result of changing standards of care or
the ineligibility of a site to participate in our clinical trials;

� delay or failure in recruiting and enrolling suitable subjects to participate in a trial;

� delay or failure in subjects completing a trial or returning for post-treatment follow-up;

� clinical sites and investigators deviating from trial protocol, failing to conduct the trial in accordance with
regulatory requirements, or dropping out of a trial;

� inability to identify and maintain a sufficient number of trial sites, many of which may already be engaged in
other clinical trial programs, including some that may be for the same indication;

� failure of our third parties, such as CROs, to satisfy their contractual duties or meet expected deadlines;

� delay or failure in adding new clinical trial sites;

� ambiguous or negative interim results or results that are inconsistent with earlier results;

� feedback from the FDA, the IRB, data safety monitoring boards, or a comparable foreign regulatory
authority, or results from earlier stage or concurrent preclinical studies and clinical trials, that might require
modification to the protocol for the trial;

� decision by the FDA, the IRB, a comparable foreign regulatory authority, or us, to impose a clinical hold
following an inspection of our clinical trial operations or trial sites, or recommendation by a data safety
monitoring board or comparable foreign regulatory authority, to suspend or terminate clinical trials at any
time for safety issues or for any other reason;

� unacceptable risk-benefit profile, unforeseen safety issues or adverse side effects;
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� failure to demonstrate a benefit from using a drug;

� delays in the testing, validation, manufacturing and delivery of the investigational or placebo products to the
clinical sites;

� lack of adequate funding to continue the clinical trial, including the incurrence of unforeseen costs due to
enrollment delays, requirements to conduct additional clinical trials or increased expenses associated with
the services of our CROs and other third parties; or

� changes in governmental regulations or administrative actions or lack of adequate funding to continue the
clinical trial.

As an organization, we have never completed a Phase 3 pivotal clinical trial or submitted an NDA to the FDA or
other marketing applications to comparable foreign regulatory authorities before, and may be unable to do so for
AQX-1125 or any product candidate we are developing.

The conduct of pivotal clinical trials and the submission of a successful marketing application is a complicated
process. As an organization, we have not completed a Phase 3 pivotal clinical trial before, have limited experience in
preparing, submitting and prosecuting regulatory filings, and have not submitted an NDA to the FDA or any other
marketing application to a foreign regulatory authority before. We also have had limited interactions with the FDA
and comparable foreign authorities. We may be unable to successfully and efficiently execute and complete necessary
clinical trials in a way that leads to marketing application submission and approval of AQX-1125 or any other product
candidate we are developing. We may require more time and incur greater costs than our competitors and may not
succeed in obtaining regulatory approvals of products that we develop. Failure to commence or complete, or delays in,
our Leadership 301 clinical trial or any other planned clinical trials, would prevent us from, or delay us in,
commercializing AQX-1125 or any other product candidate we are developing.

If we are unable to enroll subjects in clinical trials, we will be unable to complete these trials on a timely basis.

Patient enrollment, a significant factor in the timing of clinical trials, is affected by many factors including the size
and nature of the patient population, the proximity of subjects to clinical sites, the eligibility criteria for the trial, the
design of the clinical trial, delays or failure in obtaining authorization to commence a trial or inability to comply with
conditions imposed by a regulatory authority regarding the scope or design of a clinical trial, ability to obtain and
maintain patient consents, risk that enrolled subjects will drop out before completion, competing clinical trials and
clinicians� and patients� perceptions as to the potential advantages of the drug being studied in relation to other
available therapies, including any new drugs that may be approved for the indications we are investigating.
Furthermore, we rely on CROs and clinical trial sites to ensure the proper and timely conduct of our clinical trials, and
while we have
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agreements governing their committed activities, we have limited influence over their actual performance. For
example, in our Phase 1b LPS challenge proof-of-concept trial of AQX-1125, a large number of data points were lost
for one part of the trial through error, rendering an analysis for efficacy uninterpretable for that part.

If we experience delays in the completion or termination of, any clinical trial of AQX-1125 or any future product
candidates, the commercial prospects of our product candidates will be harmed, and our ability to generate revenues
from any of these product candidates will be delayed. In addition, any delays in completing our clinical trials will
increase our costs, slow down our product candidate development and approval process and could shorten any periods
during which we may have the exclusive right to commercialize our product candidates or allow our competitors to
bring products to market before we do, and jeopardize our ability to commence product sales, which would impair our
ability to generate revenues and may harm our business, results of operations, financial condition and cash flows and
future prospects. In addition, many of the factors that could cause a delay in the commencement or completion of
clinical trials may also ultimately lead to the denial of regulatory approval of AQX-1125 or our future product
candidates.

The regulatory approval processes of the FDA and comparable foreign regulatory authorities are lengthy, time
consuming and inherently unpredictable, and if we are ultimately unable to obtain regulatory approval for
AQX-1125 or our future product candidates, our business will be substantially harmed.

The time required to obtain approval by the FDA and comparable foreign regulatory authorities is unpredictable, but
typically takes many years following the commencement of preclinical studies and clinical trials and depends upon
numerous factors, including the substantial discretion of the regulatory authorities. In addition, approval policies,
regulations, or the type and amount of clinical data necessary to gain approval may change during the course of a
product candidate�s clinical development and may vary among jurisdictions. We have not obtained regulatory approval
for any product candidate, and it is possible that neither AQX-1125 nor any future product candidates we may
discover, in-license or acquire and seek to develop will ever obtain regulatory approval.

Our product candidates could fail to receive regulatory approval from the FDA or a comparable foreign regulatory
authority for many reasons, including:

� disagreement over the design or implementation of our clinical trials;

� failure to demonstrate that a product candidate is safe and effective for its proposed indication;

� failure of clinical trials to meet the level of statistical significance required for approval;

� failure to demonstrate that a product candidate�s clinical and other benefits outweigh its safety risks;

� disagreement over our interpretation of data from preclinical studies or clinical trials;

�
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disagreement over whether to accept efficacy results from clinical trial sites outside the United States where
the standard of care is potentially different from that in the United States;

� the insufficiency of data collected from clinical trials of AQX-1125 or our future product candidates to
support the submission and filing of an NDA or other submission or to obtain regulatory approval;

� disapproval of the manufacturing processes or facilities of third-party manufacturers with whom we contract
for clinical and commercial supplies; or

� changes in the approval policies or regulations that render our preclinical and clinical data insufficient for
approval.

The FDA or a comparable foreign regulatory authority may require more information, including additional preclinical
or clinical data to support approval, which may delay or prevent approval and our commercialization plans, or we may
decide to abandon the development program altogether. Even if we do obtain regulatory approval, AQX-1125 or our
future product candidates may be approved for fewer or more limited indications than we request, approval may be
granted but contingent on the performance of costly post-marketing clinical trials, or approval with a label that does
not include the labeling claims necessary or desirable for the successful commercialization of that product candidate.
In addition, if AQX-1125, or our future product candidates, produce undesirable side effects or safety issues, the FDA
may require the establishment of a Risk Evaluation Mitigation Strategy, or REMS, or a comparable foreign regulatory
authority may require the establishment of a similar strategy, that may restrict distribution of our products and impose
burdensome implementation requirements on us. Any of the foregoing scenarios could materially harm the
commercial prospects for our product candidates.

Approval by the FDA does not ensure approval by comparable foreign regulatory authorities and approval by one or
more foreign regulatory authorities does not ensure approval by regulatory authorities in other countries or by the
FDA. However, a failure or delay in obtaining regulatory approval in one country may have a negative effect on the
regulatory process in others. We may not be able to file for regulatory approvals and even if we file we may not
receive the necessary approvals to commercialize our products in any market.
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We are conducting, and may in the future conduct, clinical trials for AQX-1125 or any future product candidates
in sites outside the United States and the FDA may not accept data from trials conducted in such locations.

We have conducted, and may in the future choose to conduct, one or more of our clinical trials outside the United
States. Although the FDA may accept data from clinical trials conducted outside the United States, acceptance of this
data is subject to certain conditions imposed by the FDA. For example, the clinical trial must be well designed and
conducted and performed by qualified investigators in accordance with ethical principles. The trial population must
also adequately represent the U.S. population, and the data must be applicable to the U.S. population and U.S. medical
practice in ways that the FDA deems clinically meaningful. Generally, the patient population for any clinical trials
conducted outside of the United States must be representative of the population for whom we intend to label the
product in the United States. In addition, while these clinical trials are subject to the applicable local laws, FDA
acceptance of the data will be dependent upon its determination that the trials also complied with all applicable U.S.
laws and regulations. There can be no assurance the FDA will accept data from trials conducted outside the United
States. If the FDA does not accept the data from our Leadership 201, Flagship and Kinship clinical trials conducted
outside the United States, it would likely result in the need for additional trials, which would be costly and
time-consuming and delay or permanently halt our development of AQX-1125 or any future product candidates.

AQX-1125 or our future product candidates may cause undesirable side effects or have other properties that could
delay or prevent their regulatory approval, limit the commercial profile of an approved label, or result in significant
negative consequences following any marketing approval.

Undesirable side effects caused by AQX-1125 or our future product candidates could cause us or regulatory
authorities to interrupt, delay or halt clinical trials and could result in a more restrictive label or the delay or denial of
regulatory approval by the FDA or other comparable foreign regulatory authority. AQX-1125 administered orally has
generally been well tolerated by patients in our clinical trials with limited adverse events, the most frequent of which
were gastrointestinal disorders. However, in our animal toxicity studies certain side-effects, including severe
ulcerations to the gastrointestinal tract of dogs and adverse effects to the ocular lens of some animals occurred. There
can be no assurance that these toxicities in animals will not occur in humans. If these toxicities do occur in our future
clinical trials they could cause delay or even discontinuance of further development of AQX-1125 or future product
candidates, which would impair our ability to generate revenues and would have a material adverse effect on our
business, results of operations, financial condition and cash flows and future prospects.

To date, the most common side effect of AQX-1125 noted in clinical trials is mild gastrointestinal upset including
mild diarrhea, nausea and gastric pain. There can be no assurance that side effects from AQX-1125 in future clinical
trials will not prompt the discontinued development of AQX-1125 or future product candidates. As a result of these
side effects or further safety or toxicity issues that we may experience in our clinical trials in the future, we may not
receive approval to market AQX-1125 or any future product candidates, which could prevent us from ever generating
revenues or achieving profitability. Results of our trials could reveal an unacceptably high severity and prevalence of
side effects. In such an event, our trials could be suspended or terminated and the FDA or comparable foreign
regulatory authorities could order us to cease further development of, or deny approval of, our product candidates for
any or all targeted indications. The drug-related side effects could affect patient recruitment or the ability of enrolled
subjects to complete the trial or result in potential product liability claims. Any of these occurrences may have a
material adverse effect on our business, results of operations, financial condition and cash flows and future prospects.

Additionally, if AQX-1125 or any of our future product candidates receives marketing approval, and we, or others,
later identify undesirable side effects caused by such product, a number of potentially significant negative
consequences could result, including:
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� we may be forced to suspend marketing of such product;

� regulatory authorities may withdraw their approvals of such product;

� regulatory authorities may require additional warnings on the label that could diminish the usage or
otherwise limit the commercial success of such products;

� the FDA or other regulatory bodies may issue safety alerts, Dear Healthcare Provider letters, press
releases or other communications containing warnings about such product;

� the FDA may require the establishment or modification of a REMS or a comparable foreign regulatory
authority may require the establishment or modification of a similar strategy that may, for instance,
restrict distribution of our products and impose burdensome implementation requirements on us;

� we may be required to change the way the product is administered or conduct additional clinical trials;

� we could be sued and held liable for harm caused to subjects or patients;

� we may be subject to litigation or product liability claims; and

� our reputation may suffer.

S-11

Edgar Filing: AQUINOX PHARMACEUTICALS, INC - Form 424B5

Table of Contents 30



Table of Contents

Any of these events could prevent us from achieving or maintaining market acceptance of the particular product
candidate, if approved.

Even if AQX-1125 or our future product candidates receive regulatory approval, they may still face future
development and regulatory difficulties.

Even if we obtain regulatory approval for AQX-1125 or a future product candidate, it would be subject to ongoing
requirements by the FDA and comparable foreign regulatory authorities governing the manufacture, quality control,
further development, labeling, packaging, storage, distribution, safety surveillance, import, export, advertising,
promotion, recordkeeping and reporting of safety and other post-market information. The safety profile of any product
will continue to be closely monitored by the FDA and comparable foreign regulatory authorities after approval. If the
FDA or comparable foreign regulatory authorities become aware of new safety information after approval of
AQX-1125 or any future product candidate, they may require labeling changes or establishment of a REMS or similar
strategy, impose significant restrictions on a product�s indicated uses or marketing, or impose ongoing requirements for
potentially costly post-approval studies or post-market surveillance. For example, the label ultimately approved for
AQX-1125, if it achieves marketing approval, may include restrictions on use.

In addition, manufacturers of drug products and their facilities are subject to continual review and periodic inspections
by the FDA and other regulatory authorities for compliance with current good manufacturing practice, or cGMP,
requirements and other regulations. If we or a regulatory agency discover previously unknown problems with a
product, such as adverse events of unanticipated severity or frequency, or problems with the facility where the product
is manufactured, a regulatory agency may impose restrictions on that product, the manufacturing facility or us,
including requiring recall or withdrawal of the product from the market or suspension of manufacturing. If we, our
product candidates or the manufacturing facilities for our product candidates, fail to comply with applicable regulatory
requirements, a regulatory agency may:

� issue warning letters or untitled letters;

� impose restrictions on the marketing or manufacturing of the product candidates;

� mandate modifications to promotional materials or require us to provide corrective information to
healthcare practitioners;

� require us or any future collaborator to enter into a consent decree, which can include imposition of
various fines, reimbursements for inspection costs, required due dates for specific actions and penalties
for noncompliance;

� seek an injunction or impose civil or criminal penalties or monetary fines;

� suspend or withdraw regulatory approval;
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� suspend any ongoing clinical trials;

� refuse to approve pending applications or supplements to applications filed by us;

� suspend or impose restrictions on operations, including costly new manufacturing requirements; or

� seize or detain products, refuse to permit the import or export of products, or require us to initiate a
product recall.

The occurrence of any event or penalty described above may inhibit our ability to commercialize AQX-1125 or any
future product candidates and generate revenue.

The FDA strictly regulates the advertising and promotion of drug products, and drug products may only be marketed
or promoted for their FDA approved uses, consistent with the product�s approved labeling. Advertising and promotion
of any product candidate that obtains approval in the United States will be heavily scrutinized by the FDA, the DOJ,
the Office of Inspector General of the Department of Health and Human Services, state attorneys general, members of
Congress and the public. Violations, including promotion of our products for unapproved or off-label uses, are subject
to enforcement letters, inquiries and investigations, and civil, criminal and/or administrative sanctions by the FDA.
Additionally, advertising and promotion of any product candidate that obtains approval outside of the United States
will be heavily scrutinized by relevant foreign regulatory authorities.

In the United States, engaging in impermissible promotion of our future products for off-label uses can also subject us
to false claims litigation under federal and state statutes, which can lead to civil, criminal and/or administrative
penalties and fines and agreements that materially restrict the manner in which we promote or distribute our drug
products. These false claims statutes include the federal False Claims Act, which allows any individual to bring a
lawsuit against a pharmaceutical company on behalf of the federal government alleging submission of false or
fraudulent claims, or causing to present such false or fraudulent claims, for payment by a federal program such as
Medicare or Medicaid. If the government prevails in the lawsuit, the individual may share in any fines or settlement
funds. Since 2004, these False Claims Act lawsuits against pharmaceutical companies have increased significantly in
volume and breadth, leading to several substantial civil and criminal settlements based on certain sales practices
promoting off-label drug uses. This growth in litigation has increased the risk that a pharmaceutical company will
have to defend a false claim action, pay settlement fines or restitution, agree to comply with burdensome reporting and
compliance obligations, and be excluded from the Medicare,
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Medicaid and other federal and state healthcare programs. If we do not lawfully promote our products once they have
received regulatory approval, we may become subject to such litigation and, if we are not successful in defending
against such actions, those actions could have a material adverse effect our business, results of operations, financial
condition and cash flows and future prospects.

Existing government regulations may change and additional government regulations may be enacted that could
prevent, limit or delay regulatory approval of AQX-1125 or any future product candidates. If we are slow or unable to
adapt to changes in existing requirements or the adoption of new requirements or policies, or if we are not able to
maintain regulatory compliance, we may lose any marketing approval that we may have obtained and/or be subject to
fines or enhanced government oversight and reporting obligations, which would adversely affect our business,
prospects and ability to achieve or sustain profitability.

Failure to obtain regulatory approval in international jurisdictions would prevent AQX-1125 or any future product
candidates from being marketed outside the United States.

In order to market and sell our products in the European Union and other jurisdictions, we must obtain separate
marketing approvals and comply with numerous and varying regulatory requirements. The approval procedure varies
among countries and can involve additional testing. The time required to obtain approval may differ substantially from
that required to obtain FDA approval. The regulatory approval process outside the United States generally includes all
of the risks associated with obtaining FDA approval. In addition, in many countries outside the United States, it is
required that the product be approved for reimbursement before the product can be approved for sale in that country.
Obtaining foreign regulatory approvals and compliance with foreign regulatory requirements could result in
significant delays, difficulties and costs for us and could delay or prevent the introduction of our products in certain
countries. We may not obtain approvals from regulatory authorities outside the United States on a timely basis, if at
all. Approval by the FDA does not ensure approval by regulatory authorities in other countries or jurisdictions, and
approval by one regulatory authority outside the United States does not ensure approval by regulatory authorities in
other countries or jurisdictions or by the FDA. A failure or delay in obtaining regulatory approval in one country may
have a negative effect on the regulatory approval process in others. We may not be able to file for marketing approvals
and may not receive necessary approvals to commercialize our products in any market. If we are unable to obtain
approval of AQX-1125 or any of our future product candidates by regulatory authorities in the European Union or
another jurisdiction, the commercial prospects of that product candidate may be significantly diminished and our
business prospects could decline.

Recently enacted and future legislation, including potentially unfavorable pricing regulations or other healthcare
reform initiatives, may increase the difficulty and cost for us to obtain marketing approval of, and
commercialization of, AQX-1125 or our future product candidates and affect the prices we may obtain.

The regulations that govern, among other things, marketing approvals, coverage, pricing and reimbursement for new
drug products vary from country to country. In the United States and some foreign jurisdictions, there have been a
number of legislative and regulatory changes and proposed changes regarding the healthcare system that could prevent
or delay marketing approval of AQX-1125 or our future product candidates, restrict or regulate post-approval
activities and affect our ability to successfully sell any product candidates for which we obtain marketing approval.

In the United States in recent years, Congress has considered reductions in Medicare reimbursement for drugs
administered by physicians. CMS, the agency that administers the Medicare program, also has the authority to revise
reimbursement rates and to implement coverage restrictions for drugs. Cost reduction initiatives and changes in
coverage implemented through legislation or regulation could decrease utilization of, and reimbursement for, any
approved products, which in turn could affect the price we can receive for those products. While Medicare regulations
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apply only to drug benefits for Medicare beneficiaries, private payors often follow Medicare coverage policy and
payment limitations in establishing their own coverage polices and reimbursement rates. Therefore, any reduction in
reimbursement that results from federal legislation or regulation may result in a similar reduction in payments from
private payors.

In March 2010, President Obama signed into law the Affordable Care Act in an effort to, among other things, broaden
access to health insurance, reduce or constrain the growth of healthcare spending, enhance remedies against fraud and
abuse, add new transparency requirements for healthcare and health insurance industries, impose new taxes and fees
on pharmaceutical and medical device manufacturers and impose additional health policy reforms. The Affordable
Care Act, among other things, also expanded manufacturers� rebate liability to include covered drugs dispensed to
individuals who are enrolled in Medicaid managed care organizations, increased the minimum rebate due for
innovator drugs from 15.1% of average manufacturer price, or AMP, to 23.1% of AMP and capped the total rebate
amount for innovator drugs at 100% of AMP. The Affordable Care Act and subsequent legislation and regulation also
revised the definition of AMP for calculating and reporting Medicaid drug rebates on outpatient prescription drug
prices. This could increase the amount of Medicaid drug rebates to states. Furthermore, the Affordable Care Act
imposes a significant annual, nondeductible fee on companies that manufacture or import certain branded prescription
drug products. Substantial new provisions affecting compliance have also been enacted, which may affect our
business practices with healthcare practitioners, and a significant number of provisions are not yet, or have only
recently become, effective. Furthermore, since its enactment there have been judicial and Congressional challenges to
certain aspects of the Affordable Care Act, and we expect there will be additional challenges and amendments to it in
the future. While the full effect of the Affordable Care Act, and any of its implementing regulations, is unclear, the
Affordable Care Act has the potential to: substantially change healthcare financing and delivery by both governmental
and private insurers; continue the pressure on pharmaceutical pricing, especially under the Medicare program; and
increase our regulatory burdens and operating costs.
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In addition, other legislative changes have been proposed and adopted since the Affordable Care Act was enacted. On
August 2, 2011, the President signed into law the Budget Control Act of 2011, which, among other things, created the
Joint Select Committee on Deficit Reduction to recommend to Congress proposals in spending reductions. The Joint
Select Committee did not achieve a targeted deficit reduction of at least $1.2 trillion for the years 2013 through 2021,
triggering the legislation�s automatic reduction to several government programs. This includes aggregate reductions to
Medicare payments to providers of up to 2% per fiscal year that went into effect on April 1, 2013 and, due to
subsequent legislative amendments to the statute, will remain in effect through 2025 unless additional Congressional
action is taken. On January 2, 2013, President Obama signed into law the American Taxpayer Relief Act of 2012,
which, among other things, further reduced Medicare payments to several providers and increased the statute of
limitations period for the government to recover overpayments to providers from three to five years. These new laws
may result in additional reductions in Medicare and other healthcare funding, which could have a material adverse
effect on our customers and accordingly, our financial operations. Legislative and regulatory proposals have been
made to expand post-approval requirements and restrict sales and promotional activities for pharmaceutical products.
Furthermore, there has been heightened governmental scrutiny recently over the manner in which manufacturers set
prices for their marketed products. For example, there have been several recent Congressional inquiries and proposed
bills designed to, among other things, bring more transparency to drug pricing, review the relationship between
pricing and manufacturer�s patient programs, and reform government program reimbursement methodologies for drug
products. We cannot be sure whether additional legislative changes will be enacted, or whether existing regulations,
guidance or interpretations will be changed, or what the impact of such changes on the marketing approvals of
AQX-1125 or our future product candidates, if any, may be.

In the United States, the European Union and other potentially significant markets for AQX-1125 and our future
product candidates, government authorities and third-party payors are increasingly attempting to limit or regulate the
price of medical products and services, particularly for new and innovative products and therapies, which has resulted
in lower average selling prices. Furthermore, the increased emphasis on managed healthcare in the United States and
on country and regional coverage, pricing and reimbursement controls in the European Union will put additional
pressure on product coverage, pricing, reimbursement and utilization, which may adversely affect our business, results
of operations, financial condition and cash flows and future prospects. These pressures can arise from various sources,
including but not limited to, rules and practices of managed care groups, judicial decisions and governmental laws and
regulations related to Medicare, Medicaid and healthcare reform, pharmaceutical reimbursement policies and pricing
in general.

Some countries require approval of the sale price of a drug before it can be marketed. In many countries, the pricing
review period begins after marketing or product licensing approval is granted. In some foreign markets, prescription
pharmaceutical pricing remains subject to continuing governmental control even after initial approval is granted. As a
result, we might obtain marketing approval for a product candidate in a particular country, but then be subject to price
regulations that delay our commercial launch of the product, possibly for lengthy time periods, which could negatively
impact the revenues we are able to generate from the sale of the product in that particular country. Adverse pricing
limitations may hinder our ability to recoup our investment in one or more product candidates even if our product
candidates obtain marketing approval.

Laws and regulations governing international operations may preclude us from developing, manufacturing and
selling certain product candidates outside of the United States and Canada and require us to develop and
implement costly compliance programs.

As we expand our operations outside of the United States and Canada, we must comply with numerous laws and
regulations in each jurisdiction in which we plan to operate. We must also comply with U.S. laws applicable to the
foreign operations of U.S. businesses and individuals, such as the Foreign Corrupt Practices Act, or FCPA, and

Edgar Filing: AQUINOX PHARMACEUTICALS, INC - Form 424B5

Table of Contents 35



Canadian laws applicable to the foreign operations of Canadian businesses and individuals, such as the Corruption of
Foreign Public Officials Act, or CFPOA. The creation and implementation of international business practices
compliance programs is costly and such programs are difficult to enforce, particularly where reliance on third parties
is required.

The FCPA prohibits any U.S. individual or business from paying, offering, authorizing payment or offering anything
of value, directly or indirectly, to any foreign official, political party or candidate for the purpose of influencing any
act or decision of the foreign entity in order to assist the individual or business in obtaining or retaining business. The
FCPA also obligates companies whose securities are listed in the United States to comply with certain accounting
provisions requiring us to maintain books and records that accurately and fairly reflect all transactions of the
corporation, including international subsidiaries, and to devise and maintain an adequate system of internal accounting
controls for international operations. The anti-bribery provisions of the FCPA are enforced primarily by the DOJ. The
SEC is involved with enforcement of the books and records provisions of the FCPA.

Compliance with the FCPA is expensive and difficult, particularly in countries in which corruption is a recognized
problem. In addition, the FCPA presents particular challenges in the pharmaceutical industry, because, in many
countries, hospitals are operated by the government, and doctors and other hospital employees are considered foreign
officials. Certain payments to hospitals in connection with clinical trials and other work have been deemed to be
improper payments to government officials and have led to FCPA enforcement actions.
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Various laws, regulations and executive orders also restrict the use and dissemination outside the United States, or the
sharing with certain non-U.S. nationals, of information classified for national security purposes, as well as certain
products and technical data relating to those products. Our expanding presence outside the United States will require
us to dedicate additional resources to comply with these laws, and these laws may preclude us from developing,
manufacturing, or selling certain products and product candidates outside the United States, which could limit our
growth potential and increase our development costs.

The failure to comply with laws governing international business practices may result in substantial penalties,
including suspension or debarment from government contracting. Violation of the FCPA can result in significant civil
and criminal penalties. Indictment alone under the FCPA can lead to suspension of the right to do business with the
U.S. government until the pending claims are resolved. Conviction of a violation of the FCPA can result in long-term
disqualification as a government contractor. The termination of a government contract or relationship as a result of our
failure to satisfy any of our obligations under laws governing international business practices would have a negative
impact on our operations and harm our reputation and ability to procure government contracts. The SEC also may
suspend or bar issuers from trading securities on U.S. exchanges for violations of the FCPA�s accounting provisions.

The CFPOA prohibits Canadian businesses and individuals from giving or offering to give a benefit of any kind to a
foreign public official, or any other person for the benefit of the foreign public official, where the ultimate purpose is
to obtain or retain a business advantage. Furthermore, a company may be found liable for violations by not only its
employees, but also by its third-party agents. Any failure to comply with the CFPOA, as well as applicable laws and
regulations in foreign jurisdictions, could result in substantial penalties or restrictions on our ability to conduct
business in certain foreign jurisdictions, which may have a material adverse impact on us and our share price.

Even if we are able to commercialize AQX-1125 or our future product candidates, the products may not receive
coverage and adequate reimbursement from third-party payors, which could harm our business.

Our ability to commercialize any products successfully will depend, in part, on the extent to which coverage and
adequate reimbursement for these products and related treatments will be available from government authorities,
private health insurers, health maintenance organizations and third-party payors. Patients who are prescribed
medications for the treatment of their conditions generally rely on third-party payors to reimburse all or part of the
costs associated with their prescription drugs. Coverage and adequate reimbursement from government healthcare
programs, such as Medicare and Medicaid, and private health insurers are critical to new product acceptance. Patients
are unlikely to use AQX-1125, or our future product candidates, unless coverage is provided and reimbursement is
adequate to cover a significant portion of the cost of our product candidates. A primary trend in the U.S. healthcare
industry and elsewhere is cost containment. As a result, government authorities and other third-party payors have
attempted to control costs by limiting coverage and the amount of reimbursement for particular medications.
Increasingly, third-party payors are requiring that drug companies provide them with predetermined discounts from
list prices and are challenging the prices charged for medical products. Third-party payors may also seek additional
clinical evidence, beyond the data required to obtain marketing approval, demonstrating clinical benefits and value in
specific patient populations before covering our products for those patients. We cannot be sure that coverage and
adequate reimbursement will be available for any product that we commercialize and, if reimbursement is available,
what that level of reimbursement will be. Coverage and reimbursement may impact the demand for, or the price of,
any product candidate for which we obtain marketing approval. If coverage and reimbursement are not available or are
available only at limited levels, we may not be able to successfully commercialize any product candidate for which we
obtain marketing approval.

There may be significant delays in obtaining coverage and reimbursement for newly approved drugs, and coverage
may be more limited than the purposes for which the drug is approved by the FDA or comparable foreign regulatory
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authorities. Moreover, obtaining coverage does not imply that any drug will be paid for in all cases or at a rate that
covers our costs, including research, development, manufacture, sales and distribution. Interim reimbursement levels
for new drugs, if applicable, may also not be sufficient to cover our costs and may only be temporary. Reimbursement
rates may vary according to the use of the drug and the clinical setting in which it is used. Reimbursement rates may
also be based in part on existing reimbursement amounts for lower cost drugs or may be bundled into the payments for
other services. Net prices for drugs may be reduced by mandatory discounts or rebates required by government
healthcare programs or private payors and by any future relaxation of laws that presently restrict imports of drugs
from countries where they may be sold at lower prices than in the United States. Coverage and reimbursement for
drug products can differ significantly from payor to payor. As a result, the coverage and reimbursement determination
process is often a time-consuming and costly process with no assurance that coverage and adequate reimbursement
will be obtained or applied consistently. Third-party payors often rely upon Medicare coverage policy and payment
limitations in setting their own coverage and reimbursement policies. Our inability to promptly obtain coverage and
profitable reimbursement rates from both government-funded and private payors for any approved products that we
develop could have a material adverse effect on our operating results, our ability to raise capital needed to
commercialize products and our overall financial condition.

We have never marketed a drug before, and if we are unable to establish an effective sales force and marketing
infrastructure, or enter into acceptable third-party sales and marketing or licensing arrangements, we may be
unable to generate any revenue.

We do not currently have an infrastructure for the sales, marketing and distribution of pharmaceutical drug products
and the cost of establishing and maintaining such an infrastructure may exceed the cost-effectiveness of doing so. In
order to market any products that may be approved by the FDA and comparable foreign regulatory authorities, we
must build our sales, marketing,
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managerial and other non-technical capabilities or make arrangements with third parties to perform these services. If
we are unable to establish adequate sales, marketing and distribution capabilities, whether independently or with third
parties, we may not be able to generate product revenue and may not become profitable. We will be competing with
many companies that currently have extensive and well-funded sales and marketing operations. Without an internal
commercial organization or the support of a third party to perform sales and marketing functions, we may be unable to
compete successfully against these more established companies.

AQX-1125 and our future product candidates, if approved, may not achieve adequate market acceptance among
physicians, patients, and healthcare payors and others in the medical community necessary for commercial
success.

Even if we obtain regulatory approval for AQX-1125 or any of our product candidates that we may develop or acquire
in the future, the product may not gain market acceptance among physicians, healthcare payors, patients or the
medical community. In addition, the reported diagnosis for IC/BPS is significantly lower than the number of people
estimated to suffer from IC/BPS, which could limit our commercial opportunities for that indication. Our commercial
success also depends on coverage and adequate reimbursement of our product candidates by third-party payors,
including government payors, generally, which may be difficult or time-consuming to obtain, may be limited in scope
and may not be obtained in all jurisdictions in which we may seek to market our products. Market acceptance of any
of our product candidates for which we receive approval depends on a number of factors, including:

� the efficacy and safety of such product candidates as demonstrated in clinical trials;

� the clinical indications for which the product candidate is approved;

� acceptance by physicians and patients of the product candidate as a safe and effective treatment;

� the potential and perceived advantages of product candidates over alternative treatments;

� the safety of product candidates seen in a broader patient group, including a product candidate�s use
outside the approved indications;

� the prevalence and severity of any side effects;

� product labeling or product insert requirements of the FDA or other regulatory authorities;

� the timing of market introduction of our products as well as competitive products;

� the cost of treatment in relation to alternative treatments;
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� the availability of coverage and adequate reimbursement and pricing by third-party payors and
government authorities;

� relative convenience and ease of administration;

� the effectiveness of our sales and marketing efforts and those of our collaborators; and

� unfavorable publicity relating to the product candidate.
If any of our product candidates are approved but fail to achieve market acceptance among physicians, patients, or
healthcare payors, we will not be able to generate significant revenues, which would compromise our ability to
become profitable.

Our relationships with healthcare professionals, principal investigators, consultants, customers (actual and
potential) and third-party payors are and will be subject, directly and indirectly, to applicable anti-kickback, fraud
and abuse, privacy, transparency and other healthcare laws and regulations, which could expose us to penalties,
including without limitation, civil, criminal and administrative sanctions, civil penalties, damages, fines,
disgorgement, possible exclusion from participation in Medicare, Medicaid and other federal healthcare programs,
contractual damages, reputational harm, administrative burdens and diminished profits and future earnings and
the curtailment or restructuring of our operations.

As a pharmaceutical company, even though we do not and will not control referrals of healthcare services or bill
directly to Medicare, Medicaid or other third-party payors, federal and state healthcare laws and regulations pertaining
to fraud and abuse and patients� rights are and will be applicable to our future arrangements with third-party payors and
customers who are in a position to purchase, recommend and/or prescribe our product candidates for which we obtain
marketing approval. These broadly applicable fraud and abuse and other healthcare laws and regulations may
constrain our future business or financial arrangements and relationships with healthcare professionals, principal
investigators, consultants, customers, and third-party payors and other entities, including our marketing practices,
educational programs and pricing policies. Restrictions under applicable federal and state healthcare laws and
regulations that may affect our ability to operate include, but are not limited to, the following:

� the federal Anti-Kickback Statute, which, among other things, prohibits persons from knowingly and
willfully soliciting, offering, receiving or providing paying any remuneration (including any kickback, bribe,
or rebate), directly or indirectly, overtly or covertly, in cash or in kind, to induce or reward, or in return for,
either the referral of an individual for, or the purchase, lease, order or recommendation of, any good, facility,
item or service, for which payment may be made, in whole or in part, under a federal healthcare program
such as Medicare and Medicaid;
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� federal civil and criminal false claims laws, including the federal civil False Claims Act, and civil monetary
penalty laws impose criminal and civil penalties, including through civil whistleblower or qui tam actions,
among other things, prohibits individuals or entities from knowingly presenting, or causing to be presented,
to the federal government, including the Medicare and Medicaid programs, claims for payment or approval
that are false or fraudulent or from knowingly making a false statement to improperly avoid, decrease or
conceal an obligation to pay money to the federal government;

� HIPAA, which, among other things, imposes criminal liability for knowingly and willfully executing, or
attempting to execute, a scheme to defraud any healthcare benefit program or to obtain, by means of false or
fraudulent pretenses, representations, or promises, any of the money or property owned by, or under the
custody or control of, any healthcare benefit program, regardless of the payor (e.g. public or private) and
knowingly and willfully falsifying, concealing or covering up by any trick or device a material fact or
making any materially false statements in connection with the delivery of or payment for healthcare benefits,
items or services relating to healthcare matters;

� HIPAA, as amended by HITECH, and its implementing regulations, which also imposes certain obligations,
including mandatory contractual terms, with respect to safeguarding the privacy, security and transmission
of individually identifiable health information without the appropriate authorization by entities subject to the
law, such as health plans, healthcare clearinghouses and healthcare providers;

� the federal Physician Payments Sunshine Act, created under Section 6002 of the Affordable Care Act and its
implementing regulations, which requires certain manufacturers of drugs, devices, biologics and medical
supplies for which payment is available under Medicare, Medicaid or the Children�s Health Insurance
Program (with certain exceptions) to report annually to CMS, information related to �payments or other
transfers of value� made to physicians (defined to include doctors, dentists, optometrists, podiatrists and
chiropractors) and teaching hospitals, and applicable manufacturers and applicable group purchasing
organizations to report annually to CMS ownership and investment interests held by physicians (as defined
above) and their immediate family members and payments or other �transfers of value� to such physician
owners and their immediate family members; and

� analogous state and foreign laws and regulations, including: state anti-kickback and false claims laws which
may apply to our business practices, including, but not limited to, research, distribution, sales and marketing
arrangements and claims involving healthcare items or services reimbursed by state governmental and
non-governmental third-party payors, including private insurers; state laws that require pharmaceutical
companies to comply with the pharmaceutical industry�s voluntary compliance guidelines and the applicable
compliance guidance promulgated by the federal government; state laws that require drug manufacturers to
track gifts and other remuneration and items of value provided to healthcare professionals and entities and
file reports relating to pricing and marketing information; and state and foreign laws govern the privacy and
security of health information in specified circumstances, many of which differ from each other in
significant ways and often are not preempted by HIPAA, thus complicating compliance efforts.

Efforts to ensure that our internal operations and business arrangements with third parties will comply with applicable
healthcare laws and regulations will involve substantial costs. Recent healthcare reform legislation has also
strengthened these laws. For example, the Affordable Care Act, among other things, amends the intent requirement of
the federal Anti-Kickback Statute. A person or entity no longer needs to have actual knowledge of this statute or
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specific intent to violate it in order to have committed a violation. In addition, the Affordable Care Act codified case
law that a claim that includes items or services resulting from a violation of the federal anti-kickback statute
constitutes a false or fraudulent claim for purposes of the federal civil False Claims Act. It is possible that
governmental authorities will conclude that our business practices may not comply with current or future statutes,
regulations, agency guidance, or case law involving applicable fraud and abuse or other healthcare laws and
regulations. If our operations are found to be in violation of any of these laws or any other governmental laws and
regulations that may apply to us, we may be subject to penalties, including without limitation, significant civil,
criminal and administrative penalties, damages, fines, disgorgement, exclusion from government funded healthcare
programs, such as Medicare and Medicaid, as well as contractual damages, reputational harm, administrative burdens
and diminished profits and future earnings, and the curtailment or restructuring of our operations. If any physicians or
other healthcare providers or entities with whom we expect to do business are found to not be in compliance with
applicable laws, they may be subject to criminal, civil or administrative sanctions, including exclusions from
government funded healthcare programs. Moreover, we expect there will continue to be federal and state laws and
regulations, proposed and implemented, that could impact our operations and business. The extent to which future
legislation or regulations, if any, relating to healthcare fraud abuse laws or enforcement, may be enacted or what effect
such legislation or regulation would have on our business remains uncertain.

We may form strategic alliances in the future, and we may not realize the benefits of such alliances.

We may form strategic alliances, create joint ventures or collaborations or enter into licensing arrangements with third
parties that we believe will complement or augment our existing business. These relationships or those like them may
require us to incur non-recurring and other charges, increase our near- and long-term expenditures, issue securities that
dilute our stockholders, including investors who purchase our common stock in this offering, or disrupt our
management and business. In addition, we face significant competition in seeking appropriate strategic partners and
the negotiation process is time-consuming and complex. Moreover, we may not be successful in our efforts to
establish a strategic partnership or other alternative arrangements for AQX-1125 or any future drug
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candidates and programs because our research and development pipeline may be insufficient, our drug candidates and
programs may be deemed to be at too early a stage of development for collaborative effort and third parties may not
view our drug candidates and programs as having the requisite potential to demonstrate safety and efficacy. If we
license products or businesses, we may not be able to realize the benefit of such transactions if we are unable to
successfully integrate them with our existing operations and company culture. We cannot be certain that, following a
strategic transaction or license, we will achieve the revenues or specific net income that justifies such transaction. Any
delays in entering into new strategic partnership agreements related to our drug candidates could also delay the
development and commercialization of our drug candidates and reduce their competitiveness even if they reach the
market.

Our employees, independent contractors, principal investigators, CROs, consultants, vendors and collaboration
partners may engage in misconduct or other improper activities, including noncompliance with regulatory
standards and requirements, which could cause significant liability for us and harm our reputation.

We are exposed to the risk of fraud or other misconduct by our employees, independent contractors, principal
investigators, CROs, consultants, vendors and collaboration partners, including intentional failures to comply with
FDA regulations or similar regulations of comparable foreign regulatory authorities, provide accurate information to
the FDA or comparable foreign regulatory authorities, comply with manufacturing standards we have established,
comply with federal and state data privacy and security, fraud and abuse and other healthcare laws and regulations and
similar laws and regulations established and enforced by comparable foreign regulatory authorities, report financial
information or data accurately or disclose unauthorized activities to us. Specifically, sales, marketing and business
arrangements in the healthcare industry are subject to extensive laws and regulations intended to prevent fraud,
misconduct, kickbacks, self-dealing and other abusive practices. These laws and regulations may restrict or prohibit a
wide range of pricing, discounting, marketing and promotion, sales commission, customer incentive programs and
other business arrangements. Employee misconduct could also involve the improper use or misrepresentation of
information obtained in the course of clinical trials or creating fraudulent data in our pre-clinical studies or clinical
trials, which could result in regulatory sanctions and cause serious harm to our reputation. We have adopted a code of
conduct for our directors, officers and employees, but it is not always possible to identify and deter misconduct by
employees and other third parties, and the precautions we take to detect and prevent this activity may not be effective
in controlling unknown or unmanaged risks or losses or in protecting us from governmental investigations or other
actions or lawsuits stemming from a failure to be in compliance with such laws or regulations. Additionally, we are
subject to the risk that a person or government could allege such fraud or other misconduct, even if none occurred. If
any such actions are instituted against us, and we are not successful in defending ourselves or asserting our rights,
those actions could have a significant impact on our business, results of operations, financial condition and cash flows
from future prospects, including the imposition of significant fines or other sanctions.

We face substantial competition, which may result in others discovering, developing or commercializing products
before, or more successfully than, we do.

The development and commercialization of new drug products is highly competitive. We face competition with
respect to our current product candidate, AQX-1125, and will face competition with respect to any future product
candidates that we may seek to develop or commercialize in the future, from major pharmaceutical companies,
specialty pharmaceutical companies and biotechnology companies worldwide. There are a number of large
pharmaceutical and biotechnology companies that currently market and sell products or are pursuing the development
of products for the treatment of the disease indications for which we are developing AQX-1125 or our future product
candidates. Some of these competitive products and therapies may be based on scientific approaches that are the same
as or similar to our approach, and others are based on entirely different approaches. Potential competitors also include
academic institutions, government agencies and other public and private research organizations that conduct research,
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seek patent protection and establish collaborative arrangements for research, development, manufacturing and
commercialization.

More established companies may have a competitive advantage over us due to their greater size, cash flows and
institutional experience. Compared to us, many of our competitors may have significantly greater financial, technical
and human resources.

As a result of these factors, our competitors may obtain regulatory approval of their products before we do, which will
limit our ability to develop or commercialize AQX-1125 or any of our future product candidates. Although there are
no approved therapies that specifically target SHIP1, there are currently approved therapies for treating the same
diseases or indications for which our product candidates may be useful. In addition, many companies are developing
new therapeutics, and we cannot predict what the standard of care will be as our product candidates progress through
clinical development.
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If AQX-1125 were approved for the treatment of IC/BPS, it could face competition from currently approved and
marketed products, including Janssen Pharmaceuticals Inc.�s pentosan polysulfate sodium, marketed in the United
States as Elmiron, which is now off patent. Also, we believe that Gilead Sciences, Inc., Amgen Inc., and TG
Therapeutics, Inc. are developing drugs that target the delta and/or gamma isoforms of PI3K. In addition, many
companies are developing product candidates directed to IC/BPS, or for other diseases which we may develop
AQX-1125 or other SHIP1 activators for in the future. Such companies include Pfizer, AbbVie, Urigen, Astellas,
Allergan, and Afferent.

We believe that our ability to successfully compete will depend on, among other things:

� the efficacy and safety profile of AQX-1125, including relative to marketed products and product
candidates in development by third parties;
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� the time it takes for AQX-1125 or any of our future product candidates to complete clinical
development and receive marketing approval;

� the ability to commercialize AQX-1125 and future product candidates that receive regulatory approval;

� whether coverage and adequate levels of reimbursement are available under private and governmental
health insurance plans, including Medicare;

� the ability to establish, maintain and protect intellectual property rights related to our product
candidates;

� the ability to manufacture commercial quantities of AQX-1125 and future product candidates that
receive regulatory approval; and

� acceptance of AQX-1125 and future product candidates that receive regulatory approval by physicians
and other healthcare providers.

Our failure to successfully identify, acquire, develop and commercialize additional product candidates or approved
products other than AQX-1125 could impair our ability to grow.

Although a substantial amount of our efforts will focus on the continued clinical testing and potential approval of our
most advanced product candidate, AQX-1125, a key element of our growth strategy is to acquire, develop and/or
market additional products and product candidates. All of our other potential product candidates remain in the
discovery and preclinical study stages. Research programs to identify product candidates require substantial technical,
financial and human resources, whether or not any product candidates are ultimately identified. Because our internal
research capabilities are limited, we may be dependent upon pharmaceutical and biotechnology companies, academic
scientists and other researchers to sell or license products or technology to us. The success of this strategy depends
partly upon our ability to identify, select and acquire promising pharmaceutical product candidates and products. The
process of proposing, negotiating and implementing a license or acquisition of a product candidate or approved
product is lengthy and complex. Other companies, including some with substantially greater financial, marketing and
sales resources, may compete with us for the license or acquisition of product candidates and approved products. We
have limited resources to identify and execute the acquisition or in-licensing of third-party products, businesses and
technologies and integrate them into our current infrastructure. Moreover, we may devote resources to potential
acquisitions or in-licensing opportunities that are never completed, or we may fail to realize the anticipated benefits of
such efforts. Any product candidate that we acquire may require additional development efforts prior to commercial
sale, including extensive clinical testing and approval by the FDA and applicable foreign regulatory authorities. All
product candidates are prone to risks of failure typical of pharmaceutical product development, including the
possibility that a product candidate will not be shown to be sufficiently safe and effective for approval by regulatory
authorities. In addition, we cannot provide assurance that any products that we develop or approved products that we
acquire will be manufactured profitably or achieve market acceptance.

Product liability lawsuits against us could cause us to incur substantial liabilities and to limit commercialization of
any products that we may develop.
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We face an inherent risk of product liability exposure related to the testing of AQX-1125 and any future product
candidates in human clinical trials and will face an even greater risk if we commercially sell any products that we may
develop. Product liability claims may be brought against us by subjects enrolled in our clinical trials, patients,
healthcare providers or others using, administering or selling our products. If we cannot successfully defend ourselves
against claims that our product candidates or products caused injuries, we could incur substantial liabilities.
Regardless of merit or eventual outcome, liability claims may result in:

� decreased demand for any product candidates or products that we may develop;

� termination of clinical trial sites or entire trial programs;

� injury to our reputation and significant negative media attention;

� withdrawal of clinical trial participants;

� significant costs to defend the related litigation;

� substantial monetary awards to trial subjects or patients;

� loss of revenue;

� diversion of management and scientific resources from our business operations; and

� the inability to commercialize our product candidates.
We currently have obtained product liability insurance coverage, which is limited to $5 million per occurrence and
$10 million in the aggregate. This coverage may not be adequate to cover all liabilities that we may incur. Insurance
coverage is becoming increasingly expensive and in the future we may not be able to maintain insurance coverage at a
reasonable cost or in an amount adequate
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to satisfy any liability that may arise. We intend to expand our insurance coverage for products to include the sale of
commercial products if we obtain marketing approval for AQX-1125 or our future product candidates, but we may be
unable to obtain commercially reasonable product liability insurance for any products approved for marketing. Large
judgments have been awarded in class action lawsuits based on drugs that had unanticipated side effects. A successful
product liability claim or series of claims brought against us, particularly if judgments exceed our insurance coverage,
could decrease our cash and adversely affect our business.

We will need to expand our operations and grow the size of our organization, and we may experience difficulties in
managing this growth.

As of June 30, 2016, we had 32 employees. As our development and commercialization plans and strategies develop,
or as a result of any future acquisitions, we will need additional managerial, operational, sales, marketing, scientific,
and financial headcount and other resources. We recently opened an office in California, in part, to support this
growth. Our management, personnel and systems currently in place may not be adequate to support this future growth.
Future growth would impose significant added responsibilities on members of management, including:

� managing our clinical trials effectively, which we anticipate being conducted at numerous clinical
sites;

� identifying, recruiting, maintaining, motivating and integrating additional employees with the expertise
and experience we will require;

� managing our internal development efforts effectively while complying with our contractual
obligations to licensors, licensees, contractors and other third parties;

� manage additional relationships with various strategic partners, suppliers and other third parties;

� improving our managerial, development, operational and finance reporting systems and procedures;
and

� expanding our facilities.
Our failure to accomplish any of these tasks could prevent us from successfully growing our company.

Our future success depends on our ability to attract, retain and motivate qualified personnel.

We may not be able to attract or retain qualified managerial, operational, sales, marketing, scientific and financial
personnel in the future due to the intense competition for qualified personnel among biotechnology, pharmaceutical
and other businesses. If we are not able to attract and retain necessary personnel to accomplish our business
objectives, we may experience constraints that will significantly impede the achievement of our development
objectives, our ability to raise additional capital and our ability to implement our business strategy.
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We are highly dependent on the development, regulatory, commercialization and business development expertise of
our executive officers. If we lose one or more of our executive officers or key employees, our ability to implement our
business strategy successfully could be seriously harmed. Replacing executive officers and key employees may be
difficult and may take an extended period of time because of the limited number of individuals in our industry with
the breadth of skills and experience required to develop, gain regulatory approval of and commercialize products
successfully. Competition to hire from this limited pool is intense, and we may be unable to hire, train, retain or
motivate these additional key personnel. Many of the other pharmaceutical companies that we compete with for
qualified personnel have greater financial and other resources, different risk profiles and a longer history in the
industry than we do. They also may provide more diverse opportunities and better chances for career advancement.
Some of these characteristics may be more appealing to high-quality candidates than what we have to offer. Further,
we do not maintain �key person� insurance for any of our executives or other employees. Our failure to retain key
personnel could impede the achievement of our research, development and commercialization objectives.

We may engage in future acquisitions that could disrupt our business, cause dilution to our stockholders and harm
our business, results of operations, financial condition and cash flows and future prospects.

While we currently have no specific plans to acquire any other businesses, we may, in the future, make acquisitions
of, or investments in, companies that we believe have products or capabilities that are a strategic or commercial fit
with AQX-1125 or our future product candidates and business or otherwise offer opportunities for our company. In
connection with these acquisitions or investments, we may:

� issue stock that would dilute our stockholders� percentage of ownership;

� incur debt and assume liabilities; and

� incur amortization expenses related to intangible assets or incur large and immediate write-offs.
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We may not be able to complete acquisitions on favorable terms, if at all. If we do complete an acquisition, we cannot
assure you that it will ultimately strengthen our competitive position or that it will be viewed positively by customers,
financial markets or investors. Furthermore, future acquisitions could pose numerous additional risks to our
operations, including:

� problems integrating the purchased business, products or technologies;

� increases to our expenses;

� the failure to discover undisclosed liabilities of the acquired asset or company;

� diversion of management�s attention from their day-to-day responsibilities;

� harm to our operating results or financial condition;

� entrance into markets in which we have limited or no prior experience; and

� potential loss of key employees, particularly those of the acquired entity.
We may not be able to complete any acquisitions or effectively integrate the operations, products or personnel gained
through any such acquisition.

Our business and operations would suffer in the event of computer system failures.

Despite the implementation of security measures, our internal computer systems, and those of our CROs and other
third parties on which we rely, are vulnerable to damage from computer viruses, unauthorized access, cyberattacks,
natural disasters, fire, terrorism, war and telecommunication and electrical failures. If such an event were to occur and
cause interruptions in our operations, it could result in a material disruption of our drug development programs. For
example, the loss of clinical trial data from completed, ongoing or planned clinical trials could result in delays in our
regulatory approval efforts and significantly increase our costs to recover or reproduce the data. To the extent that any
disruption or security breach results in a loss of, or damage to, our data or applications, or inappropriate disclosure of
confidential or proprietary information, we could incur liability and the further development of AQX-1125 or our
future product candidates could be delayed.

Business disruptions could seriously harm our future revenues and financial condition and increase our costs and
expenses.

Our operations could be subject to earthquakes, power shortages, telecommunications failures, water shortages,
floods, hurricanes, typhoons, fires, extreme weather conditions, medical epidemics and other natural or manmade
disasters or business interruptions, for which we are predominantly self-insured. We do not carry insurance for all
categories of risk that our business may encounter. The occurrence of any of these business disruptions could
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seriously harm our operations and financial condition and increase our costs and expenses. We rely on third-party
manufacturers to produce our product candidates. Our ability to obtain clinical supplies of product candidates could be
disrupted, if the operations of these suppliers are affected by a man-made or natural disaster or other business
interruption. The ultimate impact on us, our significant suppliers and our general infrastructure of being consolidated
in certain geographical areas is unknown, but our operations and financial condition could suffer in the event of a
major earthquake, fire or other natural disaster. Further, any significant uninsured liability may require us to pay
substantial amounts, which would adversely affect our business, results of operations, financial condition and cash
flows from future prospects.

Risks Related to Our Dependence on Third Parties

We rely on third parties to conduct our preclinical studies and clinical trials. If these third parties do not
successfully carry out their contractual duties or meet expected deadlines, this could substantially harm our
business because we may not be able to obtain regulatory approval for or commercialize AQX-1125 or our future
product candidates in a timely manner or at all.

We have extensively relied upon, and plan to continue to extensively rely upon, third-party CROs to monitor and
manage data for our ongoing preclinical and clinical programs. We rely on these parties for execution of our
preclinical studies and clinical trials, and we control only some aspects of their activities. Nevertheless, we are
responsible for ensuring that each of our studies and clinical trials is conducted in accordance with the applicable
protocol and legal, regulatory and scientific standards, and our reliance on the CROs does not relieve us of our
regulatory responsibilities. We also rely on third parties to assist in conducting our preclinical studies in accordance
with Good Laboratory Practices, or GLP, and the Animal Welfare Act requirements. We and our CROs are required to
comply with federal regulations and current Good Clinical Practices, or GCP, which are international standards meant
to protect the rights and health of patients that are enforced by the FDA, the Competent Authorities of the Member
States of the European Economic Area, or EEA, and comparable foreign regulatory authorities for all of our products
in clinical development. Regulatory authorities enforce GCP through periodic inspections of trial sponsors, principal
investigators and trial sites. If we or any of our CROs fail to comply with applicable GCP, the clinical data generated
in our clinical trials may be deemed unreliable and the FDA or comparable foreign regulatory authorities may require
us to perform additional clinical trials before approving our marketing applications. We cannot assure you that upon
inspection by a given regulatory authority, such regulatory authority will determine that any of our clinical trials
comply with GCP requirements. In addition, our clinical trials must be conducted with product produced under cGMP
requirements. Failure to comply with these regulations may require us to repeat preclinical studies and clinical trials,
which would delay the regulatory approval process.
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Our CROs are not our employees, and except for remedies available to us under our agreements with such CROs, we
cannot control whether or not they devote sufficient time and resources to our ongoing clinical, nonclinical and
preclinical programs. If CROs do not successfully carry out their contractual duties or obligations or meet expected
deadlines or if the quality or accuracy of the clinical data they obtain is compromised due to the failure to adhere to
our clinical protocols, regulatory requirements or for other reasons, our clinical trials may be extended, delayed or
terminated and we may not be able to obtain regulatory approval for or successfully commercialize AQX-1125 or our
future product candidates. As a result, our results of operations and the commercial prospects for our product
candidates would be harmed, our costs could increase and our ability to generate revenues could be delayed.

Because we have relied on third parties, our internal capacity to perform these functions is limited. Outsourcing these
functions involves risk that third parties may not perform to our standards, may not produce results in a timely manner
or may fail to perform at all. In addition, the use of third-party service providers requires us to disclose our proprietary
information to these parties, which could increase the risk that this information will be misappropriated. We currently
have a small number of employees, which limits the internal resources we have available to identify and monitor our
third-party providers. To the extent we are unable to identify and successfully manage the performance of third-party
service providers in the future, our business may be adversely affected. Though we carefully manage our relationships
with our CROs, there can be no assurance that we will not encounter challenges or delays in the future or that these
delays or challenges will not have a material adverse impact on our business, results of operations, financial condition
and cash flows and future prospects.

If our relationships with CROs terminate, our drug development efforts could be delayed.

We rely on third-party vendors and CROs for preclinical studies and clinical trials related to our drug development
efforts. Switching or adding additional CROs would involve additional cost and requires management time and focus.
Our CROs have the right to terminate their agreements with us in the event of an uncured material breach. In addition,
some of our CROs have an ability to terminate their respective agreements with us if it can be reasonably
demonstrated that the safety of the subjects participating in our clinical trials warrants such termination, if we make a
general assignment for the benefit of our creditors or if we are liquidated. If any of our relationships with our
third-party CROs terminate, we could experience a significant delay in identifying, qualifying and managing
performance of a comparable third-party service provider, which could adversely affect our development programs. In
addition, there is a natural transition period when a new CRO commences work and the new CRO may not provide the
same type or level of services as the original provider. We may not be able to enter into arrangements with alternative
CROs or do so on commercially reasonable terms.

We have no experience manufacturing our product candidates on a large clinical or commercial scale and have no
manufacturing facility. As a result, we are dependent on third-party manufacturers for the manufacture of
AQX-1125, as well as on third parties for our supply chain, and if we experience problems with any third parties,
the manufacturing of AQX-1125 or our future product candidates or products could be delayed.

We do not own or operate facilities for the manufacture of our product candidates. We currently have no plans to build
our own clinical or commercial scale manufacturing capabilities. We currently rely on a single source contract
manufacturing organization, or CMO, for the chemical manufacture of active pharmaceutical ingredient for
AQX-1125, and another CMO for the production of AQX-1125 final product formulation and packaging for clinical
trials. To meet our projected needs for clinical supplies to support our activities through regulatory approval and
commercial manufacturing, the CMOs with whom we currently work will need to increase the scale of production.
We may need to identify additional CMOs for continued production of supply for our product candidates. We have
not yet identified alternate suppliers in the event the current CMOs we utilize are unable to scale production, or if we
otherwise experience any problems with them. Although alternative third-party suppliers with the necessary
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manufacturing and regulatory expertise and facilities exist, it could be expensive and take a significant amount of time
to arrange for alternative suppliers. We may encounter technical difficulties or delays in the transfer of AQX-1125
manufacturing on a commercial scale to additional third-party manufacturers. We may be unable to enter into
agreements for commercial supply with third party manufacturers, or may be unable to do so on acceptable terms. If
we are unable to arrange for alternative third-party manufacturing sources, or to do so on commercially reasonable
terms or in a timely manner, we may not be able to complete development of our product candidates, or market or
distribute them.

Reliance on third-party manufacturers entails risks to which we would not be subject if we manufactured product
candidates or products ourselves, including reliance on the third party for regulatory compliance and quality
assurance, the possibility of breach of the manufacturing agreement by the third party because of factors beyond our
control, including a failure to synthesize and manufacture our product candidates or any products we may eventually
commercialize in accordance with our specifications, and the possibility of termination or nonrenewal of the
agreement by the third party, based on its own business priorities, at a time that is costly or damaging to us. In
addition, the FDA and other regulatory authorities require that our product candidates and any products that we may
eventually commercialize be manufactured according to cGMP and similar foreign standards. Any failure by our
third-party manufacturers to comply with cGMP or failure to scale up manufacturing processes, including any failure
to deliver sufficient quantities of product candidates in a timely manner, could lead to a delay in, or failure to obtain,
regulatory approval of any of our product candidates and could cause us to incur higher costs and prevent us from
commercializing our product candidates successfully. In addition, such failure could be the basis for the FDA to issue
a warning letter, withdraw approvals for product candidates previously granted to us, or take other regulatory or legal
action, including recall or seizure of outside supplies of the product candidate, total or partial suspension of
production, suspension of ongoing clinical trials, refusal to approve pending applications or supplemental
applications, detention of products, refusal to permit the import or export of products, injunction, or imposing civil
and criminal penalties.
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Any significant disruption in our supplier relationships could harm our business. Any significant delay in the supply
of a product candidate or its key materials for an ongoing clinical trial could considerably delay completion of our
clinical trials, product testing and potential regulatory approval of our product candidates. If our manufacturers or we
are unable to purchase these key materials after regulatory approval has been obtained for our product candidates, the
commercial launch of our product candidates would be delayed or there would be a shortage in supply, which would
impair our ability to generate revenues from the sale of our product candidates. It may take several years to establish
an alternative source of supply for our product candidates and to have any such new source approved by the FDA.

Risks Related to Intellectual Property

If we are unable to obtain or protect intellectual property rights, our competitive position could be harmed.

We depend on our ability to protect our proprietary technology. We rely on trade secret, patent, copyright and
trademark laws, and confidentiality, licensing and other agreements with employees and third parties, all of which
offer only limited protection. Our commercial success will depend in large part on our ability to obtain and maintain
patent protection in the United States and other countries with respect to our proprietary technology and products.
Where we have the right to do so under our license agreements, we seek to protect our proprietary position by filing
patent applications in the United States and abroad related to our novel technologies and products that are important to
our business. The patent positions of biotechnology and pharmaceutical companies generally are highly uncertain,
involve complex legal and factual questions and have in recent years been the subject of much litigation. As a result,
the issuance, scope, validity, enforceability and commercial value of our patents, including those patent rights licensed
to us by third parties, are highly uncertain.

The steps we have taken to protect our proprietary rights may not be adequate to preclude misappropriation of our
proprietary information or infringement of our intellectual property rights, both inside and outside the United States.
The rights already granted under any of our currently issued patents and those that may be granted under future issued
patents may not provide us with the proprietary protection or competitive advantages we are seeking. If we are unable
to obtain and maintain patent protection for our technology and products, or if the scope of the patent protection
obtained is not sufficient, our competitors could develop and commercialize technology and products similar or
superior to ours, and our ability to successfully commercialize our technology and products may be adversely
affected.

With respect to patent rights, we do not know whether any of the pending patent applications for any of our
discovered or licensed compounds will result in the issuance of patents that protect our technology or products, or if
any of our issued patents will effectively prevent others from commercializing competitive technologies and products.
Our pending applications cannot be enforced against third parties practicing the technology claimed in such
applications unless and until a patent issues from such applications. Further, the examination process may require us
or our future potential licensor(s) to narrow the claims for our pending patent applications, which may limit the scope
of patent protection that may be obtained if these applications issue. Because the issuance of a patent is not conclusive
as to its inventorship, scope, validity or enforceability, issued patents that we own or have licensed from third parties
may be challenged in the courts or patent offices in the United States and abroad. Such challenges may result in the
loss of patent protection, the narrowing of claims in such patents or the invalidity or unenforceability of such patents,
which could limit our ability to stop others from using or commercializing similar or identical technology and
products, or limit the duration of the patent protection for our technology and products. Protecting against the
unauthorized use of our patented technology, trademarks and other intellectual property rights is expensive, difficult
and may in some cases not be possible. In some cases, it may be difficult or impossible to detect third-party
infringement or misappropriation of our intellectual property rights, even in relation to issued patent claims, and
proving any such infringement may be even more difficult.
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We could be required to incur significant expenses to strengthen our intellectual property rights, and our
intellectual property rights may be inadequate to protect our competitive position.

The patent prosecution process is expensive and time-consuming, and we or our future potential licensors may not be
able to file and prosecute all necessary or desirable patent applications at a reasonable cost or in a timely manner. It is
also possible that we or our future potential licensors will fail to identify patentable aspects of inventions made in the
course of our development and commercialization activities before it is too late to obtain patent protection on them.
Further, given the amount of time required for the development, testing and regulatory review of new product
candidates, patents protecting such candidates might expire before or shortly after such candidates are
commercialized. As a result, our owned and licensed patent portfolio may not provide us with sufficient rights to
exclude others from commercializing products similar or identical to ours. We expect to seek extensions of patent
terms in the United States and, if available, in other countries where we are prosecuting patents. In the United States,
the Drug Price Competition and Patent Term Restoration Act of 1984 permits a patent term extension of up to five
years beyond the expiration of the patent. However, the applicable authorities, including the FDA in the United States,
and any equivalent regulatory authority in other countries, may not agree with our assessment of whether such
extensions are available, and may refuse to grant extensions to our patents, or may grant more
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limited extensions than we request. If this occurs, our competitors may be able to take advantage of our investment in
development and clinical trials by referencing our clinical and preclinical data and launch their product earlier than
might otherwise be the case. Changes in either the patent laws or interpretation of the patent laws in the United States
and other countries may diminish the value of our patents or narrow the scope of our patent protection. The laws of
foreign countries may not protect our rights to the same extent as the laws of the United States, and these foreign laws
may also be subject to change. For example, methods of treatment and manufacturing processes may not be patentable
in certain jurisdictions. Publications of discoveries in the scientific literature often lag behind the actual discoveries,
and patent applications in the United States and other jurisdictions are typically not published until 18 months after
filing or in some cases not at all. Therefore we cannot be certain that we or our licensors were the first to make the
inventions claimed in our owned or licensed patents or pending patent applications, or that we or our licensors were
the first to file for patent protection of such inventions.

Recent patent reform legislation could increase the uncertainties and costs surrounding the prosecution of our
patent applications and the enforcement or defense of our issued patents.

On September 16, 2011, the Leahy-Smith America Invents Act, or the Leahy-Smith Act, was signed into law. The
Leahy-Smith Act includes a number of significant changes to U.S. patent law. These include provisions that affect the
way patent applications will be prosecuted and may also affect patent litigation. In particular, under the Leahy-Smith
Act, the United States transitioned in March 2013 to a �first to file� system in which the first inventor to file a patent
application will be entitled to the patent. Third parties are allowed to submit prior art before the issuance of a patent
by the U.S. Patent and Trademark Office, or the USPTO, and may become involved in opposition, derivation,
reexamination, inter-partes review or interference proceedings challenging our patent rights or the patent rights of
others. An adverse determination in any such submission, proceeding or litigation could reduce the scope of, or
invalidate, our patent rights, which could adversely affect our competitive position.

The USPTO has developed new and untested regulations and procedures to govern administration of the Leahy-Smith
Act, and many of the substantive changes to patent law associated with the Leahy-Smith Act, and in particular, the
first to file provisions, did not become effective until March 16, 2013. While we cannot predict with certainty the
impact the Leahy-Smith Act will have on the operation of our business, the Leahy-Smith Act and its implementation
could increase the uncertainties and costs surrounding the prosecution of our patent applications and the enforcement
or defense of our issued patents, all of which could have a material adverse effect on our business, results of
operations, financial condition and cash flows and future prospects.

Obtaining and maintaining our patent protection depends on compliance with various procedural, document
submissions, fee payment and other requirements imposed by governmental patent agencies, and our patent
protection could be reduced or eliminated for non-compliance with these requirements.

Periodic maintenance and annuity fees on any issued patent are due to be paid to the USPTO and foreign patent
agencies in several stages over the lifetime of the patent. The USPTO and various foreign governmental patent
agencies require compliance with a number of procedural, documentary, fee payment and other similar provisions
during the patent application process. While an inadvertent lapse can in many cases be cured by payment of a late fee
or by other means in accordance with the applicable rules, there are situations in which noncompliance can result in
abandonment or lapse of the patent or patent application, resulting in partial or complete loss of patent rights in the
relevant jurisdiction. Non-compliance events that could result in abandonment or lapse of a patent or patent
application include, but are not limited to, failure to respond to official actions within prescribed time limits,
non-payment of fees and failure to properly legalize and submit formal documents. If we or our future potential
licensors fail to maintain the patents and patent applications covering AQX-1125 or our future product candidates, our
competitive position would be adversely affected.
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We may be subject to claims by third parties claiming ownership of what we regard as our own intellectual
property.

Many of our employees, including our senior management, were previously employed at universities or at other
biotechnology or pharmaceutical companies, including our competitors or potential competitors. Some of these
employees, including each member of our senior management, executed proprietary rights, non-disclosure and
non-competition agreements, in connection with such previous employment. Although we try to ensure that our
employees do not use the proprietary information or know-how of others in their work for us, we may be subject to
claims that we, or these employees, have used or disclosed confidential information or intellectual property, including
trade secrets or other proprietary information, of any such employee�s former employer. We are not aware of any
threatened or pending claims related to these matters or concerning the agreements with our senior management, but
in the future litigation may be necessary to defend against such claims. In addition, third parties may from time to time
make claims over what we regard as our intellectual property, or we may get into disputes with licensors or licensees
of our intellectual property rights over the interpretation of the license terms. Our licensors may have the right to
terminate their license agreements with us or pursue damages or other legal remedies. If we fail in defending any such
claims, in addition to paying monetary damages, we may lose valuable intellectual property rights or personnel or
sustain damages. Such intellectual property rights could be awarded to a third party, and we could be required to
obtain a license from such third party to commercialize our technology or products. Such a license may not be
available on commercially reasonable terms or at all. Even if we are successful in defending against such claims,
litigation could result in substantial costs and be a distraction to management.
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If we are unable to protect the confidentiality of our trade secrets, our business and competitive position would be
harmed.

In addition to seeking patents for some of our technology and products, we also rely on trade secrets, including
unpatented know-how, technology and other proprietary information, to maintain our competitive position. We seek to
protect these trade secrets, in part, by entering into non-disclosure and confidentiality agreements with parties who
have access to them, such as our employees, corporate collaborators, outside scientific collaborators, CMOs,
consultants, advisors and other third parties. We also generally enter into confidentiality and invention or patent
assignment agreements with our employees and consultants. Despite these efforts, any of these parties may breach the
agreements and disclose our proprietary information, including our trade secrets, and we may not be able to obtain
adequate remedies for such breaches. Enforcing a claim that a party illegally disclosed or misappropriated a trade
secret is difficult, expensive and time-consuming, and the outcome is unpredictable. In addition, some courts both
within and outside the United States may be less willing or unwilling to protect trade secrets. If any of our trade
secrets were to be lawfully obtained or independently developed by a competitor, we would have no right to prevent
such competitor from using that technology or information to compete with us, which could harm our competitive
position.

Although we expect all of our employees to assign their inventions to us, and all of our employees, consultants,
advisors and any third parties who have access to our proprietary know-how, information or technology to enter into
confidentiality agreements, we cannot provide any assurances that all such agreements have been duly executed or
that our trade secrets and other confidential proprietary information will not be disclosed or that competitors will not
otherwise gain access to our trade secrets or independently develop substantially equivalent information and
techniques. Additionally, if the steps taken to maintain our trade secrets are deemed inadequate, we may have
insufficient recourse against third parties for misappropriating the trade secret. In addition, others may independently
discover our trade secrets and proprietary information. For example, the FDA, as part of its Transparency Initiative, is
currently considering whether to make additional information publicly available on a routine basis, including
information that we may consider to be trade secrets or other proprietary information, and it is not clear at the present
time how the FDA�s disclosure policies may change in the future, if at all.

We may not be able to protect our intellectual property rights throughout the world.

Filing, prosecuting and defending patents on AQX-1125 and our future product candidates throughout the world
would be prohibitively expensive. In addition, the laws of some foreign countries do not protect intellectual property
rights to the same extent as federal and state laws in the United States. Consequently, we and our licensors or
collaborators may not be able to prevent third parties from practicing our inventions in all countries outside the United
States, or from selling or importing products made using our inventions in and into the United States or other
jurisdictions. Competitors may use our technologies in jurisdictions where we have not obtained patent protection to
develop their own products, and may export otherwise infringing products to territories where we have patent
protection, but where enforcement is not as strong as that in the United States. These products may compete with our
products in jurisdictions where we do not have any issued patents and our patent claims or other intellectual property
rights may not be effective or sufficient to prevent them from so competing.

Many companies have encountered significant problems in protecting and defending intellectual property rights in
foreign jurisdictions. The legal systems of certain countries, particularly certain developing countries, do not favor the
enforcement of patents and other intellectual property protection, particularly those relating to biopharmaceuticals,
which could make it difficult for us to stop the infringement of our patents or marketing of competing products in
violation of our proprietary rights generally. Proceedings to enforce our patent rights in foreign jurisdictions could
result in substantial cost and divert our efforts and attention from other aspects of our business. We may not prevail in
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any lawsuits that we initiate and the damages or other remedies awarded, if any, may not be commercially meaningful.

The requirements for patentability may differ in certain countries, particularly developing countries. For example,
unlike other countries, China has a heightened requirement for patentability, and specifically requires a detailed
description of medical uses of a claimed drug. In India, unlike the United States, there is no link between regulatory
approval of a drug and its patent status. Furthermore, generic or biosimilar drug manufacturers or other competitors
may challenge the scope, validity or enforceability of our or our licensors� or collaborators� patents, requiring us or our
licensors or collaborators to engage in complex, lengthy and costly litigation or other proceedings. Generic or
biosimilar drug manufacturers may develop, seek approval for, and launch biosimilar versions of our products. In
addition to India, certain countries in Europe and developing countries, including China, have compulsory licensing
laws under which a patent owner may be compelled to grant licenses to third parties. In those countries, we and our
licensors or collaborators may have limited remedies if patents are infringed or if we or our licensors or collaborators
are compelled to grant a license to a third party, which could materially diminish the value of those patents. This could
limit our potential revenue opportunities. Accordingly, our and our licensors� or collaborators� efforts to enforce
intellectual property rights around the world may be inadequate to obtain a significant commercial advantage from the
intellectual property that we own or license.
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Intellectual property rights do not necessarily address all potential threats to any competitive advantage we may
have.

The degree of future protection afforded by our intellectual property rights is uncertain because intellectual property
rights have limitations, and may not adequately protect our business, or permit us to maintain our competitive
advantage. The following examples are illustrative:

� Others may be able to make compounds that are the same as or similar to AQX-1125 or our future product
candidates but that are not covered by the claims of the patents that we own or have exclusively licensed.
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� We or any of our licensors or strategic partners might not have been the first to make the inventions covered
by the issued patent or pending patent application that we own or have exclusively licensed.

� We or any of our licensors or strategic partners might not have been the first to file patent applications
covering certain of our inventions.

� Others may independently develop similar or alternative technologies or duplicate any of our technologies
without infringing our intellectual property rights.

� It is possible that our pending patent applications will not lead to issued patents.

� Issued patents that we own or have exclusively licensed may not provide us with any competitive
advantages, or may be held invalid or unenforceable, as a result of legal challenges by our competitors.

� Our competitors might conduct research and development activities in the United States and other countries
that provide a safe harbor from patent infringement claims for certain research and development activities, as
well as in countries where we do not have patent rights and then use the information learned from such
activities to develop competitive products for sale in our major commercial markets.

� We may not develop additional proprietary technologies that are patentable.

� The patents of others may have an adverse effect on our business.
Risks Related to Ownership of Our Common Stock and this Offering

Our stock price has been and will likely continue to be volatile and may decline regardless of our operating
performance, resulting in substantial losses for investors.

The trading price of our common stock has been, and is likely to continue to be, volatile for the foreseeable future. For
example, in the year ended December 31, 2015, our common stock�s sales price on The NASDAQ Global Market
ranged from a low of $1.38 to a high of $55.75. The trading price of our common stock could be subject to wide
fluctuations in response to various factors, some of which are beyond our control. In addition to the factors discussed
in this �Risk Factors� section and elsewhere in this prospectus supplement, these factors include:

� the success of competitive products or technologies;

� regulatory actions with respect to our products or our competitors� products;
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� actual or anticipated changes in our growth rate relative to our competitors;

� announcements by us or our competitors of significant acquisitions, strategic partnerships, joint ventures,
collaborations or capital commitments;

� results of clinical trials, including both safety and efficacy, of AQX-1125 or any of our future product
candidates or those of our competitors;

� regulatory or legal developments in the United States and other countries;

� developments or disputes concerning patent applications, issued patents or other proprietary rights;

� the recruitment or departure of key personnel;

� the level of expenses related to AQX-1125 or any of our future product candidates or clinical development
programs;

� the results of our efforts to in-license or acquire additional product candidates or products;

� actual or anticipated changes in estimates as to financial results, development timelines or recommendations
by securities analysts;

� variations in our financial results or those of companies that are perceived to be similar to us;

� fluctuations in the valuation of companies perceived by investors to be comparable to us;

� share price and volume fluctuations attributable to inconsistent trading volume levels of our shares;

� announcement or expectation of additional financing efforts;

� sales of our common stock by us, our insiders or our other stockholders;

� changes in the structure of healthcare payment systems;

� market conditions in the pharmaceutical and biotechnology sectors; and
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� general economic, industry and market conditions.
In addition, the stock market in general, and pharmaceutical and biotechnology companies in particular, have
experienced extreme price and volume fluctuations that have often been unrelated or disproportionate to the operating
performance of these companies. Broad market and industry factors may negatively affect the market price of our
common stock, regardless of our actual operating performance. The realization of any of these risks or any of a broad
range of other risks, including those described in this �Risk Factors� section and elsewhere in this prospectus
supplement and in the documents incorporated by reference in this prospectus supplement and the accompanying
prospectus, could have a dramatic and material adverse impact on the market price of our common stock.

We may be subject to securities litigation, which is expensive and could divert management attention.

The trading price of our common stock has been and will continue to be volatile. For example, on July 8, 2015, the
closing price of our common stock on The NASDAQ Global Market was $6.55, and on July 9, 2015, following our
announcement of negative results from our Phase 2 Flagship clinical trial in COPD, the closing price was $2.13.
Similarly, on August 6, 2015, the closing price of our common stock on The NASDAQ Global Market was $1.79 and
on August 7, 2015, following our announcement of positive results from secondary endpoints in our Phase 2
Leadership 201 clinical trial in IC/BPS, the closing price was $10.42 and increased to $22.13 on August 14, 2015. On
September 16, 2016, the last reported sale price of our common stock on The NASDAQ Global Market was $13.39
per share. In the past, companies that have experienced volatility in the market price of their stock have been subject
to securities class action litigation. We may be the target of this type of litigation in the future. Securities litigation
against us could result in substantial costs and divert our management�s attention from other business concerns, which
could seriously harm our business.

Our principal stockholders, directors and management own a significant percentage of our stock and will be able
to exert significant control over matters subject to stockholder approval.

Our executive officers, directors, holders of 5% or more of our capital stock and their respective affiliates together
beneficially own a majority of our outstanding voting stock. In particular, based on information available to us,
entities affiliated with Baker Bros. Advisors LP, or the Baker Entities, which together are our largest stockholders,
collectively beneficially owned approximately 45.0% of our common stock as of June 30, 2016. These stockholders
are able to determine the outcome of all matters requiring stockholder approval. For example, these stockholders are
able to control elections of directors, amendments of our organizational documents, or approval of any merger, sale of
assets, or other major corporate transaction. This may prevent or discourage unsolicited acquisition proposals or offers
for our common stock that you may feel are in your best interest as one of our stockholders. The interests of this group
of stockholders may not always coincide with your interests or the interests of other stockholders and they may act in
a manner that advances their best interests and not necessarily those of other stockholders, including seeking a
premium value for their common stock, and might affect the prevailing market price for our common stock. The
Baker Entities and any of our other major stockholders may purchase shares in this offering.

We are an �emerging growth company� as that term is used in the Jumpstart Our Business Startups Act of 2012,
or the JOBS Act, and we intend to take advantage of reduced disclosure and governance requirements applicable
to emerging growth companies, which could result in our common stock being less attractive to investors and
adversely affect the market price of our common stock or make it more difficult to raise capital as and when we
need it.

We are an �emerging growth company� as that term is used in the JOBS Act, and we are taking advantage of certain
exemptions from various reporting requirements that are applicable to other public companies that are not emerging
growth companies including, but not limited to, not being required to comply with the auditor attestation requirements
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of Section 404 of the Sarbanes-Oxley Act, reduced disclosure obligations regarding executive compensation in our
periodic reports and proxy statements, exemptions from the requirements of holding a nonbinding advisory vote on
executive compensation and stockholder approval of any golden parachute payments not previously approved and
exemptions from any rules that the Public Company Accounting Oversight Board may adopt requiring mandatory
audit firm rotation or a supplement to the auditor�s report on the financial statements. We have taken and currently
intend to take advantage of some, but not all, of the reduced regulatory and reporting requirements that are available to
us under the JOBS Act, so long as we qualify as an �emerging growth company.� For example, so long as we qualify as
an �emerging growth company,� we may elect not to provide you with certain information, including certain financial
information and certain information regarding compensation of our executive officers, that we would otherwise have
been required to provide in filings we make with the SEC, which may make it more difficult for investors and
securities analysts to evaluate our company. We cannot predict if investors will find our common stock less attractive
because we will rely on these exemptions. If some investors find our common stock less attractive as a result, there
may be a less active trading market for our common stock and our stock price may be more volatile. We may take
advantage of these reporting exemptions until we are no longer an emerging growth company, which in certain
circumstances could be for up to five years.

Because of the exemptions from various reporting requirements provided to us as an �emerging growth company� we
may be less attractive to investors and it may be difficult for us to raise additional capital as and when we need it.
Investors may be unable to compare our business with other companies in our industry if they believe that our
financial accounting is not as transparent as other companies in our industry. If we are unable to raise additional
capital as and when we need it, our business, results of operations, financial condition and cash flows and future
prospects may be materially and adversely affected.
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If we fail to maintain an effective system of internal control over financial reporting in the future, we may not be
able to accurately report our business, results of operations, financial condition and cash flows and future
prospects, which may adversely affect investor confidence in us and, as a result, the value of our common stock.

The Sarbanes-Oxley Act requires, among other things, that we maintain effective internal controls for financial
reporting and disclosure controls and procedures. We are now required, under Section 404 of the Sarbanes-Oxley Act,
to furnish a report by management on, among other things, the effectiveness of our internal control over financial
reporting. This assessment will need to include disclosure of any material weaknesses identified by our management
in our internal control over financial reporting. A material weakness is a deficiency, or combination of deficiencies, in
internal control over financial reporting that results in more than a reasonable possibility that a material misstatement
of annual or interim financial statements will not be prevented or detected on a timely basis. Section 404 of the
Sarbanes-Oxley Act also generally requires an attestation from our independent registered public accounting firm on
the effectiveness of our internal control over financial reporting. However, for as long as we remain an emerging
growth company as defined in the JOBS Act, we intend to take advantage of the exemption permitting us not to
comply with the independent registered public accounting firm attestation requirement.

Our compliance with Section 404 will require that we incur substantial accounting expense and expend significant
management efforts. We currently do not have an internal audit group, and we will need to hire additional accounting
and financial staff with appropriate public company experience and technical accounting knowledge, and compile the
system and process documentation necessary to perform the evaluation needed to comply with Section 404. We may
not be able to complete our evaluation, testing and any required remediation in a timely fashion. During the evaluation
and testing process, if we fail to identify and to remediate any significant deficiencies or material weaknesses that may
be identified, or encounter problems or delays in the implementation of internal control over financial reporting, we
will be unable to assert that our internal control over financial reporting is effective. We cannot assure you that there
will not be material weaknesses or significant deficiencies in our internal control over financial reporting in the future.
Any failure to maintain internal control over financial reporting could severely inhibit our ability to accurately report
our financial condition, results of operations or cash flows. If we are unable to conclude that our internal control over
financial reporting is effective, or if our independent registered public accounting firm determines we have a material
weakness or significant deficiency in our internal control over financial reporting, we could lose investor confidence
in the accuracy and completeness of our financial reports, the market price of our common stock could decline, and
we could be subject to sanctions or investigations by the NASDAQ Stock Market, the SEC or other regulatory
authorities. Failure to remedy any material weakness in our internal control over financial reporting, or to implement
or maintain other effective control systems required of public companies, could also restrict our future access to the
capital markets.

Our disclosure controls and procedures may not prevent or detect all errors or acts of fraud.

We are subject to the periodic reporting requirements of the Securities Exchange Act of 1934, as amended, or the
Exchange Act. Our disclosure controls and procedures are designed to reasonably assure that information required to
be disclosed by us in reports we file or submit under the Exchange Act is accumulated and communicated to
management, recorded, processed, summarized and reported within the time periods specified in the rules and forms
of the SEC. We believe that any disclosure controls and procedures or internal controls and procedures, no matter how
well conceived and operated, can provide only reasonable, not absolute, assurance that the objectives of the control
system are met.

These inherent limitations include the realities that judgments in decision-making can be faulty, and that breakdowns
can occur because of simple error or mistake. Additionally, controls can be circumvented by the individual acts of
some persons, by collusion of two or more people or by an unauthorized override of the controls. Accordingly,
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because of the inherent limitations in our control system, misstatements or insufficient disclosures due to error or
fraud may occur and not be detected.

We have incurred and will incur increased costs as a result of operating as a public company, and our
management is required to devote substantial time to new compliance initiatives.

As a public company, we have incurred and will incur significant legal, accounting and other expenses that we did not
incur as a private company, and these expenses may increase even more after we are no longer an �emerging growth
company.� We are subject to the reporting requirements of the Exchange Act, the Sarbanes-Oxley Act, the Dodd-Frank
Wall Street Reform and Protection Act, as well as rules adopted, and to be adopted, by the SEC and NASDAQ Stock
Market. Our management and other personnel devote a substantial amount of time to these compliance initiatives.
Moreover, these rules and regulations have substantially increased our legal and financial compliance costs and made
some activities more time-consuming and costly. The increased costs will increase our consolidated net loss. We
cannot predict or estimate the amount or timing of additional costs we may incur to respond to these requirements.
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Because we do not anticipate paying any cash dividends on our capital stock in the foreseeable future, capital
appreciation, if any, will be your sole source of gain.

We have never declared or paid cash dividends on our capital stock. We currently intend to retain all of our future
earnings, if any, to finance the growth and development of our business. In addition, the terms of any future debt
agreements may preclude us from paying dividends. As a result, capital appreciation, if any, of our common stock will
be your sole source of gain for the foreseeable future.

Sales of a substantial number of shares of our common stock in the public market could cause our stock price to
fall.

Sales of a substantial number of shares of our common stock in the public market could occur at any time. These
sales, or the perception in the market that the holders of a large number of shares intend to sell shares, could reduce
the market price of our common stock. We have in the past and may in the future grant rights to some of our
stockholders that require us to register the resale of our common stock or other securities on behalf of these
stockholders and/or facilitate public offerings of our securities held by these stockholders, including in connection
with potential future acquisition or capital-raising transactions. For example, in connection with this offering, we
expect to enter into a registration rights agreement with the Baker Entities that together, based on information
available to us, collectively beneficially owned approximately 45.0% of our common stock as of June 30, 2016. Under
the registration rights agreement, as proposed, we would agree that, if at any time and from time to time after the
expiration of the 90-day lock-up period applicable to us and described under the heading �Underwriting,� the Baker
Entities demand that we register their shares of our common stock for resale under the Securities Act, we would be
obligated to effect such registration. Our registration obligations under this registration rights agreement, as proposed,
would cover all shares now held or hereafter acquired (including any shares acquired in this offering) by the Baker
Entities, would be in effect for up to ten years, and would include our obligation to facilitate certain underwritten
public offerings of our common stock by the Baker Entities in the future. If the Baker Entities or any other holders of
registration rights with respect to our common stock, by exercising their registration and/or underwriting rights or
otherwise, sell a large number of our shares, or the market perceives that the Baker Entities or such holders intend to
sell a large number of our shares, this could adversely affect the market price of our common stock. In this regard, the
Baker Entities have not entered into or are otherwise bound by the lock-up agreements described under �Underwriting�
in this prospectus supplement. We have registered all currently reserved shares of common stock that we may issue
under our equity compensation plans and intend to register in the future any additional reserved or issued shares of
common stock. These registered shares can be freely sold in the public market upon issuance, subject to volume
limitations applicable to affiliates. We have also filed registration statements covering the sale of up to $200.0 million
and $52.0 million (remaining following the sale of $98.0 million of common stock in September 2015) of any
combination of our common stock, preferred stock, debt securities or warrants and may conduct one or more sales of
securities pursuant to such registration statement, from time to time. The amount of securities that we may sell
pursuant to the registration statement covering up to $200.0 million of our securities will be reduced by the amount of
this offering, as this offering is being conducted pursuant to such registration statement.

Future sales and issuances of our common stock or rights to purchase common stock, including pursuant to our
equity incentive plans, could result in additional dilution of the percentage ownership of our stockholders and
could cause our stock price to fall.

We expect that significant additional capital will be needed in the future to continue our planned operations. To raise
capital, we may sell substantial amounts of common stock or securities convertible into or exchangeable for common
stock. These future issuances of common stock or common stock-related securities, including pursuant to the Sales
Agreement with Cowen, together with the exercise of outstanding options and any additional shares issued in
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connection with acquisitions, if any, may result in material dilution to our investors. New investors could also gain
rights, preferences and privileges senior to those of holders of our common stock.

Pursuant to our 2014 Equity Incentive Plan, our compensation committee is authorized to grant equity-based incentive
awards to our directors, executive officers and other employees and service providers, including officers, employees
and service providers of our subsidiaries and affiliates. Future option grants and issuances of common stock under our
2014 Equity Incentive Plan may have an adverse effect on the market price of our common stock.

Some provisions of our charter documents and Delaware law may have anti-takeover effects that could discourage
an acquisition of us by others, even if an acquisition would be beneficial to our stockholders and may prevent
attempts by our stockholders to replace or remove our current management.

Provisions in our amended and restated certificate of incorporation, or certificate of incorporation, and amended and
restated bylaws, or bylaws, as well as provisions of Delaware law, could make it more difficult for a third party to
acquire us or increase the cost of acquiring us, even if doing so would benefit our stockholders, or remove our current
management. These include provisions that:

� permit our board of directors to issue up to 5,000,000 shares of preferred stock, with any rights, preferences
and privileges as they may designate;

� provide that all vacancies on our board of directors, including as a result of newly created directorships, may,
except as otherwise required by law, be filled by the affirmative vote of a majority of directors then in office,
even if less than a quorum;

� require that any action to be taken by our stockholders must be effected at a duly called annual or special
meeting of stockholders and not be taken by written consent;

� provide that stockholders seeking to present proposals before a meeting of stockholders or to nominate
candidates for election as directors at a meeting of stockholders must provide advance notice in writing, and
also specify requirements as to the form and content of a stockholder�s notice;
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� not provide for cumulative voting rights, thereby allowing the holders of a majority of the shares of common
stock entitled to vote in any election of directors to elect all of the directors standing for election; and

� provide that special meetings of our stockholders may be called only by the board of directors or by such
person or persons requested by a majority of the board of directors to call such meetings.

These provisions may frustrate or prevent any attempts by our stockholders to replace or remove our current
management by making it more difficult for stockholders to replace members of our board of directors, who are
responsible for appointing the members of our management. Because we are incorporated in Delaware, we are
governed by the provisions of Section 203 of the Delaware General Corporation Law, which may discourage, delay or
prevent someone from acquiring us or merging with us whether or not it is desired by or beneficial to our
stockholders. Under Delaware law, a corporation may not, in general, engage in a business combination with any
holder of 15% or more of its capital stock unless the holder has held the stock for three years or, among other things,
the board of directors has approved the transaction. Any provision of our certificate of incorporation or bylaws or
Delaware law that has the effect of delaying or deterring a change in control could limit the opportunity for our
stockholders to receive a premium for their shares of our common stock, and could also affect the price that some
investors are willing to pay for our common stock.

If securities or industry analysts do not publish research or publish inaccurate or unfavorable research about our
business, our stock price and trading volume could decline.

The trading market for our common stock depends in part on the research and reports that securities or industry
analysts publish about us, or our business. If one or more of the securities or industry analysts who cover us
downgrade our stock or publish inaccurate or unfavorable research about our business, our stock price would likely
decline. If one or more of these analysts cease coverage of our company or fail to publish reports on us regularly,
demand for our stock could decrease, which might cause our stock price and trading volume to decline.

Management will have broad discretion as to the use of the proceeds from this offering, and may not use the
proceeds effectively.

Our management will have broad discretion as to the application of the net proceeds from this offering and could use
them for purposes other than those contemplated at the time of the offering. Our management may use the net
proceeds for corporate purposes that may not improve our financial condition or market value.

If you purchase shares of common stock in this offering, you will experience immediate and substantial dilution in
your investment.

Since the price per share of our common stock being offered is substantially higher than the net tangible book value
per share of our common stock, you will suffer immediate and substantial dilution with respect to the net tangible
book value of the common stock you purchase in this offering. Based on the public offering price of $             per
share, and our net tangible book value as of June 30, 2016, if you purchase shares of common stock in this offering,
you will suffer immediate and substantial dilution of $             per share with respect to the net tangible book value of
the common stock. See the section entitled �Dilution� below for a more detailed discussion of the dilution you will incur
if you purchase common stock in this offering.
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FORWARD-LOOKING STATEMENTS

This prospectus supplement, the accompanying prospectus, the documents incorporated by reference and any free
writing prospectus that we have authorized for use in connection with this offering contain forward-looking
statements, including statements regarding our future financial condition, business strategy and plans and objectives of
management for future operations. Forward-looking statements include all statements that are not historical facts. In
some cases, you can identify forward-looking statements by terminology such as �believe,� �will,� �may,� �estimate,�
�continue,� �anticipate,� �intend,� �should,� �plan,� �might,� �approximately,� �expect,� �predict,� �could,� �potentially� or the negative of
these terms or other similar expressions. Forward-looking statements appear in a number of places throughout this
prospectus supplement, the accompanying prospectus, the documents incorporated by reference and any free writing
prospectus that we have authorized for use in connection with this offering and include statements regarding our
intentions, beliefs, projections, outlook, analyses or current expectations concerning, among other things, our ongoing
and planned preclinical development and clinical trials, the timing of and our ability to make regulatory filings and
obtain and maintain regulatory approvals for AQX-1125 and any future product candidates, our intellectual property
position, the degree of clinical utility of AQX-1125 and any future product candidates, particularly in specific patient
populations, our ability to develop commercial functions, expectations regarding clinical trial data, our results of
operations, cash needs, spending of the net proceeds from this offering, financial condition, liquidity, prospects,
growth and strategies, the industry in which we operate and the trends that may affect the industry or us.

Discussions containing these forward-looking statements may be found, among other places, in the section of this
prospectus supplement under the heading �Risk Factors� and in the sections entitled �Business� and �Management�s
Discussion and Analysis of Financial Condition and Results of Operations� incorporated by reference from our most
recent Annual Report on Form 10-K and in our Quarterly Reports on Form 10-Q, as well as any amendments thereto,
filed with the SEC. These statements relate to future events or our future financial performance and involve known
and unknown risks, uncertainties and other factors that could cause our actual results, levels of activity, performance
or achievement to differ materially from those expressed or implied by these forward-looking statements. These
statements reflect our current views with respect to future events and are based on assumptions and subject to
risks and uncertainties. Given these risks and uncertainties, you should not place undue reliance on these
forward-looking statements. We discuss in greater detail many of these risks under the heading �Risk Factors� in this
prospectus supplement. Also, these forward-looking statements represent our estimates and assumptions only as of the
date of the document containing the applicable statement and, except as required by law, we undertake no obligation
to update or revise publicly any forward-looking statements, whether as a result of new information, future events or
otherwise.

S-31

Edgar Filing: AQUINOX PHARMACEUTICALS, INC - Form 424B5

Table of Contents 71



Table of Contents

USE OF PROCEEDS

We estimate that the net proceeds to us from our issuance and sale of                  shares of common stock in this
offering will be approximately $         million, or approximately $         million if the underwriters exercise their option
to purchase additional shares in full, in each case after deducting underwriting discounts and commissions and
estimated offering expenses payable by us.

As of June 30, 2016, we had cash, cash equivalents and short-term and long-term investments of $99.2 million. We
intend to use the net proceeds from this offering as follows:

� approximately $25 million to fund additional clinical development of AQX-1125; and

� the remainder to fund pre-commercial and market assessment activities, research and development costs to
advance our pipeline of preclinical product candidates and for working capital and other general corporate
purposes.

The expected use of the net proceeds from this offering represents our intentions based upon our current plans and
business conditions, which could change in the future as our plans and business conditions evolve. The amounts and
timing of our actual expenditures depend on numerous factors, including the progress of our preclinical development
efforts, the ongoing status of and results of our clinical trials and other studies and any unforeseen cash needs. As a
result, our management will have broad discretion in the application of the net proceeds, and investors will be relying
on the judgment of our management regarding the application of the net proceeds of this offering. Although we may
use a portion of the net proceeds from the offering for the acquisition or licensing, as the case may be, of product
candidates, technologies, compounds, other assets or complementary businesses, we have no current understandings,
agreements or commitments to do so. Pending these uses, we intend to invest the net proceeds from this offering in
interest-bearing, investment-grade securities.

The key business objective that we intend to meet with our net proceeds from this offering is the advancement and
clinical development of AQXP-1125. The estimated costs and timing to reach commercial production with respect to
AQXP-1125 will depend on a number of factors, including those listed under the heading �Risk Factors� in this
prospectus supplement.

Although it is difficult to predict future liquidity requirements, we believe that the net proceeds from this offering,
together with our existing cash, cash equivalents and short-term and long-term investments will be sufficient to fund
our operations for at least the next 12 months. However, circumstances may cause us to consume capital more rapidly
than we anticipate.
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CAPITALIZATION

The following table sets forth our cash, cash equivalents and short-term and long-term investments and our
capitalization as of June 30, 2016 on:

� an actual basis; and

� an as adjusted basis to give effect to the issuance and sale by us of                      shares of common
stock in this offering at the public offering price of $         per share, after deducting underwriting
discounts and commissions and estimated offering expenses payable by us.

The following information should be read in conjunction with the consolidated financial statements and related notes
incorporated by reference in this prospectus supplement and the accompanying prospectus. For more details on how
you can obtain the documents incorporated by reference in this prospectus supplement and the accompanying
prospectus, see �Where You Can Find More Information� and �Incorporation of Certain Information by Reference.� The
following table assumes that the underwriters� option to purchase additional shares in this offering has not been
exercised.

As of June 30, 2016
Actual As Adjusted
(in thousands, except

share

and per share data)
Cash, cash equivalents and short-term and long-term investments $ 99,223 $

Stockholders� equity:
Common stock- $0.000001 par value � authorized, 50,000,000 actual
and as adjusted; issued and outstanding, 17,212,637 actual and
                     as adjusted �  
Additional paid-in capital 220,905
Accumulated deficit (128,888) 
Accumulated other comprehensive income (loss) 72

Total stockholders� equity $ 92,089 $

Total capitalization $ 92,089 $

The number of shares of our common stock shown as issued and outstanding in the table above is based on
17,212,637 shares of our common stock outstanding as of June 30, 2016 and excludes:

�
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11,363 shares of common stock issuable upon the exercise a warrant outstanding as of June 30, 2016, having
an exercise price of $10.56 per share;

� 1,251,114 shares of common stock issuable upon the exercise of stock options outstanding as of June 30,
2016, having a weighted average exercise price of $9.19 per share; and

� an aggregate of 1,095,970 shares of common stock reserved for future issuance under our 2014 Equity
Incentive Plan as of June 30, 2016.

In addition, the number of shares of our common stock shown as issued and outstanding in the table above does not
include the up to $25 million worth of shares of our common stock that remained available for sale at June 30, 2016
under the Sales Agreement with Cowen. To date, no shares of our common stock have been sold under the Sales
Agreement.
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DILUTION

Our net tangible book value as of June 30, 2016 was approximately $92.1 million, or $5.35 per share. Net tangible
book value per share is determined by dividing our total tangible assets, less total liabilities, by the number of shares
of our common stock outstanding as of June 30, 2016. As we have no intangible assets as of June 30, 2016, our total
tangible assets equal our total assets. Dilution with respect to net tangible book value per share represents the
difference between the amount per share paid by purchasers of shares of common stock in this offering and the net
tangible book value per share of our common stock immediately after this offering.

After giving effect to the issuance and sale by us of                  shares of common stock in this offering at the public
offering price of $         per share, and after deducting underwriting discounts and commissions and estimated offering
expenses payable by us, our as adjusted net tangible book value as of June 30, 2016 would have been approximately
$         million, or $         per share. This represents an immediate increase in net tangible book value of $         per
share to existing stockholders and immediate dilution of $         per share to investors purchasing our common stock in
this offering at the public offering price. The following table illustrates this dilution on a per share basis:

Public offering price per share $
Net tangible book value per share of as June 30, 2016 $ 5.35
Increase in net tangible book value per share attributable to this offering

As adjusted net tangible book value per share as of June 30, 2016, after
giving effect to this offering $

Dilution per share to new investors purchasing our common stock in this
offering $

If the underwriters exercise in full their option to purchase additional                  shares of common stock at the public
offering price of $         per share, the as adjusted net tangible book value after this offering would be $         per share,
representing an increase in net tangible book value of $         per share to existing stockholders and immediate dilution
in net tangible book value of $         per share to investors purchasing our common stock in this offering at the public
offering price.

The above discussion and table are based on 17,212,637 shares of our common stock outstanding as of June 30, 2016
and excludes:

� 11,363 shares of common stock issuable upon the exercise of a warrant outstanding as of June 30, 2016,
having an exercise price of $10.56 per share;

� 1,251,114 shares of common stock issuable upon the exercise of stock options outstanding as of June 30,
2016, having a weighted average exercise price of $9.19 per share; and

�
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an aggregate of 1,095,970 shares of common stock reserved for future issuance under our 2014 Equity
Incentive Plan as of June 30, 2016.

In addition, the discussion and table above do not include the up to $25 million worth of shares of our common stock
that remained available for sale at June 30, 2016 under the Sales Agreement with Cowen. To date, no shares of our
common stock have been sold under the Sales Agreement.

To the extent that options or the warrant outstanding as of June 30, 2016 have been or may be exercised or other
shares issued, including sales of our common stock pursuant to the Sales Agreement, following the expiration or
waiver of the lock-up agreement we entered into with the underwriters as described in the section entitled
�Underwriting,� investors purchasing our common stock in this offering may experience further dilution. In addition, we
may choose to raise additional capital due to market conditions or strategic considerations even if we believe we have
sufficient funds for our current or future operating plans. To the extent that additional capital is raised through the sale
of equity or convertible debt securities, the issuance of these securities could result in further dilution to our
stockholders.
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MATERIAL U.S. FEDERAL INCOME TAX CONSEQUENCES TO NON-U.S. HOLDERS

The following is a discussion of the material U.S. federal income tax consequences applicable to non-U.S. holders (as
defined below) with respect to their ownership and disposition of shares of our common stock issued pursuant to this
offering, but does not purport to be a complete analysis of all potential tax effects. All prospective non-U.S. holders of
our common stock should consult their own tax advisors with respect to the U.S. federal income tax consequences of
the purchase, ownership and disposition of our common stock, as well as any consequences arising under the laws of
any other taxing jurisdiction, including any state, local and non-U.S. tax consequences and any U.S. federal
non-income tax consequences. For purposes of this discussion, a non-U.S. holder means a beneficial owner of our
common stock (other than a partnership or an entity or arrangement treated as a partnership for U.S. federal income
tax purposes) that is not, for U.S. federal income tax purposes:

� an individual who is a citizen or resident of the United States;

� a corporation, or an entity treated as a corporation for U.S. federal income tax purposes, created or
organized in the United States or under the laws of the United States or of any state thereof or the
District of Columbia;

� an estate, the income of which is subject to U.S. federal income tax regardless of its source; or

� a trust if (1) a U.S. court can exercise primary supervision over the trust�s administration and one or
more U.S. persons have the authority to control all of the trust�s substantial decisions or (2) the trust has
a valid election in effect under applicable U.S. Treasury Regulations to be treated as a U.S. person.

This discussion is based on current provisions of the U.S. Internal Revenue Code of 1986, as amended, which we refer
to as the Code, existing U.S. Treasury Regulations promulgated thereunder, published administrative rulings and
judicial decisions, all as in effect as of the date of this prospectus. These laws are subject to change and to differing
interpretation, possibly with retroactive effect. Any change or differing interpretation could alter the tax consequences
to non-U.S. holders described in this prospectus.

This discussion is limited to non-U.S. holders that hold shares of our common stock as a capital asset within the
meaning of Section 1221 of the Code (generally, property held for investment). This discussion does not address all
aspects of U.S. federal income taxation that may be relevant to a particular non-U.S. holder in light of that non-U.S.
holder�s individual circumstances, nor does it address any aspects of U.S. estate or gift tax, or any state, local or
non-U.S. taxes. This discussion also does not consider any specific facts or circumstances that may apply to a
non-U.S. holder and does not address the special tax rules applicable to particular non-U.S. holders, such as
corporations that accumulate earnings to avoid U.S. federal income tax, tax-exempt organizations, banks, financial
institutions, insurance companies, brokers, dealers or traders in securities, commodities or currencies, tax-qualified
retirement plans, holders subject to the alternative minimum tax or Medicare contribution tax, holders who hold or
receive our common stock pursuant to the exercise of employee stock options or otherwise as compensation, holders
holding our common stock as part of a hedge, straddle or other risk reduction strategy, conversion transaction or other
integrated investment, holders deemed to sell our common stock under the constructive sale provisions of the Code,
controlled foreign corporations, passive foreign investment companies and U.S. expatriates and certain former citizens
or long-term residents of the United States.
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In addition, this discussion does not address the tax treatment of partnerships (or entities or arrangements that are
treated as partnerships for U.S. federal income tax purposes) or persons that hold their common stock through such
partnerships or such entities or arrangements. If a partnership, including any entity or arrangement treated as a
partnership for U.S. federal income tax purposes, holds shares of our common stock, the U.S. federal income tax
treatment of a partner in such partnership will generally depend upon the status of the partner, the activities of the
partnership and certain determinations made at the partner level. Such partners and partnerships should consult their
own tax advisors regarding the tax consequences of the purchase, ownership and disposition of our common stock.

There can be no assurance that the Internal Revenue Service, which we refer to as the IRS, will not challenge one or
more of the tax consequences described herein, and we have not obtained, nor do we intend to obtain, a ruling with
respect to the U.S. federal income tax consequences with respect to the matters discussed below.

Distributions on Our Common Stock

Distributions, if any, on our common stock generally will constitute dividends for U.S. federal income tax purposes to
the extent paid from our current or accumulated earnings and profits, as determined under U.S. federal income tax
principles. If a distribution exceeds our current and accumulated earnings and profits, the excess will be treated as a
tax-free return of the non-U.S. holder�s investment, up to such holder�s adjusted tax basis in the common stock. Any
remaining excess will be treated as capital gain from the sale or exchange of such common stock, subject to the tax
treatment described below in �Gain on Sale, Exchange or Other Disposition of Our Common Stock.�
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Subject to the discussion below regarding backup withholding and foreign accounts, dividends paid to a non-U.S.
holder will generally be subject to withholding of U.S. federal income tax at a 30% rate or such lower rate as may be
specified by an applicable income tax treaty. A non-U.S. holder that is eligible for a reduced rate of U.S. withholding
tax under an income tax treaty may obtain a refund or credit of any excess amounts withheld by timely filing an
appropriate claim for refund with the IRS. A non-U.S. holder of our common stock who claims the benefit of an
applicable income tax treaty generally will be required to provide a properly executed IRS Form W-8BEN or
W-8BEN-E (or successor form) and satisfy relevant certification and other requirements. Non-U.S. holders are urged
to consult their tax advisors regarding their entitlement to benefits under a relevant income tax treaty.

Dividends that are treated as effectively connected with a trade or business conducted by a non-U.S. holder within the
United States and, if an applicable income tax treaty so provides, that are attributable to a permanent establishment or
a fixed base maintained by the non-U.S. holder within the United States, are generally exempt from the 30%
withholding tax if the non-U.S. holder satisfies applicable certification and disclosure requirements. To claim the
exemption, the non-U.S. holder must furnish to us or our paying agent a properly executed IRS Form W-8ECI (or
applicable successor form), certifying that the dividends are effectively connected with the non-U.S. holder�s conduct
of a trade or business within the United States. However, such U.S. effectively connected income is taxed at the same
graduated U.S. federal income tax rates applicable to �United States persons� (as defined in the Code), unless a specific
treaty exemption applies. Any U.S. effectively connected income received by a non-U.S. holder that is a corporation
may also, under certain circumstances, be subject to an additional �branch profits tax� at a 30% rate or such lower rate
as may be specified by an applicable income tax treaty.

Gain on Sale, Exchange or Other Disposition of Our Common Stock

Subject to the discussion below regarding backup withholding and foreign accounts, in general, a non-U.S. holder will
not be subject to any U.S. federal income tax on any gain realized upon such holder�s sale, exchange or other
disposition of shares of our common stock unless:

� the gain is effectively connected with a U.S. trade or business of the non-U.S. holder and, if an
applicable income tax treaty so provides, is attributable to a permanent establishment or a fixed base
maintained in the United States by such non-U.S. holder, in which case the non-U.S. holder generally
will be taxed at the graduated U.S. federal income tax rates applicable to �United States persons� (as
defined in the Code) and, if the non-U.S. holder is a foreign corporation, the branch profits tax
described above in �Distributions on Our Common Stock� may also apply;

� the non-U.S. holder is a nonresident alien individual who is present in the United States for 183 days
or more in the taxable year of the disposition and certain other conditions are met, in which case the
non-U.S. holder will be subject to a U.S. federal income tax at a rate of 30% (or such lower rate as may
be specified by an applicable income tax treaty) on the net gain derived from the disposition, which
may be offset by U.S. source capital losses of the non-U.S. holder, if any (even though the individual is
not considered a resident of the United States) provided the non-U.S. holder has timely filed U.S.
federal income tax returns with respect to such losses; or

� our common stock constitutes a U.S. real property interest because we are, or have been, at any time
during the five-year period preceding such disposition (or the non-U.S. holder�s holding period, if
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shorter) a �U.S. real property holding corporation.� Even if we are or become a U.S. real property
holding corporation, provided that our common stock is regularly traded on an established securities
market, our common stock will be treated as a U.S. real property interest only with respect to a
non-U.S. holder that holds more than 5% of our outstanding common stock, directly or indirectly,
actually or constructively, during the shorter of the 5-year period ending on the date of the disposition
or the period that the non-U.S. holder held our common stock. In such case, such non-U.S. holder
generally will be taxed on its gain derived from the disposition at the graduated U.S. federal income
tax rates applicable to U.S. persons (as defined in the Code). Generally, a corporation is a U.S. real
property holding corporation only if the fair market value of its U.S. real property interests equals or
exceeds 50% of the sum of the fair market value of its worldwide real property interests plus its other
assets used or held for use in a trade or business. Although there can be no assurance in this regard, we
do not believe that we are, or have been, a U.S. real property holding corporation, or that we are likely
to become one in the future. No assurance can be provided that our common stock will be regularly
traded on an established securities market for purposes of the rules described above.

Backup Withholding and Information Reporting

We must report annually to the IRS and to each non-U.S. holder the gross amount of the dividends on our common
stock paid to such holder and the tax withheld, if any, with respect to such dividends. Non-U.S. holders will have to
comply with specific certification procedures to establish that the holder is not a �United States person� (as defined in
the Code) in order to avoid backup withholding at the applicable rate with respect to dividends on our common stock.
U.S. backup withholding generally will not apply to a Non-U.S. holder who provides a properly executed IRS Form
W-8BEN or W-8BEN-E or otherwise establishes an exemption.

Information reporting and backup withholding will generally apply to the proceeds of a disposition of our common
stock by a non-U.S. holder effected by or through the U.S. office of any broker, U.S. or foreign, unless the holder
certifies its status as a non-U.S. holder and satisfies certain other requirements, or otherwise establishes an exemption.
Generally, information reporting and backup withholding will not apply to a payment of disposition proceeds to a
non-U.S. holder where the transaction is effected outside the United States through a non-U.S. office of a broker.
However, for information reporting purposes, dispositions effected through a non-U.S.
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office of a broker with substantial U.S. ownership or operations generally will be treated in a manner similar to
dispositions effected through a U.S. office of a broker. Non-U.S. holders should consult their own tax advisors
regarding the application of the information reporting and backup withholding rules to them.

Copies of information returns may be made available to the tax authorities of the country in which the non-U.S. holder
resides or is incorporated under the provisions of a specific treaty or agreement.

Backup withholding is not an additional tax. Any amounts withheld under the backup withholding rules from a
payment to a non-U.S. holder may be allowed as a credit against the non-U.S. holder�s U.S. federal income tax
liability, if any, and may entitle such holder to a refund, provided that the required information is timely furnished to
the IRS.

Foreign Accounts

The Code generally imposes a U.S. federal withholding tax of 30% on dividends and the gross proceeds from a sale or
other disposition of our common stock paid to a �foreign financial institution� (as specifically defined in the Code for
this purpose), unless such institution enters into an agreement with the U.S. government to, among other things,
withhold on certain payments and to collect and provide to the U.S. tax authorities substantial information regarding
U.S. account holders of such institution (which may include certain equity and debt holders of such institution, as well
as certain account holders that are foreign entities with U.S. owners). Foreign financial institutions located in
jurisdictions that have an intergovernmental agreement with the United States governing these withholding and
reporting requirements may be subject to different rules. This U.S. federal withholding tax of 30% also applies to
dividends and the gross proceeds from a sale or other disposition of our common stock paid to a �non-financial foreign
entity� (as specifically defined in the Code for this purpose), unless such entity provides the withholding agent with
either a certification that it does not have any substantial direct or indirect U.S. owners or provides information
regarding substantial direct and indirect U.S. owners of the entity. The withholding tax described above will not apply
if the foreign financial institution or non-financial foreign entity otherwise qualifies for an exemption from the rules.
The withholding provisions described above currently apply to dividends on our common stock and will apply with
respect to gross proceeds of a sale or other disposition of our common stock on or after January 1, 2019. Under certain
circumstances, a non-U.S. holder might be eligible for refunds or credits of such withholding taxes. Non-U.S. holders
are encouraged to consult with their own tax advisors regarding the possible implications of this withholding tax on
their investment in our common stock.

EACH PROSPECTIVE INVESTOR SHOULD CONSULT ITS OWN TAX ADVISOR REGARDING THE
TAX CONSEQUENCES OF PURCHASING, HOLDING AND DISPOSING OF OUR COMMON STOCK,
INCLUDING THE CONSEQUENCES OF ANY PROPOSED CHANGE IN APPLICABLE LAW, AS WELL
AS TAX CONSEQUENCES ARISING UNDER ANY STATE, LOCAL, NON-U.S. OR U.S. FEDERAL
NON-INCOME TAX LAWS.
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UNDERWRITING

Leerink Partners LLC is acting as representative of each of the underwriters named below and as joint bookrunning
manager for this offering. Subject to the terms and conditions set forth in the underwriting agreement among us and
the underwriters, we have agreed to sell to the underwriters, and each of the underwriters has agreed, severally and not
jointly, to purchase from us, the number of shares of common stock set forth opposite its name below.

Underwriter
Number of

Shares
Leerink Partners LLC
Canaccord Genuity Inc.
Guggenheim Securities, LLC
Needham & Company, LLC
Total

Subject to the terms and conditions set forth in the underwriting agreement, the underwriters have agreed, severally
and not jointly, to purchase all of the shares sold under the underwriting agreement if any of the shares are purchased.
If an underwriter defaults, the underwriting agreement provides that the purchase commitments of the non-defaulting
underwriters may be increased or the underwriting agreement may be terminated.

We have agreed to indemnify the underwriters against certain liabilities, including liabilities under the Securities Act,
or to contribute to payments the underwriters may be required to make in respect of those liabilities.

The underwriters are offering the shares, subject to prior sale, when, as and if issued to and accepted by them, subject
to approval of legal matters by their counsel, including the validity of the shares, and other conditions contained in the
underwriting agreement, such as the receipt by the underwriters of officers� certificates and legal opinions. The
underwriters reserve the right to withdraw, cancel or modify offers to the public and to reject orders in whole or in
part.

Commissions and Discounts

The representative has advised us that the underwriters propose initially to offer the shares to the public at the public
offering price set forth on the cover page of this prospectus and to dealers at that price less a concession not in excess
of $         per share. After the initial offering of the shares, the public offering price, concession or any other term of
the offering may be changed by the representative.

The following table shows the public offering price, underwriting discounts and commissions and proceeds before
expenses to us. The information assumes either no exercise or full exercise by the underwriters of their option to
purchase additional shares of our common stock.

Per
Share

Total
Without
Option With Option

Public offering price $ $ $
Underwriting discounts and commissions $ $ $
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Proceeds, before expenses, to us $ $ $
We estimate expenses payable by us in connection with this offering, other than the underwriting discounts and
commissions referred to above, will be approximately $350,000. We also have agreed to reimburse the underwriters
for up to $30,000 for their FINRA counsel fees. In accordance with FINRA Rule 5110, this reimbursed fee is deemed
underwriting compensation for this offering.

Option to Purchase Additional Shares

We have granted an option to the underwriters, exercisable for 30 days after the date of this prospectus, to purchase up
to additional shares at the public offering price, less the underwriting discounts and commissions. If the underwriters
exercise this option, each underwriter will be obligated, subject to conditions contained in the underwriting agreement,
to purchase a number of additional shares proportionate to that underwriter�s initial amount reflected in the above
table. The underwriters may exercise this option solely for the purpose of covering over-allotments, if any, made in
connection with the offering of the shares of common stock offered by this prospectus.
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No Sales of Similar Securities

We, our executive officers and directors have agreed not to sell or transfer any common stock or securities convertible
into or exchangeable or exercisable for common stock, for 90 days after the date of this prospectus without first
obtaining the written consent of Leerink Partners LLC. Specifically, we and these other persons have agreed, with
certain limited exceptions, not to directly or indirectly:

� sell or offer to sell any common stock or related securities;

� enter into any swap, hedge or similar arrangement or agreement that transfers, in whole or in part, the
economic risk of ownership of common stock or related securities, regardless of whether any such
transaction is to be settled in securities, in cash or otherwise;

� request or demand that we file a registration statement related to the common stock; and

� publicly announce any intention to do any of the foregoing.
This lock-up provision applies to common stock and to securities convertible into or exchangeable or exercisable for
common stock. It also applies to common stock owned now or acquired later by the person executing the agreement or
for which the person executing the agreement later acquires the power of disposition.

NASDAQ Global Market Listing

Our common stock is listed on The NASDAQ Global Market under the symbol �AQXP.�

Price Stabilization, Short Positions and Penalty Bids

Until the distribution of the shares is completed, SEC rules may limit underwriters and selling group members from
bidding for and purchasing our common stock. However, the representative may engage in transactions that stabilize
the price of the common stock, such as bids or purchases to peg, fix or maintain that price.

In connection with the offering, the underwriters may purchase and sell our common stock in the open market. These
transactions may include short sales, purchases on the open market to cover positions created by short sales and
stabilizing transactions. Short sales involve the sale by the underwriters of a greater number of shares than they are
required to purchase in the offering. �Covered� short sales are sales made in an amount not greater than the underwriters�
option described above. The underwriters may close out any covered short position by either exercising their option or
purchasing shares in the open market. In determining the source of shares to close out the covered short position, the
underwriters will consider, among other things, the price of shares available for purchase in the open market as
compared to the price at which they may purchase shares through the option granted to them. �Naked� short sales are
sales in excess of such option. The underwriters must close out any naked short position by purchasing shares in the
open market. A naked short position is more likely to be created if the underwriters are concerned that there may be
downward pressure on the price of our common stock in the open market after pricing that could adversely affect
investors who purchase in the offering. Stabilizing transactions consist of various bids for or purchases of shares of
common stock made by the underwriters in the open market prior to the closing of the offering.

Edgar Filing: AQUINOX PHARMACEUTICALS, INC - Form 424B5

Table of Contents 84



The underwriters may also impose a penalty bid. This occurs when a particular underwriter repays to the underwriters
a portion of the underwriting discount received by it because the representative has repurchased shares sold by or for
the account of such underwriter in stabilizing or short covering transactions.

Similar to other purchase transactions, the underwriters� purchases to cover the syndicate short sales may have the
effect of raising or maintaining the market price of our common stock or preventing or retarding a decline in the
market price of our common stock. As a result, the price of our common stock may be higher than the price that might
otherwise exist in the open market. The underwriters may conduct these transactions on The NASDAQ Global
Market, in the over-the-counter market or otherwise.

Neither we nor any of the underwriters make any representation or prediction as to the direction or magnitude of any
effect that the transactions described above may have on the price of our common stock. In addition, neither we nor
any of the underwriters make any representation that the representative will engage in these transactions or that these
transactions, once commenced, will not be discontinued without notice.

The underwriters may also engage in passive market making transactions in our common stock on The NASDAQ
Global Market in accordance with Rule 103 of Regulation M during a period before the commencement of offers or
sales of shares of our common stock in this offering and extending through the completion of distribution. A passive
market maker must display its bid at a price not in excess of the highest independent bid of that security. However, if
all independent bids are lowered below the passive market maker�s bid, that bid must then be lowered when specified
purchase limits are exceeded.
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Electronic Distribution

In connection with the offering, certain of the underwriters or securities dealers may distribute prospectuses by
electronic means, such as e-mail.

Other Relationships

The underwriters and certain of their affiliates are full service financial institutions engaged in various activities,
which may include securities trading, commercial and investment banking, financial advisory, investment
management, investment research, principal investment, hedging, financing and brokerage activities. Some of the
underwriters and certain of their affiliates may in the future engage in investment banking and other commercial
dealings in the ordinary course of business with us and our affiliates, for which they may in the future receive
customary fees, commissions and expenses.

In addition, in the ordinary course of their business activities, the underwriters and their affiliates may make or hold a
broad array of investments and actively trade debt and equity securities (or related derivative securities) and financial
instruments (including bank loans) for their own account and for the accounts of their customers. Such investments
and securities activities may involve securities and/or instruments of ours or our affiliates. The underwriters and their
affiliates may also make investment recommendations and/or publish or express independent research views in respect
of such securities or financial instruments and may hold, or recommend to clients that they acquire, long and/or short
positions in such securities and instruments.

Selling Restrictions

Notice to Prospective Investors in the European Economic Area

In relation to each Member State of the European Economic Area (each, a �Relevant Member State�), no offer of shares
may be made to the public in that Relevant Member State other than:

A. to any legal entity which is a qualified investor as defined in the Prospectus Directive;

B. to fewer than 100 or, if the Relevant Member State has implemented the relevant provision of the
2010 PD Amending Directive, 150, natural or legal persons (other than qualified investors as
defined in the Prospectus Directive), as permitted under the Prospectus Directive, subject to
obtaining the prior consent of the representative; or

C. in any other circumstances falling within Article 3(2) of the Prospectus Directive,
provided that no such offer of shares shall require the Company or the representative to publish a prospectus pursuant
to Article 3 of the Prospectus Directive or supplement a prospectus pursuant to Article 16 of the Prospectus Directive.

Each person in a Relevant Member State who initially acquires any shares or to whom any offer is made will be
deemed to have represented, acknowledged and agreed that it is a �qualified investor� within the meaning of the law in
that Relevant Member State implementing Article 2(1)(e) of the Prospectus Directive. In the case of any shares being
offered to a financial intermediary as that term is used in Article 3(2) of the Prospectus Directive, each such financial
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intermediary will be deemed to have represented, acknowledged and agreed that the shares acquired by it in the offer
have not been acquired on a non-discretionary basis on behalf of, nor have they been acquired with a view to their
offer or resale to, persons in circumstances which may give rise to an offer of any shares to the public other than their
offer or resale in a Relevant Member State to qualified investors as so defined or in circumstances in which the prior
consent of the representative has been obtained to each such proposed offer or resale.

We, the representative and each of our and the representative�s and their affiliates will rely upon the truth and accuracy
of the foregoing representations, acknowledgements and agreements.

This prospectus has been prepared on the basis that any offer of shares in any Relevant Member State will be made
pursuant to an exemption under the Prospectus Directive from the requirement to publish a prospectus for offers of
shares. Accordingly, any person making or intending to make an offer in that Relevant Member State of shares which
are the subject of the offering contemplated in this prospectus may only do so in circumstances in which no obligation
arises for the company or any of the underwriters to publish a prospectus pursuant to Article 3 of the Prospectus
Directive in relation to such offer. Neither the company nor the underwriters have authorized, nor do they authorize,
the making of any offer of shares in circumstances in which an obligation arises for the company or the underwriters
to publish a prospectus for such offer.

For the purpose of the above provisions, the expression �an offer to the public� in relation to any shares in any Relevant
Member State means the communication in any form and by any means of sufficient information on the terms of the
offer and the shares to be offered so as to enable an investor to decide to purchase or subscribe the shares, as the same
may be varied in the Relevant Member State by any measure implementing the Prospectus Directive in the Relevant
Member State and the expression �Prospectus Directive� means Directive 2003/71/EC (including the 2010 PD
Amending Directive, to the extent implemented in the Relevant Member States) and includes any relevant
implementing measure in the Relevant Member State and the expression �2010 PD Amending Directive� means
Directive 2010/73/EU.

Notice to Prospective Investors in Canada

The shares of common stock which are the subject of the offering contemplated by this prospectus supplement and the
accompanying prospectus are not being, and may not be, offered or sold, directly or indirectly, in Canada or to any
resident of Canada.

S-40

Edgar Filing: AQUINOX PHARMACEUTICALS, INC - Form 424B5

Table of Contents 87



Table of Contents

LEGAL MATTERS

The validity of the shares of common stock offered by this prospectus supplement and the accompanying prospectus
will be passed upon for us by Cooley LLP, Palo Alto, California. Latham & Watkins LLP is acting as counsel to the
underwriters.

EXPERTS

The financial statements, incorporated in this prospectus supplement by reference from the Company�s Annual Report
on Form 10-K have been audited by Deloitte LLP, an independent registered public accounting firm, as stated in their
report, which is incorporated herein by reference. Such financial statements have been so incorporated in reliance
upon the report of such firm given upon their authority as experts in accounting and auditing.

WHERE YOU CAN FIND MORE INFORMATION

This prospectus supplement and the accompanying prospectus are part of a registration statement on Form S-3 we
filed with the SEC under the Securities Act and does not contain all the information set forth in the registration
statement. Whenever a reference is made in this prospectus supplement or the accompanying prospectus to any of our
contracts, agreements or other documents, the reference may not be complete and you should refer to the exhibits that
are a part of the registration statement or the exhibits to the reports or other documents incorporated by reference
therein. For further information with respect to us and the common stock we are offering under this prospectus
supplement, we refer you to the registration statement and the exhibits and schedules filed as a part of the registration
statement.

We file annual, quarterly and current reports, proxy statements and other information with the SEC. You may read and
copy any document we file with the SEC at the SEC�s public reference room at 100 F Street, N.E., Washington, D.C.,
20549. Please call the SEC at 1.800.SEC.0330 for further information on the operation of the public reference room.
Our SEC filings are also available to the public at the SEC�s website at http://www.sec.gov.

INCORPORATION OF CERTAIN INFORMATION BY REFERENCE

The SEC allows us to �incorporate by reference� the information we file with it, which means that we can disclose
important information to you by referring you to those documents instead of having to repeat the information in this
prospectus supplement and the accompanying prospectus. The information incorporated by reference is considered to
be part of this prospectus supplement and the accompanying prospectus, and later information that we file with the
SEC will automatically update and supersede this information. We incorporate by reference the documents listed
below and any future filings we will make with the SEC under Sections 13(a), 13(c), 14, or 15(d) of the Exchange Act
until the termination of the offering of the shares covered by this prospectus supplement and the accompanying
prospectus (other than information furnished under Item 2.02 or Item 7.01 of Form 8-K):

� our annual report on Form 10-K for the year ended December 31, 2015, filed with the SEC on
March 14, 2016, including the information specifically incorporated by reference therein from our
definitive proxy statement on Schedule 14A, filed on March 25, 2016;

�
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our quarterly reports on Form 10-Q for the quarters ended March 31, 2016 and June 30, 2016,
which were filed with the SEC on May 10, 2016 (as amended by the Form 10-Q/A filed on
August 4, 2016) and August 4, 2016, respectively;

� our current reports on Form 8-K, filed with the SEC on January 11, 2016, February 10,
2016, May 11, 2016 and September 6, 2016; and

� the description of our common stock set forth in our registration statement on Form 8-A, filed
with the SEC on March 3, 2014, including any amendments thereto or reports filed for the
purposes of updating this description.

We will furnish without charge to each person, including any beneficial owner, to whom a prospectus is delivered,
upon written or oral request, a copy of any or all of the documents incorporated by reference, including exhibits to
these documents. Any such request may be made by writing or telephoning us at the following address or phone
number:

Aquinox Pharmaceuticals, Inc.

450-887 Great Northern Way

Vancouver, B.C., Canada V5T 4T5

Attn: Chief Financial Officer

(604) 629-9223

S-41
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PROSPECTUS

$200,000,000

Common Stock

Preferred Stock

Debt Securities

Warrants

We may, from time to time, offer and sell up to $200,000,000 of any combination of our common stock, preferred
stock, debt securities or warrants described in this prospectus, either individually or in combination with other
securities, at prices and on terms described in one or more supplements to this prospectus. We may also offer common
stock or preferred stock upon conversion of debt securities, common stock upon conversion of preferred stock, or
common stock, preferred stock or debt securities upon the exercise of warrants. We may also authorize one or more
free writing prospectuses to be provided to you in connection with these offerings.

This prospectus describes some of the general terms that may apply to an offering of our securities. We will provide
the specific terms of these offerings and securities in one or more supplements to this prospectus. We may also
authorize one or more free writing prospectuses to be provided to you in connection with these offerings. The
prospectus supplement and any related free writing prospectus may also add, update or change information contained
in this prospectus. You should carefully read this prospectus, the applicable prospectus supplement and any related
free writing prospectus, as well as the documents incorporated by reference, before buying any of the securities being
offered.

Securities may be sold by us to or through underwriters or dealers, directly to purchasers or through agents designated
from time to time. For additional information on the methods of sale, you should refer to the section entitled �Plan of
Distribution� in this prospectus and in the applicable prospectus supplement. If any underwriters are involved in the
sale of any securities with respect to which this prospectus is being delivered, the names of such underwriters and any
applicable discounts or commissions and over-allotment options will be set forth in a prospectus supplement. The
price to the public of such securities and the net proceeds we expect to receive from such sale will also be set forth in a
prospectus supplement.

Our common stock is listed on the NASDAQ Global Market under the symbol �AQXP.� On December 18, 2015, the
last reported sale price of our common stock on the NASDAQ Global Market was $12.63 per share.
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Investing in our securities involves a high degree of risk. You should review carefully the risks and
uncertainties described under the heading �Risk Factors� contained in the applicable prospectus supplement and
in any free writing prospectuses we have authorized for use in connection with a specific offering, and under
similar headings in the other documents that are incorporated by reference into this prospectus.

Neither the Securities and Exchange Commission nor any state securities commission has approved or
disapproved of these securities or determined if this prospectus is truthful or complete. Any representation to
the contrary is a criminal offense.

The date of this prospectus is January 26, 2016.
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You should rely only on the information contained in, or incorporated by reference into, this prospectus and the
applicable prospectus supplement, along with the information contained in any free writing prospectuses we have
authorized for use in connection with a specific offering. We have not authorized anyone to provide you with different
information. We are not making an offer to sell or seeking an offer to buy securities under this prospectus or the
applicable prospectus supplement and any related free writing prospectus in any jurisdiction where the offer or sale is
not permitted. The information contained in this prospectus, the applicable prospectus supplement or any related free
writing prospectus, and the documents incorporated by reference herein and therein, are accurate only as of their
respective dates, regardless of the time of delivery of this prospectus, the applicable prospectus supplement or any
related free writing prospectus, or any sale of a security.

ABOUT THIS PROSPECTUS

This prospectus is part of a registration statement on Form S-3 that we filed with the Securities and Exchange
Commission, or SEC, using a �shelf� registration process. Under this shelf registration statement, we may sell from time
to time in one or more offerings up to a total dollar amount of $200,000,000 of common stock and preferred stock,
various series of debt securities and/or warrants to purchase any of such securities, either individually or in
combination with other securities as described in this prospectus. Each time we sell any type or series of securities
under this prospectus, we will provide a prospectus supplement that will contain more specific information about the
terms of that offering. We may also authorize one or more free writing prospectuses to be provided to you that may
contain material information relating to these offerings. We may also add, update or change in a prospectus
supplement or free writing prospectus any of the information contained in this prospectus or in the documents we have
incorporated by reference into this prospectus. This prospectus, together with the applicable prospectus supplement,
any related free writing prospectus and the documents incorporated by reference into this prospectus and the
applicable prospectus supplement, will include all material information relating to the applicable offering. You should
carefully read both this prospectus and the applicable prospectus supplement and any related free writing prospectus,
together with the additional information described under �Where You Can Find More Information,� before buying any
of the securities being offered.

This prospectus contains summaries of certain provisions contained in some of the documents described herein, but
reference is made to the actual documents for complete information. All of the summaries are qualified in their
entirety by the actual documents. Copies of some of the documents referred to herein have been filed, will be filed or
will be incorporated by reference as exhibits to the registration statement of which this prospectus is a part, and you
may obtain copies of those documents as described below under the section entitled �Where You Can Find More
Information.�

Except as otherwise indicated herein or as the context otherwise requires, references in this prospectus to �Aquinox,� �the
company,� �we,� �us,� �our� and similar references refer to Aquinox Pharmaceuticals, Inc., a corporation under the laws of
the State of Delaware, which we refer to in this prospectus as Aquinox USA, and Aquinox Pharmaceuticals (Canada)
Inc., a corporation under the Canada Business Corporations Act, which we refer to in this prospectus as AQXP
Canada.

This prospectus and the information incorporated herein by reference include trademarks, service marks and trade
names owned by us or other companies. All trademarks, service marks and trade names included or incorporated by
reference into this prospectus, any applicable prospectus supplement or any related free writing prospectus are the
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SUMMARY

The following summary highlights information contained elsewhere in this prospectus or incorporated by reference
herein and does not contain all the information that may be important to purchasers of our securities. Prospective
purchasers of our securities should carefully read the entire prospectus, the applicable prospectus supplement and
any related free writing prospectus, including the risks of investing in our securities discussed under the heading
�Risk Factors� contained in the applicable prospectus supplement and any related free writing prospectus, and under
similar headings in the other documents that are incorporated by reference into this prospectus. Prospective
purchasers of our securities should also carefully read the information incorporated by reference into this prospectus,
including our financial statements, and the exhibits to the registration statement of which this prospectus is a part.

Aquinox Pharmaceuticals, Inc.

Overview

We are a clinical-stage pharmaceutical company discovering and developing targeted therapeutics in disease areas of
inflammation and immuno-oncology. Our primary focus is anti-inflammatory product candidates targeting SHIP1,
which is a key regulator of an important cellular signaling pathway in immune cells, known as the PI3K pathway. Our
lead product candidate, AQX-1125, is a small molecule activator of SHIP1 suitable for oral, once daily dosing. We are
currently developing AQX-1125 as treatment in bladder pain syndrome/interstitial cystitis. For AQX-1125, we retain
full worldwide rights and hold patents with terms through at least 2024.

We use a proprietary screening approach to discover new drug candidates that selectively target SHIP1 to modulate
activated immune cells while minimizing their toxicity to normal cells. Our intellectual property covers SHIP1 as a
target, the C2 binding domain for screening and the composition of matter for our compounds.

We have an extensive chemical library and several candidate lead compounds that target SHIP1. These compounds
have both similar and distinct properties from AQX-1125. We believe AQX-1125 is the only SHIP1 activator
currently in clinical trials and that no SHIP1 activator has yet received marketing approval as a treatment for disease
in humans.

Company Information

We commenced operations as 6175813 Canada Inc., a corporation formed in December 2003 under the Canada
Business Corporations Act. We subsequently changed the name of this corporation in May 2014 to Aquinox
Pharmaceuticals (Canada) Inc., which we refer to in this prospectus as AQXP Canada. We incorporated Aquinox
Pharmaceuticals (USA) Inc., a corporation under the laws of the State of Delaware, in May 2007. We subsequently
changed the name of this corporation in January 2014 to Aquinox Pharmaceuticals, Inc., which we refer to in this
prospectus as Aquinox USA. AQXP Canada is now a wholly owned subsidiary of Aquinox USA. Our primary
executive offices are located at 450-887 Great Northern Way, Vancouver, B.C., Canada V5T 4T5 and our telephone
number is (604) 629-9223. Our website address is www.aqxpharma.com. The information contained in, or that can be
accessed through, our website is not a part of, and is not incorporated into, this prospectus, and you should not
consider it part of this prospectus or part of any prospectus supplement.

Risks Associated with our Business

Our business is subject to numerous risks, as described under the heading �Risk Factors� contained in the applicable
prospectus supplement and in any free writing prospectuses we have authorized for use in connection with a specific
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THE SECURITIES WE MAY OFFER

We may offer shares of our common stock and preferred stock, various series of debt securities and/or warrants to
purchase any of such securities, either individually or in combination with other securities, with a total value of up to
$200,000,000 from time to time under this prospectus at prices and on terms to be determined at the time of any
offering. This prospectus provides you with a general description of the securities we may offer. Each time we offer a
type or series of securities under this prospectus, we will provide a prospectus supplement that will describe the
specific amounts, prices and other important terms of the securities, including, to the extent applicable:

� designation or classification;

� aggregate principal amount or aggregate offering price;

� maturity;

� original issue discount;

� rates and times of payment of interest or dividends;

� redemption, conversion, exercise, exchange or sinking fund terms;

� ranking;

� restrictive covenants;

� voting or other rights;

� conversion or exchange prices or rates and, if applicable, any provisions for changes to or adjustments
in the conversion or exchange prices or rates and in the securities or other property receivable upon
conversion or exchange; and

� a discussion of material United States federal income tax considerations, if any.
The prospectus supplement and any related free writing prospectus that we may authorize to be provided to you may
also add, update or change information contained in this prospectus or in documents we have incorporated by
reference. However, no prospectus supplement or free writing prospectus will offer a security that is not registered and
described in this prospectus at the time of the effectiveness of the registration statement of which this prospectus is a
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This prospectus may not be used to consummate a sale of securities unless it is accompanied by a prospectus
supplement.

We may sell the securities directly to investors or to or through agents, underwriters or dealers. We, and our agents,
underwriters or dealers reserve the right to accept or reject all or part of any proposed purchase of securities. If we do
offer securities to or through agents, underwriters or dealers, we will include in the applicable prospectus supplement:

� the names of those agents, underwriters or dealers;

� applicable fees, discounts and commissions to be paid to them;

� details regarding over-allotment options, if any; and

� the net proceeds to us.
Common Stock

We may issue shares of our common stock from time to time. Each holder of our common stock is entitled to one vote
for each share on all matters submitted to a vote of the stockholders, including the election of directors. Under our
amended and restated certificate of incorporation, or certificate of incorporation, and amended and restated bylaws, or
bylaws, our stockholders do not have cumulative voting rights. Because of this, the holders of a majority of the shares
of common stock entitled to vote in any election of directors can elect all of the directors standing for election, if they
should so choose. Subject to preferences that may be applicable to any then-outstanding preferred stock, holders of
common stock are entitled to receive ratably those dividends, if any, as may be declared from time to time by the
board of directors out of legally available funds. In the event of our liquidation, dissolution or winding up, holders of
common stock are entitled to share ratably in the net assets legally available for distribution to stockholders after the
payment of all of our debts and other liabilities and the satisfaction of any liquidation preference granted to the holders
of any then-outstanding shares of preferred stock. Holders of common stock have no preemptive, conversion or
subscription rights and there are no redemption or sinking fund provisions applicable to the common stock. The rights,
preferences and privileges of the holders of common stock are subject to, and may be adversely affected by, the rights
of the holders of shares of any series of preferred stock that we may designate in the future.

Preferred Stock

We may issue shares of our preferred stock from time to time, in one or more series. Our board of directors will
determine the designations, voting powers, preferences and rights of the preferred stock, as well as the qualifications,
limitations or restrictions thereof, including dividend rights, conversion rights, preemptive rights, terms of redemption
or repurchase, liquidation preferences, sinking fund
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terms and the number of shares constituting any series or the designation of any series. Convertible preferred stock
will be convertible into our common stock or exchangeable for other securities. Conversion may be mandatory or at
your option and would be at prescribed conversion rates.

If we sell any series of preferred stock under this prospectus, we will fix the designations, voting powers, preferences
and rights of such series of preferred stock, as well as the qualifications, limitations or restrictions thereof, in the
certificate of designation relating to that series. We will file as an exhibit to the registration statement of which this
prospectus is a part, or will incorporate by reference from reports that we file with the SEC, the form of any certificate
of designation that describes the terms of the series of preferred stock that we are offering before the issuance of the
related series of preferred stock. We urge you to read the applicable prospectus supplement (and any free writing
prospectus that we may authorize to be provided to you) related to the series of preferred stock being offered, as well
as the complete certificate of designation that contains the terms of the applicable series of preferred stock.

Debt Securities

We may issue debt securities from time to time, in one or more series, as either senior or subordinated debt or as
senior or subordinated convertible debt. The senior debt securities will rank equally with any other unsecured and
unsubordinated debt. The subordinated debt securities will be subordinate and junior in right of payment, to the extent
and in the manner described in the instrument governing the debt, to all of our senior indebtedness. Convertible debt
securities will be convertible into or exchangeable for our common stock or other securities. Conversion may be
mandatory or at your option and would be at prescribed conversion rates.

Any debt securities issued under this prospectus will be issued under one or more documents called indentures, which
are contracts between us and a national banking association or other eligible party, as trustee. In this prospectus, we
have summarized certain general features of the debt securities. We urge you, however, to read the applicable
prospectus supplement (and any free writing prospectus that we may authorize to be provided to you) related to the
series of debt securities being offered, as well as the complete indentures that contain the terms of the debt securities.
A form of indenture has been filed as an exhibit to the registration statement of which this prospectus is a part, and
supplemental indentures and forms of debt securities containing the terms of the debt securities being offered will be
filed as exhibits to the registration statement of which this prospectus is a part or will be incorporated by reference
from reports that we file with the SEC.

Warrants

We may issue warrants for the purchase of common stock, preferred stock and/or debt securities in one or more series.
We may issue warrants independently or together with common stock, preferred stock and/or debt securities, and the
warrants may be attached to or separate from these securities. In this prospectus, we have summarized certain general
features of the warrants. We urge you, however, to read the applicable prospectus supplement (and any free writing
prospectus that we may authorize to be provided to you) related to the series of warrants being offered, as well as any
warrant agreements and warrant certificates that contain the terms of the warrants. We have filed forms of the warrant
agreements that and forms of warrant certificates containing the terms of the warrants that may be offered as exhibits
to the registration statement of which this prospectus is a part. We will file as exhibits to the registration statement of
which this prospectus is a part, or will incorporate by reference from reports that we file with the SEC, the form of
warrant and/or the warrant agreement and warrant certificate, as applicable, that contain the terms of the particular
series of warrants we are offering, and any supplemental agreements, before the issuance of such warrants.

Any warrants issued under this prospectus may be evidenced by warrant certificates. Warrants also may be issued
under an applicable warrant agreement that we enter into with a warrant agent. We will indicate the name and address
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RISK FACTORS

Investing in our securities involves a high degree of risk. Before deciding whether to invest in our securities, you
should consider carefully the risks and uncertainties described under the heading �Risk Factors� contained in the
applicable prospectus supplement and any related free writing prospectus, and discussed under the section entitled
�Risk Factors� contained in our most recent Annual Report on Form 10-K and in our most recent Quarterly Report on
Form 10-Q, as well as any amendments thereto reflected in subsequent filings with the SEC, which are incorporated
by reference into this prospectus in their entirety, together with other information in this prospectus, the documents
incorporated by reference and any free writing prospectus that we may authorize for use in connection with this
offering. The risks described in these documents are not the only ones we face, but those that we consider to be
material. There may be other unknown or unpredictable economic, business, competitive, regulatory or other factors
that could have material adverse effects on our future results. Past financial performance may not be a reliable
indicator of future performance, and historical trends should not be used to anticipate results or trends in future
periods. If any of these risks actually occurs, our business, financial condition, results of operations or cash flow could
be seriously harmed. This could cause the trading price of our common stock to decline, resulting in a loss of all or
part of your investment. Please also read carefully the section below entitled �Forward-Looking Statements.�

FORWARD-LOOKING STATEMENTS

This prospectus, including the documents that we incorporate by reference herein, contains, and any applicable
prospectus supplement or free writing prospectus including the documents we incorporate by reference therein may
contain, forward-looking statements, including statements regarding our future financial condition, business strategy
and plans and objectives of management for future operations. Forward-looking statements include all statements that
are not historical facts. In some cases, you can identify forward-looking statements by terminology such as �believe,�
�will,� �may,� �estimate,� �continue,� �anticipate,� �intend,� �should,� �plan,� �might,� �approximately,� �expect,� �predict,� �could,� �potentially�
or the negative of these terms or other similar expressions. Forward-looking statements appear in a number of places
throughout this prospectus and the documents that we incorporate by reference herein, and include statements
regarding our intentions, beliefs, projections, outlook, analyses or current expectations concerning, among other
things, our ongoing and planned preclinical development and clinical trials, the timing of and our ability to make
regulatory filings and obtain and maintain regulatory approvals for AQX-1125 and our future product candidates, our
intellectual property position, the degree of clinical utility of AQX-1125 and our future product candidates,
particularly in specific patient populations, our ability to develop commercial functions, expectations regarding
clinical trial data, our results of operations, cash needs, spending of the proceeds from offerings of securities under
this prospectus, financial condition, liquidity, prospects, growth and strategies, the industry in which we operate and
the trends that may affect our industry or us.

Discussions containing these forward-looking statements may be found, among other places, in the Sections entitled
�Business,� �Risk Factors� and �Management�s Discussion and Analysis of Financial Condition and Results of Operations�
incorporated by reference from our most recent Annual Report on Form 10-K and in our Quarterly Reports on
Form 10-Q, as well as any amendments thereto, filed with the SEC. These statements relate to future events or our
future financial performance and involve known and unknown risks, uncertainties and other factors that could cause
our actual results, levels of activity, performance or achievement to differ materially from those expressed or implied
by these forward-looking statements. We discuss in greater detail, and incorporate by reference into this prospectus in
their entirety, many of these risks and uncertainties under the heading �Risk Factors� contained in the applicable
prospectus supplement, in any free writing prospectus we may authorize for use in connection with a specific offering,
and in our most recent Annual Report on Form 10-K and in our most recent Quarterly Report on Form 10-Q, as well
as any amendments thereto reflected in subsequent filings with the SEC. These statements reflect our current views
with respect to future events and are based on assumptions and subject to risks and uncertainties. Given these
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statements represent our estimates and assumptions only as of the date of the document containing the applicable
statement and, except as required by law, we undertake no obligation to update or revise publicly any forward-looking
statements, whether as a result of new information, future events or otherwise.
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FINANCIAL RATIOS

The following table sets forth, for each of the periods presented, our ratio of earnings to fixed charges and the ratio of
our earnings to combined fixed charges and preferred stock dividends. Amounts shown are in thousands, except for
ratios.

Year Ended December 31,
Nine Months

Ended
September 30,

20152012 2013 2014
Ratio of earnings to fixed charges (1) N/A N/A N/A N/A
Ratio of earnings to combined fixed
charges and preferred stock
dividends (1) N/A N/A N/A N/A
Deficiency of earnings available to
cover fixed charges ($ 7,669) ($ 8,709) ($ 23,986) ($ 16,195)
Deficiency of earning available to cover
combined fixed charges and preferred
stock dividends ($ 7,669) ($ 8,709) ($ 23,986) ($ 16,195)

(1) Our earnings for the years ended December 31, 2012, 2013 and 2014 and the nine months ended September 30,
2015 were insufficient to cover fixed charges and combined fixed charges and preferred stock dividends for each
of the periods presented. Earnings consist of loss from continuing operations before income taxes, extraordinary
items, cumulative effect of accounting changes, equity in net losses of affiliates and fixed charges, adjusted for
capitalized interest. Fixed charges consist of interest expensed and capitalized and amortized premiums, discounts
and capitalized expenses related to indebtedness. Preference dividends are the amount of pre-tax earnings that is
required to pay the dividends on outstanding preference securities. Because of these deficiencies, the ratio
information is not applicable for those periods. The extent to which earnings were insufficient to cover fixed
charges and combined fixed charges and preferred stock dividends for those periods is shown above.

USE OF PROCEEDS

We will retain broad discretion over the use of the net proceeds from the sale of the securities offered hereby. Except
as described in any prospectus supplement or in any related free writing prospectus that we may authorize to be
provided to you, we currently intend to use the net proceeds from the sale of the securities offered by us hereunder
primarily for research, development and manufacturing of product candidates, and for other general corporate
purposes. Pending these uses, we expect to invest the net proceeds in short-term, interest-bearing securities.

6
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DESCRIPTION OF CAPITAL STOCK

As of the date of this prospectus, our certificate of incorporation, authorizes us to issue up to 50,000,000 shares of
common stock, $0.000001 par value per share, and 5,000,000 shares of preferred stock, $0.000001 par value per
share. As of December 18, 2015, 17,211,986 shares of common stock were outstanding and no shares of preferred
stock were outstanding.

The following summary describes the material terms of our capital stock. The description of capital stock is qualified
by reference to our certificate of incorporation and our bylaws.

Common Stock

Voting Rights

Each holder of our common stock is entitled to one vote for each share on all matters submitted to a vote of the
stockholders, including the election of directors. Under our certificate of incorporation and bylaws, our stockholders
do not have cumulative voting rights. Because of this, the holders of a majority of the shares of common stock entitled
to vote in any election of directors can elect all of the directors standing for election, if they should so choose.

Dividends

Subject to preferences that may be applicable to any then-outstanding preferred stock, holders of common stock are
entitled to receive ratably those dividends, if any, as may be declared from time to time by the board of directors out
of legally available funds.

Liquidation

In the event of our liquidation, dissolution or winding up, holders of common stock will be entitled to share ratably in
the net assets legally available for distribution to stockholders after the payment of all of our debts and other liabilities
and the satisfaction of any liquidation preference granted to the holders of any then-outstanding shares of preferred
stock.

Rights and Preferences

Holders of common stock have no preemptive, conversion or subscription rights and there are no redemption or
sinking fund provisions applicable to the common stock. The rights, preferences and privileges of the holders of
common stock are subject to, and may be adversely affected by, the rights of the holders of shares of any series of
preferred stock that we may designate in the future.

If we issue shares of common stock under this prospectus, the shares will be fully paid and non-assessable.

Preferred Stock

Under our certificate of incorporation, our board of directors is authorized by resolution to divide the preferred stock
into series and, with respect to each series, to determine the designations and the powers, preferences and rights, and
the qualifications, limitations and restrictions thereof, including the dividend rights, conversion or exchange rights,
voting rights, redemption rights and terms, liquidation preferences, sinking fund provisions and the number of shares
constituting the series. Our board of directors can, without stockholder approval but subject to the terms of the
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certificate of incorporation, issue preferred stock with voting and other rights that could adversely affect the voting
power of the holders of our common stock and which could have certain anti-takeover effects. Before we may issue
any series of preferred stock, our board of directors will be required to adopt resolutions creating and designating such
series of preferred stock.

We will fix the designations, voting powers, preferences and rights of the preferred stock of each series we issue under
this prospectus, as well as the qualifications, limitations or restrictions thereof, in the certificate of designation relating
to that series. We will file as an exhibit to the registration statement of which this prospectus is a part, or will
incorporate by reference from reports that we file with the SEC, the form of any certificate of designation that
describes the terms of the series of preferred stock we are offering. We will describe in the applicable prospectus
supplement the terms of the series of preferred stock being offered, including, to the extent applicable:

� the title and stated value;

� the number of shares we are offering;

7
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� the liquidation preference per share;

� the purchase price;

� the dividend rate, period and payment date and method of calculation for dividends;

� whether dividends will be cumulative or non-cumulative and, if cumulative, the date from which
dividends will accumulate;

� the procedures for any auction and remarketing;

� the provisions for a sinking fund;

� the provisions for redemption or repurchase, if applicable, and any restrictions on our ability to
exercise those redemption and repurchase rights;

� any listing of the preferred stock on any securities exchange or market;

� whether the preferred stock will be convertible into our common stock, and, if applicable, the
conversion price, or how it will be calculated, and the conversion period;

� whether the preferred stock will be exchangeable into debt securities, and, if applicable, the exchange
price, or how it will be calculated, and the exchange period;

� voting rights of the preferred stock;

� preemptive rights;

� restrictions on transfer, sale or other assignment;

� whether interests in the preferred stock will be represented by depositary shares;

� a discussion of material United States federal income tax considerations applicable to the preferred
stock;
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� the relative ranking and preferences of the preferred stock as to dividend rights and rights if we
liquidate, dissolve or wind up our affairs;

� any limitations on the issuance of any class or series of preferred stock ranking senior to or on a parity
with the series of preferred stock as to dividend rights and rights if we liquidate, dissolve or wind up
our affairs; and

� any other specific terms, preferences, rights or limitations of, or restrictions on, the preferred stock.
If we issue shares of preferred stock under this prospectus, the shares will be fully paid and non-assessable.

Options

As of December 18, 2015, (i) options to purchase an aggregate of 387,500 shares of our common stock were
outstanding under our Joint Canadian Stock Option Plan, (ii) options to purchase an aggregate of 477,957 shares of
our common stock were outstanding under our 2014 Equity Incentive Plan, and (iii) an additional 793,799 shares of
our common stock were reserved for future issuance under our 2014 Equity Incentive Plan.

Warrants

As of December 18, 2015, a warrant to purchase 11,363 shares of our common stock, at an exercise price of $10.56
per share, with an expiration date of October 23, 2023, was outstanding.

8
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Anti-Takeover Effects of Our Charter Documents and Some Provisions of Delaware Law

Delaware Law

We are subject to Section 203 of the Delaware General Corporation Law, which prohibits a Delaware corporation
from engaging in any business combination with any interested stockholder for a period of three years after the date
that such stockholder became an interested stockholder, with the following exceptions:

� before such date, the board of directors of the corporation approved either the business combination or
the transaction that resulted in the stockholder becoming an interested stockholder;

� upon completion of the transaction that resulted in the stockholder becoming an interested stockholder,
the interested stockholder owned at least 85% of the voting stock of the corporation outstanding at the
time the transaction began, excluding for purposes of determining the voting stock outstanding (but not
the outstanding voting stock owned by the interested stockholder) those shares owned (1) by persons
who are directors and also officers and (2) employee stock plans in which employee participants do not
have the right to determine confidentially whether shares held subject to the plan will be tendered in a
tender or exchange offer; or

� on or after such date, the business combination is approved by the board of directors and authorized at
an annual or special meeting of the stockholders, and not by written consent, by the affirmative vote of
at least 66 2/3% of the outstanding voting stock that is not owned by the interested stockholder.

In general, Section 203 defines a �business combination� to include the following:

� any merger or consolidation involving the corporation and the interested stockholder;

� any sale, transfer, pledge or other disposition of 10% or more of the assets of the corporation involving
the interested stockholder;

� subject to certain exceptions, any transaction that results in the issuance or transfer by the corporation
of any stock of the corporation to the interested stockholder;

� any transaction involving the corporation that has the effect of increasing the proportionate share of the
stock or any class or series of the corporation beneficially owned by the interested stockholder; or

� the receipt by the interested stockholder of the benefit of any loans, advances, guarantees, pledges or
other financial benefits by or through the corporation.
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In general, Section 203 defines an �interested stockholder� as an entity or person who, together with the person�s
affiliates and associates, beneficially owns, or within three years prior to the time of determination of interested
stockholder status did own, 15% or more of the outstanding voting stock of the corporation.

Certificate of Incorporation and Bylaws

Our certificate of incorporation provides for our board of directors to be divided into three classes with staggered
three-year terms. Only one class of directors is elected at each annual meeting of our stockholders, with the other
classes continuing for the remainder of their respective three-year terms. Because our stockholders do not have
cumulative voting rights, stockholders holding a majority of the shares of common stock outstanding are able to elect
all of our directors. Our certificate of incorporation and our bylaws also provide that directors may be removed by the
stockholders only for cause upon the vote of at least 66 2/3% of our outstanding common stock. Furthermore, the
authorized number of directors may be changed only by resolution of the board of directors, and vacancies and newly
created directorships on the board of directors may, except as otherwise required by law or determined by the board,
only be filled by a majority vote of the directors then serving on the board, even though less than a quorum.

Our certificate of incorporation and bylaws also provide that all stockholder actions must be effected at a duly called
meeting of stockholders and eliminates the right of stockholders to act by written consent without a meeting. Our
bylaws also provide that only our chairman of the board, chief executive officer or the board of directors pursuant to a
resolution adopted by a majority of the total number of authorized directors may call a special meeting of
stockholders.

Our bylaws also provide that stockholders seeking to present proposals before a meeting of stockholders to nominate
candidates for election as directors at a meeting of stockholders must provide timely advance notice in writing, and
specify requirements as to the form and content of a stockholder�s notice.

Our certificate of incorporation and bylaws provide that the stockholders cannot amend many of the provisions
described above except by a vote of 66 2/3% or more of our outstanding common stock.

The combination of these provisions makes it more difficult for our existing stockholders to replace our board of
directors as well as for another party to obtain control of us by replacing our board of directors. Since our board of
directors has the power to retain and discharge our officers, these provisions could also make it more difficult for
existing stockholders or another party to effect a change in management. In addition, the authorization of
undesignated preferred stock makes it possible for our board of directors to issue preferred stock with voting or other
rights or preferences that could impede the success of any attempt to change our control.

These provisions are intended to enhance the likelihood of continued stability in the composition of our board of
directors and its policies and to discourage coercive takeover practices and inadequate takeover bids. These provisions
are also designed to reduce our vulnerability to hostile takeovers and to discourage certain tactics that may be used in
proxy fights. However, such provisions could have the effect of discouraging others from making tender offers for our
shares and may have the effect of delaying changes in our control or management. As a consequence, these provisions
may also inhibit fluctuations in the market price of our stock that could result from actual or rumored takeover
attempts. We believe that the benefits of these provisions, including increased protection of our potential ability to
negotiate with the proponent of an unfriendly or unsolicited proposal to acquire or restructure our company, outweigh
the disadvantages of discouraging takeover proposals, because negotiation of takeover proposals could result in an
improvement of their terms.

Choice of Forum
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Our certificate of incorporation provides that the Court of Chancery of the State of Delaware will be the exclusive
forum for:

� any derivative action or proceeding brought on our behalf;

� any action asserting a breach of fiduciary duty; any action asserting a claim against us arising pursuant
to the Delaware General Corporation Law, our certificate of incorporation or our bylaws; or

� any action asserting a claim against us that is governed by the internal affairs doctrine.
However, several lawsuits involving other companies have been brought challenging the validity of choice of forum
provisions in certificates of incorporation, and it is possible that a court could note such provision is inapplicable or
unenforceable.

Transfer Agent and Registrar

The transfer agent and registrar for our common stock is American Stock Transfer & Trust Company, LLC. The
transfer agent�s address is 6201 15th Avenue, Brooklyn, New York 11219. The transfer agent for any series of
preferred stock that we may offer under this prospectus will be named and described in the prospectus supplement for
that series.

Listing on the NASDAQ Global Market

Our common stock is listed on the NASDAQ Global Market under the symbol �AQXP.�

10
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DESCRIPTION OF DEBT SECURITIES

We may issue debt securities from time to time, in one or more series, as either senior or subordinated debt or as
senior or subordinated convertible debt. While the terms we have summarized below will apply generally to any debt
securities that we may offer under this prospectus, we will describe the particular terms of any debt securities that we
may offer in more detail in the applicable prospectus supplement. The terms of any debt securities offered under a
prospectus supplement may differ from the terms described below. Unless the context requires otherwise, whenever
we refer to the indenture, we also are referring to any supplemental indentures that specify the terms of a particular
series of debt securities.

We will issue the debt securities under the indenture that we will enter into with the trustee named in the indenture.
The indenture will be qualified under the Trust Indenture Act of 1939, as amended, or the Trust Indenture Act. We
have filed the form of indenture as an exhibit to the registration statement of which this prospectus is a part, and
supplemental indentures and forms of debt securities containing the terms of the debt securities being offered will be
filed as exhibits to the registration statement of which this prospectus is a part or will be incorporated by reference
from reports that we file with the SEC.

The following summary of material provisions of the debt securities and the indenture is subject to, and qualified in its
entirety by reference to, all of the provisions of the indenture applicable to a particular series of debt securities. We
urge you to read the applicable prospectus supplements and any related free writing prospectuses related to the debt
securities that we may offer under this prospectus, as well as the complete indenture that contains the terms of the debt
securities.

General

The indenture does not limit the amount of debt securities that we may issue. It provides that we may issue debt
securities up to the principal amount that we may authorize and may be in any currency or currency unit that we may
designate. Except for the limitations on consolidation, merger and sale of all or substantially all of our assets
contained in the indenture, the terms of the indenture do not contain any covenants or other provisions designed to
give holders of any debt securities protection against changes in our operations, financial condition or transactions
involving us.

We may issue the debt securities issued under the indenture as �discount securities,� which means they may be sold at a
discount below their stated principal amount. These debt securities, as well as other debt securities that are not issued
at a discount, may be issued with �original issue discount,� or OID, for U.S. federal income tax purposes because of
interest payment and other characteristics or terms of the debt securities. Material U.S. federal income tax
considerations applicable to debt securities issued with OID will be described in more detail in any applicable
prospectus supplement.

We will describe in the applicable prospectus supplement the terms of the series of debt securities being offered,
including:

� the title of the series of debt securities;

� any limit upon the aggregate principal amount that may be issued;
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� the maturity date or dates;

� the form of the debt securities of the series;

� the applicability of any guarantees;

� whether or not the debt securities will be secured or unsecured, and the terms of any secured debt;

� whether the debt securities rank as senior debt, senior subordinated debt, subordinated debt or any
combination thereof, and the terms of any subordination;

� if the price (expressed as a percentage of the aggregate principal amount thereof) at which such debt
securities will be issued is a price other than the principal amount thereof, the portion of the principal
amount thereof payable upon declaration of acceleration of the maturity thereof, or if applicable, the
portion of the principal amount of such debt securities that is convertible into another security or the
method by which any such portion shall be determined;

� the interest rate or rates, which may be fixed or variable, or the method for determining the rate and the
date interest will begin to accrue, the dates interest will be payable and the regular record dates for
interest payment dates or the method for determining such dates;

� our right, if any, to defer payment of interest and the maximum length of any such deferral period;
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� if applicable, the date or dates after which, or the period or periods during which, and the price or
prices at which, we may, at our option, redeem the series of debt securities pursuant to any optional or
provisional redemption provisions and the terms of those redemption provisions;

� the date or dates, if any, on which, and the price or prices at which we are obligated, pursuant to any
mandatory sinking fund or analogous fund provisions or otherwise, to redeem, or at the holder�s option
to purchase, the series of debt securities and the currency or currency unit in which the debt securities
are payable;

� the denominations in which we will issue the series of debt securities, if other than denominations of
$1,000 and any integral multiple thereof;

� any and all terms, if applicable, relating to any auction or remarketing of the debt securities of that
series and any security for our obligations with respect to such debt securities and any other terms
which may be advisable in connection with the marketing of debt securities of that series;

� whether the debt securities of the series shall be issued in whole or in part in the form of a global
security or securities; the terms and conditions, if any, upon which such global security or securities
may be exchanged in whole or in part for other individual securities; and the depositary for such global
security or securities;

� if applicable, the provisions relating to conversion or exchange of any debt securities of the series and
the terms and conditions upon which such debt securities will be so convertible or exchangeable,
including the conversion or exchange price, as applicable, or how it will be calculated and may be
adjusted, any mandatory or optional (at our option or the holders� option) conversion or exchange
features, the applicable conversion or exchange period and the manner of settlement for any
conversion or exchange;

� if other than the full principal amount thereof, the portion of the principal amount of debt securities of
the series which shall be payable upon declaration of acceleration of the maturity thereof;

� additions to or changes in the covenants applicable to the particular debt securities being issued,
including, among others, the consolidation, merger or sale covenant;

� additions to or changes in the events of default with respect to the securities and any change in the
right of the trustee or the holders to declare the principal, premium, if any, and interest, if any, with
respect to such securities to be due and payable;

�
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additions to or changes in or deletions of the provisions relating to covenant defeasance and legal
defeasance;

� additions to or changes in the provisions relating to satisfaction and discharge of the indenture;

� additions to or changes in the provisions relating to the modification of the indenture both with and
without the consent of holders of debt securities issued under the indenture;

� the currency of payment of debt securities if other than U.S. dollars and the manner of determining the
equivalent amount in U.S. dollars;

� whether interest will be payable in cash or additional debt securities at our or the holders� option and
the terms and conditions upon which the election may be made;

� the terms and conditions, if any, upon which we will pay amounts in addition to the stated interest,
premium, if any and principal amounts of the debt securities of the series to any holder that is not a
�United States person� for federal tax purposes;

� any restrictions on transfer, sale or assignment of the debt securities of the series; and

� any other specific terms, preferences, rights or limitations of, or restrictions on, the debt securities, any
other additions or changes in the provisions of the indenture, and any terms that may be required by us
or advisable under applicable laws or regulations.

Conversion or Exchange Rights

We will set forth in the applicable prospectus supplement the terms on which a series of debt securities may be
convertible into or exchangeable for our common stock or our other securities. We will include provisions as to
settlement upon conversion or exchange
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and whether conversion or exchange is mandatory, at the option of the holder or at our option. We may include
provisions pursuant to which the number of shares of our common stock or our other securities that the holders of the
series of debt securities receive would be subject to adjustment.

Consolidation, Merger or Sale

Unless we provide otherwise in the prospectus supplement applicable to a particular series of debt securities, the
indenture will not contain any covenant that restricts our ability to merge or consolidate, or sell, convey, transfer or
otherwise dispose of our assets as an entirety or substantially as an entirety. However, any successor to or acquirer of
such assets (other than a subsidiary of ours) must assume all of our obligations under the indenture or the debt
securities, as appropriate.

Events of Default under the Indenture

Unless we provide otherwise in the prospectus supplement applicable to a particular series of debt securities, the
following are events of default under the indenture with respect to any series of debt securities that we may issue:

� if we fail to pay any installment of interest on any series of debt securities, as and when the same shall
become due and payable, and such default continues for a period of 90 days; provided, however, that a
valid extension of an interest payment period by us in accordance with the terms of any indenture
supplemental thereto shall not constitute a default in the payment of interest for this purpose;

� if we fail to pay the principal of, or premium, if any, on any series of debt securities as and when the
same shall become due and payable whether at maturity, upon redemption, by declaration or otherwise,
or in any payment required by any sinking or analogous fund established with respect to such series;
provided, however, that a valid extension of the maturity of such debt securities in accordance with the
terms of any indenture supplemental thereto shall not constitute a default in the payment of principal or
premium, if any;

� if we fail to observe or perform any other covenant or agreement contained in the debt securities or the
indenture, other than a covenant specifically relating to another series of debt securities, and our failure
continues for 90 days after we receive written notice of such failure, requiring the same to be remedied
and stating that such is a notice of default thereunder, from the trustee or holders of at least 25% in
aggregate principal amount of the outstanding debt securities of the applicable series; and

� if specified events of bankruptcy, insolvency or reorganization occur.
If an event of default with respect to debt securities of any series occurs and is continuing, other than an event of
default specified in the last bullet point above, the trustee or the holders of at least 25% in aggregate principal amount
of the outstanding debt securities of that series, by notice to us in writing, and to the trustee if notice is given by such
holders, may declare the unpaid principal of, premium, if any, and accrued interest, if any, due and payable
immediately. If an event of default specified in the last bullet point above occurs with respect to us, the principal
amount of and accrued interest, if any, of each issue of debt securities then outstanding shall be due and payable
without any notice or other action on the part of the trustee or any holder.
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The holders of a majority in principal amount of the outstanding debt securities of an affected series may waive any
default or event of default with respect to the series and its consequences, except defaults or events of default
regarding payment of principal, premium, if any, or interest, unless we have cured the default or event of default in
accordance with the indenture. Any waiver shall cure the default or event of default.

Subject to the terms of the indenture, if an event of default under an indenture shall occur and be continuing, the
trustee will be under no obligation to exercise any of its rights or powers under such indenture at the request or
direction of any of the holders of the applicable series of debt securities, unless such holders have offered the trustee
reasonable indemnity. The holders of a majority in principal amount of the outstanding debt securities of any series
will have the right to direct the time, method and place of conducting any proceeding for any remedy available to the
trustee, or exercising any trust or power conferred on the trustee, with respect to the debt securities of that series,
provided that:

� the direction so given by the holder is not in conflict with any law or the applicable indenture; and

� subject to its duties under the Trust Indenture Act, the trustee need not take any action that might
involve it in personal liability or might be unduly prejudicial to the holders not involved in the
proceeding.

13

Edgar Filing: AQUINOX PHARMACEUTICALS, INC - Form 424B5

Table of Contents 117



Table of Contents

A holder of the debt securities of any series will have the right to institute a proceeding under the indenture or to
appoint a receiver or trustee, or to seek other remedies only if:

� the holder has given written notice to the trustee of a continuing event of default with respect to that
series;

� the holders of at least 25% in aggregate principal amount of the outstanding debt securities of that
series have made written request,

� such holders have offered to the trustee indemnity satisfactory to it against the costs, expenses and
liabilities to be incurred by the trustee in compliance with the request; and

� the trustee does not institute the proceeding, and does not receive from the holders of a majority in
aggregate principal amount of the outstanding debt securities of that series other conflicting directions
within 90 days after the notice, request and offer.

These limitations do not apply to a suit instituted by a holder of debt securities if we default in the payment of the
principal, premium, if any, or interest on, the debt securities.

We will periodically file statements with the trustee regarding our compliance with specified covenants in the
indenture.

Modification of Indenture; Waiver

We and the trustee may change an indenture without the consent of any holders with respect to specific matters:

� to cure any ambiguity, defect or inconsistency in the indenture or in the debt securities of any series;

� to comply with the provisions described above under �Description of Debt Securities�Consolidation,
Merger or Sale;�

� to provide for uncertificated debt securities in addition to or in place of certificated debt securities;

� to add to our covenants, restrictions, conditions or provisions such new covenants, restrictions,
conditions or provisions for the benefit of the holders of all or any series of debt securities, to make the
occurrence, or the occurrence and the continuance, of a default in any such additional covenants,
restrictions, conditions or provisions an event of default or to surrender any right or power conferred
upon us in the indenture;
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� to add to, delete from or revise the conditions, limitations, and restrictions on the authorized amount,
terms, or purposes of issue, authentication and delivery of debt securities, as set forth in the indenture;

� to make any change that does not adversely affect the interests of any holder of debt securities of any
series in any material respect;

� to provide for the issuance of and establish the form and terms and conditions of the debt securities of
any series as provided above under �Description of Debt Securities�General� to establish the form of any
certifications required to be furnished pursuant to the terms of the indenture or any series of debt
securities, or to add to the rights of the holders of any series of debt securities;

� to evidence and provide for the acceptance of appointment under any indenture by a successor trustee;
or

� to comply with any requirements of the SEC in connection with the qualification of any indenture
under the Trust Indenture Act.

In addition, under the indenture, the rights of holders of a series of debt securities may be changed by us and the
trustee with the written consent of the holders of at least a majority in aggregate principal amount of the outstanding
debt securities of each series that is affected. However, unless we provide otherwise in the prospectus supplement
applicable to a particular series of debt securities, we and the trustee may make the following changes only with the
consent of each holder of any outstanding debt securities affected:

� extending the fixed maturity of any debt securities of any series;

� reducing the principal amount, reducing the rate of or extending the time of payment of interest, or
reducing any premium payable upon the redemption of any series of any debt securities; or

� reducing the percentage of debt securities, the holders of which are required to consent to any
amendment, supplement, modification or waiver.

14

Edgar Filing: AQUINOX PHARMACEUTICALS, INC - Form 424B5

Table of Contents 119



Table of Contents

Discharge

Each indenture provides that we can elect to be discharged from our obligations with respect to one or more series of
debt securities, except for specified obligations, including obligations to:

� provide for payment;

� register the transfer or exchange of debt securities of the series;

� replace stolen, lost or mutilated debt securities of the series;

� pay principal of and premium and interest on any debt securities of the series;

� maintain paying agencies;

� hold monies for payment in trust;

� recover excess money held by the trustee;

� compensate and indemnify the trustee; and

� appoint any successor trustee.
In order to exercise our rights to be discharged, we must deposit with the trustee money or government obligations
sufficient to pay all the principal of, any premium, if any, and interest on, the debt securities of the series on the dates
payments are due.

Form, Exchange and Transfer

We will issue the debt securities of each series only in fully registered form without coupons and, unless we provide
otherwise in the applicable prospectus supplement, in denominations of $1,000 and any integral multiple thereof. The
indenture provides that we may issue debt securities of a series in temporary or permanent global form and as
book-entry securities that will be deposited with, or on behalf of, The Depository Trust Company, or DTC, or another
depositary named by us and identified in the applicable prospectus supplement with respect to that series. To the
extent the debt securities of a series are issued in global form and as book-entry, a description of terms relating to any
book-entry securities will be set forth in the applicable prospectus supplement.

At the option of the holder, subject to the terms of the indenture and the limitations applicable to global securities
described in the applicable prospectus supplement, the holder of the debt securities of any series can exchange the
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debt securities for other debt securities of the same series, in any authorized denomination and of like tenor and
aggregate principal amount.

Subject to the terms of the indenture and the limitations applicable to global securities set forth in the applicable
prospectus supplement, holders of the debt securities may present the debt securities for exchange or for registration
of transfer, duly endorsed or with the form of transfer endorsed thereon duly executed if so required by us or the
security registrar, at the office of the security registrar or at the office of any transfer agent designated by us for this
purpose. Unless otherwise provided in the debt securities that the holder presents for transfer or exchange, we will
impose no service charge for any registration of transfer or exchange, but we may require payment of any taxes or
other governmental charges.

We will name in the applicable prospectus supplement the security registrar, and any transfer agent in addition to the
security registrar, that we initially designate for any debt securities. We may at any time designate additional transfer
agents or rescind the designation of any transfer agent or approve a change in the office through which any transfer
agent acts, except that we will be required to maintain a transfer agent in each place of payment for the debt securities
of each series.

If we elect to redeem the debt securities of any series, we will not be required to:

� issue, register the transfer of, or exchange any debt securities of that series during a period beginning at
the opening of business 15 days before the day of mailing of a notice of redemption of any debt
securities that may be selected for redemption and ending at the close of business on the day of the
mailing; or

� register the transfer of or exchange any debt securities so selected for redemption, in whole or in part,
except the unredeemed portion of any debt securities we are redeeming in part.

15

Edgar Filing: AQUINOX PHARMACEUTICALS, INC - Form 424B5

Table of Contents 121



Table of Contents

Information Concerning the Trustee

The trustee, other than during the occurrence and continuance of an event of default under an indenture, undertakes to
perform only those duties as are specifically set forth in the applicable indenture. Upon an event of default under an
indenture, the trustee must use the same degree of care as a prudent person would exercise or use in the conduct of his
or her own affairs. Subject to this provision, the trustee is under no obligation to exercise any of the powers given it by
the indenture at the request of any holder of debt securities unless it is offered reasonable security and indemnity
against the costs, expenses and liabilities that it might incur.

Payment and Paying Agents

Unless we otherwise indicate in the applicable prospectus supplement, we will make payment of the interest on any
debt securities on any interest payment date to the person in whose name the debt securities, or one or more
predecessor securities, are registered at the close of business on the regular record date for the interest.

We will pay principal of and any premium and interest on the debt securities of a particular series at the office of the
paying agents designated by us, except that unless we otherwise indicate in the applicable prospectus supplement, we
will make interest payments by check that we will mail to the holder or by wire transfer to certain holders. Unless we
otherwise indicate in the applicable prospectus supplement, we will designate the corporate trust office of the trustee
as our sole paying agent for payments with respect to debt securities of each series. We will name in the applicable
prospectus supplement any other paying agents that we initially designate for the debt securities of a particular series.
We will maintain a paying agent in each place of payment for the debt securities of a particular series.

All money we pay to a paying agent or the trustee for the payment of the principal of or any premium or interest on
any debt securities that remains unclaimed at the end of two years after such principal, premium or interest has
become due and payable will be repaid to us, and the holder of the debt security thereafter may look only to us for
payment thereof.

Governing Law

The indenture and the debt securities will be governed by and construed in accordance with the internal laws of the
State of New York, except to the extent that the Trust Indenture Act of 1939 is applicable.
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DESCRIPTION OF WARRANTS

The following description, together with the additional information we may include in any applicable prospectus
supplement and free writing prospectus, summarizes the material terms and provisions of the warrants that we may
offer under this prospectus, which may consist of warrants to purchase common stock, preferred stock or debt
securities and may be issued in one or more series. Warrants may be offered independently or in combination with
common stock, preferred stock or debt securities offered by any prospectus supplement. While the terms we have
summarized below will apply generally to any warrants that we may offer under this prospectus, we will describe the
particular terms of any series of warrants in more detail in the applicable prospectus supplement. The following
description of warrants will apply to the warrants offered by this prospectus unless we provide otherwise in the
applicable prospectus supplement. The applicable prospectus supplement for a particular series of warrants may
specify different or additional terms.

We have filed forms of the warrant agreements and forms of warrant certificates containing the terms of the warrants
that may be offered as exhibits to the registration statement of which this prospectus is a part. We will file as exhibits
to the registration statement of which this prospectus is a part, or will incorporate by reference from reports that we
file with the SEC, the form of warrant and/or the warrant agreement and warrant certificate, as applicable, that contain
the terms of the particular series of warrants we are offering, and any supplemental agreements, before the issuance of
such warrants. The following summaries of material terms and provisions of the warrants are subject to, and qualified
in their entirety by reference to, all the provisions of the form of warrant and/or the warrant agreement and warrant
certificate, as applicable, and any supplemental agreements applicable to a particular series of warrants that we may
offer under this prospectus. We urge you to read the applicable prospectus supplement related to the particular series
of warrants that we may offer under this prospectus, as well as any related free writing prospectus, and the complete
form of warrant and/or the warrant agreement and warrant certificate, as applicable, and any supplemental agreements,
that contain the terms of the warrants.

General

We will describe in the applicable prospectus supplement the terms of the series of warrants being offered, including,
to the extent applicable:

� the offering price and aggregate number of warrants offered;

� the currency for which the warrants may be purchased;

� the designation and terms of the securities with which the warrants are issued and the number of
warrants issued with each such security or each principal amount of such security;

� the date on and after which the warrants and the related securities will be separately transferable;

� in the case of warrants to purchase debt securities, the principal amount of debt securities purchasable
upon exercise of one warrant and the price at, and currency in which, this principal amount of debt
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securities may be purchased upon such exercise;

� in the case of warrants to purchase common stock or preferred stock, the number of shares of common
stock or preferred stock, as the case may be, purchasable upon the exercise of one warrant and the
price at which these shares may be purchased upon such exercise;

� the effect of any merger, consolidation, sale or other disposition of our business on the warrant
agreements and the warrants;

� the terms of any rights to redeem or call the warrants;

� any provisions for changes to or adjustments in the exercise price or number of securities issuable
upon exercise of the warrants;

� the dates on which the right to exercise the warrants will commence and expire;

� the manner in which the warrant agreements and warrants may be modified;

� a discussion of material United States federal income tax consequences of holding or exercising the
warrants;

� the terms of the securities issuable upon exercise of the warrants; and

� any other specific terms, preferences, rights or limitations of or restrictions on the warrants.
Before exercising their warrants, holders of warrants will not have any of the rights of holders of the securities
purchasable upon such exercise, including:

� in the case of warrants to purchase common stock or preferred stock, the right to receive dividends, if
any, or, payments upon our liquidation, dissolution or winding up or to exercise voting rights, if any;
or

� in the case of warrants to purchase debt securities, the right to receive payments of principal of, or
premium, if any, or interest on, the debt securities purchasable upon exercise or to enforce covenants in
the applicable indenture.
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Exercise of Warrants

Each warrant will entitle the holder to purchase the securities that we specify in the applicable prospectus supplement
at the exercise price that we describe in the applicable prospectus supplement. Unless we otherwise specify in the
applicable prospectus supplement, holders of the warrants may exercise the warrants at any time up to the specified
time on the expiration date that we set forth in the applicable prospectus supplement. After the close of business on the
expiration date, unexercised warrants will become void.

Unless we otherwise specify in the applicable prospectus supplement, holders of the warrants may exercise the
warrants by delivering the warrant or warrant certificate representing the warrants to be exercised together with
specified information, and paying the required amount to the warrant agent, if applicable, in immediately available
funds, as provided in the applicable prospectus supplement. We will set forth on the reverse side of any warrant
certificate and in the applicable prospectus supplement the information that the holder of the warrant will be required
to deliver to any warrant agent in connection with the exercise of the warrant.

Upon receipt of payment and the warrant or warrant certificate, as applicable, properly completed and duly executed
at the corporate trust office of the warrant agent, if any, or any other office, including ours, indicated in the prospectus
supplement, we will, as soon as practicable, issue and deliver the securities purchasable upon such exercise. If fewer
than all of the warrants (or the warrants represented by such warrant certificate) are exercised, a new warrant or a new
warrant certificate, as applicable, will be issued for the remaining warrants.

Governing Law

Unless we provide otherwise in the applicable prospectus supplement, the warrants and warrant agreements, and any
claim, controversy or dispute arising under or related to the warrants or warrant agreements, will be governed by and
construed in accordance with the laws of the State of New York.

Enforceability of Rights by Holders of Warrants

Each warrant agent, if any, will act solely as our agent under the applicable warrant agreement and will not assume
any obligation or relationship of agency or trust with any holder of any warrant. A single bank or trust company may
act as warrant agent for more than one issue of warrants. A warrant agent will have no duty or responsibility in case of
any default by us under the applicable warrant agreement or warrant, including any duty or responsibility to initiate
any proceedings at law or otherwise, or to make any demand upon us. Any holder of a warrant may, without the
consent of the related warrant agent or the holder of any other warrant, enforce by appropriate legal action its right to
exercise, and receive the securities purchasable upon exercise of, its warrants.
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LEGAL OWNERSHIP OF SECURITIES

We can issue securities in registered form or in the form of one or more global securities. We describe global
securities in greater detail below. We refer to those persons who have securities registered in their own names on the
books that we or any applicable trustee, depositary or warrant agent maintain for this purpose as the �holders� of those
securities. These persons are the legal holders of the securities. We refer to those persons who, indirectly through
others, own beneficial interests in securities that are not registered in their own names, as �indirect holders� of those
securities. As we discuss below, indirect holders are not legal holders, and investors in securities issued in book-entry
form or in street name will be indirect holders.

Book-Entry Holders

We may issue securities in book-entry form only, as we will specify in the applicable prospectus supplement. This
means securities may be represented by one or more global securities registered in the name of a financial institution
that holds them as depositary on behalf of other financial institutions that participate in the depositary�s book-entry
system. These participating institutions, which are referred to as participants, in turn, hold beneficial interests in the
securities on behalf of themselves or their customers.

Only the person in whose name a security is registered is recognized as the holder of that security. Securities issued in
global form will be registered in the name of the depositary or its participants. Consequently, for securities issued in
global form, we will recognize only the depositary as the holder of the securities, and we will make all payments on
the securities to the depositary. The depositary passes along the payments it receives to its participants, which in turn
pass the payments along to their customers who are the beneficial owners. The depositary and its participants do so
under agreements they have made with one another or with their customers; they are not obligated to do so under the
terms of the securities.

As a result, investors in a global security will not own securities directly. Instead, they will own beneficial interests in
a global security, through a bank, broker or other financial institution that participates in the depositary�s book-entry
system or holds an interest through a participant. As long as the securities are issued in global form, investors will be
indirect holders, and not legal holders, of the securities.

Street Name Holders

We may terminate a global security or issue securities in non-global form. In these cases, investors may choose to
hold their securities in their own names or in �street name.� Securities held by an investor in street name would be
registered in the name of a bank, broker or other financial institution that the investor chooses, and the investor would
hold only a beneficial interest in those securities through an account he or she maintains at that institution.

For securities held in street name, we or any applicable trustee or depositary will recognize only the intermediary
banks, brokers and other financial institutions in whose names the securities are registered as the holders of those
securities, and we or any applicable trustee or depositary will make all payments on those securities to them. These
institutions pass along the payments they receive to their customers who are the beneficial owners, but only because
they agree to do so in their customer agreements or because they are legally required to do so. Investors who hold
securities in street name will be indirect holders, not holders, of those securities.

Legal Holders
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Our obligations, as well as the obligations of any applicable trustee and of any third parties employed by us or a
trustee, run only to the legal holders of the securities. We do not have obligations to investors who hold beneficial
interests in global securities, in street name or by any other indirect means. This will be the case whether an investor
chooses to be an indirect holder of a security or has no choice because we are issuing the securities only in global
form.

For example, once we make a payment or give a notice to the legal holder, we have no further responsibility for the
payment or notice even if that legal holder is required, under agreements with its participants or customers or by law,
to pass it along to the indirect holders but does not do so. Similarly, we may want to obtain the approval of the legal
holders to amend an indenture, to relieve us of the consequences of a default or of our obligation to comply with a
particular provision of the indenture or for other purposes. In such an event, we would seek approval only from the
holders, and not the indirect holders, of the securities. Whether and how the legal holders contact the indirect holders
is up to the legal holders.
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Special Considerations for Indirect Holders

If you hold securities through a bank, broker or other financial institution, either in book-entry form because the
securities are represented by one or more global securities or in street name, you should check with your own
institution to find out:

� how it handles securities payments and notices;

� whether it imposes fees or charges;

� how it would handle a request for the holders� consent, if ever required;

� whether and how you can instruct it to send you securities registered in your own name so you can be a
holder, if that is permitted in the future;

� how it would exercise rights under the securities if there were a default or other event triggering the
need for holders to act to protect their interests; and

� if the securities are in book-entry form, how the depositary�s rules and procedures will affect these
matters.

Global Securities

A global security is a security that represents one or any other number of individual securities held by a depositary.
Generally, all securities represented by the same global securities will have the same terms.

Each security issued in book-entry form will be represented by a global security that we issue to, deposit with and
register in the name of a financial institution or its nominee that we select. The financial institution that we select for
this purpose is called the depositary. Unless we specify otherwise in the applicable prospectus supplement, DTC will
be the depositary for all securities issued in book-entry form.

A global security may not be transferred to or registered in the name of anyone other than the depositary, its nominee
or a successor depositary, unless special termination situations arise. We describe those situations below under �Special
Situations When a Global Security Will Be Terminated.� As a result of these arrangements, the depositary, or its
nominee, will be the sole registered owner and legal holder of all securities represented by a global security, and
investors will be permitted to own only beneficial interests in a global security. Beneficial interests must be held by
means of an account with a broker, bank or other financial institution that in turn has an account with the depositary or
with another institution that does. Thus, an investor whose security is represented by a global security will not be a
legal holder of the security, but only an indirect holder of a beneficial interest in the global security.

If the prospectus supplement for a particular security indicates that the security will be issued in global form only,
then the security will be represented by a global security at all times unless and until the global security is terminated.
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If termination occurs, we may issue the securities through another book-entry clearing system or decide that the
securities may no longer be held through any book-entry clearing system.

Special Considerations for Global Securities

The rights of an indirect holder relating to a global security will be governed by the account rules of the investor�s
financial institution and of the depositary, as well as general laws relating to securities transfers. We do not recognize
an indirect holder as a holder of securities and instead deal only with the depositary that holds the global security.

If securities are issued only in the form of a global security, an investor should be aware of the following:

� an investor cannot cause the securities to be registered in his or her name, and cannot obtain
non-global certificates for his or her interest in the securities, except in the special situations we
describe below;

� an investor will be an indirect holder and must look to his or her own bank, broker or other financial
institution for payments on the securities and protection of his or her legal rights relating to the
securities, as we describe above;

� an investor may not be able to sell interests in the securities to some insurance companies and to other
institutions that are required by law to own their securities in non-book-entry form;

� an investor may not be able to pledge his or her interest in a global security in circumstances where
certificates representing the securities must be delivered to the lender or other beneficiary of the pledge
in order for the pledge to be effective;

� the depositary�s policies, which may change from time to time, will govern payments, transfers,
exchanges and other matters relating to an investor�s interest in a global security;

� we and any applicable trustee have no responsibility for any aspect of the depositary�s actions or for its
records of ownership interests in a global security, nor do we or any applicable trustee supervise the
depositary in any way;

� the depositary may, and we understand that DTC will, require that those who purchase and sell
interests in a global security within its book-entry system use immediately available funds, and your
bank, broker or other financial institution may require you to do so as well; and
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� financial institutions that participate in the depositary�s book-entry system, and through which an
investor holds its interest in a global security, may also have their own policies affecting payments,
notices and other matters relating to the securities.

There may be more than one financial intermediary in the chain of ownership for an investor. We do not monitor and
are not responsible for the actions of any of those intermediaries.

Special Situations When a Global Security Will Be Terminated

In a few special situations described below, the global security will terminate and interests in it will be exchanged for
physical certificates representing those interests. After that exchange, the choice of whether to hold securities directly
or in street name will be up to the investor. Investors must consult their own banks, brokers or other financial
institutions to find out how to have their interests in securities transferred to their own name, so that they will be direct
holders. We have described the rights of holders and street name investors above.

Unless we provide otherwise in the applicable prospectus supplement, the global security will terminate when the
following special situations occur:

� if the depositary notifies us that it is unwilling, unable or no longer qualified to continue as depositary
for that global security and we do not appoint another institution to act as depositary within 90 days;

� if we notify any applicable trustee that we wish to terminate that global security; or

� if an event of default has occurred with regard to securities represented by that global security and has
not been cured or waived.

The prospectus supplement may also list additional situations for terminating a global security that would apply only
to the particular series of securities covered by the applicable prospectus supplement. When a global security
terminates, the depositary, and not we or any applicable trustee, is responsible for deciding the names of the
institutions that will be the initial direct holders.
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PLAN OF DISTRIBUTION

We may sell our securities covered by this prospectus in any of three ways (or in any combination):

� to or through underwriters or dealers;

� directly to one or more purchasers; or

� through agents.
We may distribute the securities:

� from time to time in one or more transactions at a fixed price or prices, which may be changed from
time to time;

� at market prices prevailing at the time of sale;

� at prices related to the prevailing market prices; or

� at negotiated prices.
Each time we offer and sell securities covered by this prospectus, we will provide a prospectus supplement or
supplements that will describe the method of distribution and set forth the terms of the offering, including:

� the name or names of any underwriters, dealers or agents;

� the amounts of securities underwritten or purchased by each of them;

� the purchase price of securities and the proceeds we will receive from the sale;

� any over-allotment options under which underwriters may purchase additional securities from us;

� any underwriting discounts or commissions or agency fees and other items constituting underwriters� or
agents� compensation;
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� the public offering price of the securities;

� any discounts, commissions or concessions allowed or reallowed or paid to dealers; and

� any securities exchange or market on which the securities may be listed.
Any public offering price and any discounts or concessions allowed or reallowed or paid to dealers may be changed
from time to time. We may determine the price or other terms of the securities offered under this prospectus by use of
an electronic auction. We will describe how any auction will determine the price or any other terms, how potential
investors may participate in the auction and the nature of the obligations of the underwriter, dealer or agent in the
applicable prospectus supplement.

Underwriters or dealers may offer and sell the offered securities from time to time in one or more transactions,
including negotiated transactions, at a fixed public offering price or at varying prices determined at the time of sale. If
underwriters or dealers are used in the sale of any securities, the securities will be acquired by the underwriters or
dealers for their own account and may be resold from time to time in one or more transactions described above. The
securities may be either offered to the public through underwriting syndicates represented by managing underwriters,
or directly by underwriters or dealers. Generally, the underwriters� or dealers� obligations to purchase the securities will
be subject to certain conditions precedent. The underwriters or dealers will be obligated to purchase all of the
securities if they purchase any of the securities, unless otherwise specified in the prospectus supplement. We may use
underwriters with whom we have a material relationship. We will describe the nature of any such relationship in the
prospectus supplement, naming the underwriter.

We may sell the securities through agents from time to time. The prospectus supplement will name any agent involved
in the offer or sale of the securities and any commissions we pay to them. Generally, any agent will be acting on a best
efforts basis for the period of its appointment. We may authorize underwriters, dealers or agents to solicit offers by
certain purchasers to purchase the securities from us at the public offering price set forth in the prospectus supplement
pursuant to delayed delivery contracts providing for payment and delivery on a specified date in the future. The
contracts will be subject only to those conditions set forth in the prospectus supplement, and the prospectus
supplement will set forth any commissions we pay for solicitation of these contracts.

Agents, dealers and underwriters may be entitled to indemnification by us against certain civil liabilities, including
liabilities under the Securities Act, or to contribution with respect to payments which the agents, dealers or
underwriters may be required to make in respect thereof. Agents, dealers and underwriters may be customers of,
engage in transactions with, or perform services for us in the ordinary course of business.

All securities we may offer, other than common stock, will be new issues of securities with no established trading
market. Any underwriters may make a market in these securities, but will not be obligated to do so and may
discontinue any market making at any time without notice. We cannot guarantee the liquidity of the trading markets
for any securities.
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Any underwriter may engage in overallotment, stabilizing transactions, short covering transactions and penalty bids in
accordance with Regulation M under the Securities Exchange Act of 1934, as amended. Overallotment involves sales
in excess of the offering size, which create a short position. This short sales position may involve either �covered� short
sales or �naked� short sales. Covered short sales are short sales made in an amount not greater than the underwriters�
over-allotment option to purchase additional securities in this offering described above. The underwriters may close
out any covered short position either by exercising their over-allotment option or by purchasing securities in the open
market. To determine how they will close the covered short position, the underwriters will consider, among other
things, the price of securities available for purchase in the open market, as compared to the price at which they may
purchase securities through the over-allotment option. Naked short sales are short sales in excess of the over-allotment
option. The underwriters must close out any naked short position by purchasing securities in the open market. A naked
short position is more likely to be created if the underwriters are concerned that, in the open market after pricing, there
may be downward pressure on the price of the securities that could adversely affect investors who purchase securities
in this offering. Stabilizing transactions permit bids to purchase the underlying security for the purpose of fixing the
price of the security so long as the stabilizing bids do not exceed a specified maximum. Penalty bids permit the
underwriters to reclaim a selling concession from a dealer when the securities originally sold by the dealer are
purchased in a covering transaction to cover short positions.

Any underwriters who are qualified market makers on the NASDAQ Global Market may engage in passive market
making transactions in our common stock, preferred stock, warrants and debt securities, as applicable, on the
NASDAQ Global Market in accordance with Rule 103 of Regulation M, during the business day prior to the pricing
of the offering, before the commencement of offers or sales of the securities. Passive market makers must comply
with applicable volume and price limitations and must be identified as passive market makers. In general, a passive
market maker must display its bid at a price not in excess of the highest independent bid for such security; if all
independent bids are lowered below the passive market maker�s bid, however, the passive market maker�s bid must then
be lowered when certain purchase limits are exceeded.

In compliance with guidelines of the Financial Industry Regulatory Authority, or FINRA, the maximum consideration
or discount to be received by any FINRA member or independent broker dealer may not exceed 8% of the aggregate
amount of the securities offered pursuant to this prospectus and any applicable prospectus supplement.

Similar to other purchase transactions, an underwriter�s purchase to cover the syndicate short sales or to stabilize the
market price of our securities may have the effect of raising or maintaining the market price of our securities or
preventing or mitigating a decline in the market price of our securities. As a result, the price of our securities may be
higher than the price that might otherwise exist in the open market. The imposition of a penalty bid might also have an
effect on the price of the securities if it discourages resales of the securities.

Neither we nor the underwriters make any representation or prediction as to the effect that the transactions described
above may have on the price of the securities. If such transactions are commenced, they may be discontinued without
notice at any time.

LEGAL MATTERS

Unless otherwise indicated in the applicable prospectus supplement, the validity of the securities offered by this
prospectus, and any supplement thereto, will be passed upon for us by Cooley LLP, Palo Alto, California.

EXPERTS
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The financial statements, incorporated in this Prospectus by reference from the Company�s Annual Report on Form
10-K, have been audited by Deloitte LLP, an independent registered public accounting firm, as stated in their report,
which is incorporated herein by reference. Such financial statements have been so incorporated in reliance upon the
report of such firm given upon their authority as experts in accounting and auditing.

WHERE YOU CAN FIND MORE INFORMATION

This prospectus is part of a registration statement we filed with the SEC. This prospectus does not contain all of the
information set forth in the registration statement and the exhibits to the registration statement. For further information
with respect to us and the securities we are offering under this prospectus, we refer you to the registration statement
and the exhibits and schedules filed as a part of the registration statement. Neither we nor any agent, underwriter or
dealer has authorized any person to provide you with different information. We are not making an offer of these
securities in any state where the offer is not permitted. You should not assume that the information in this prospectus
is accurate as of any date other than the date on the front page of this prospectus, regardless of the time of delivery of
this prospectus or any sale of the securities offered by this prospectus.

We file annual, quarterly and current reports, proxy statements and other information with the SEC. You may read and
copy any document we file with the SEC at the SEC�s public reference room at 100 F Street, N.E., Washington, D.C.,
20549. Please call the SEC at 1.800.SEC.0330 for further information on the operation of the public reference room.
Our SEC filings are also available to the public at the SEC�s website at http://www.sec.gov.
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INCORPORATION OF CERTAIN INFORMATION BY REFERENCE

The SEC allows us to �incorporate by reference� the information we file with it, which means that we can disclose
important information to you by referring you to those documents instead of having to repeat the information in this
prospectus. The information incorporated by reference is considered to be part of this prospectus, and later
information that we file with the SEC will automatically update and supersede this information. We incorporate by
reference the documents listed below and any future filings (including those made after the date of the initial filing of
the registration statement of which this prospectus is a part and prior to the effectiveness of such registration
statement) we will make with the SEC under Sections 13(a), 13(c), 14, or 15(d) of the Exchange Act until the
termination of the offering of the shares covered by this prospectus (other than information furnished under Item 2.02
or Item 7.01 of Form 8-K):

� our annual report on Form 10-K for the year ended December 31, 2014, filed with the SEC on
March 16, 2015, including the information specifically incorporated by reference therein from our
definitive proxy statement on Schedule 14A, filed on March 27, 2015;

� our Quarterly Reports on Form 10-Q for the quarters ended March 31, 2015, June 30, 2015 and
September 30, 2015, which were filed with the SEC on May 12, 2015, August 6, 2015 and
November 10, 2015, respectively;

� our current reports on Form 8-K, filed with the SEC on February 2, 2015, February 17, 2015, March 2,
2015, April 1, 2015, May 4, 2015, May 15, 2015, June 25, 2015, July 9, 2015, August 6, 2015 (as
amended on August 7, 2015), September 10, 2015 and November 3, 2015; and

� the description of our common stock set forth in our registration statement on Form 8-A, filed with the
SEC on March 3, 2014, including any amendments thereto or reports filed for the purposes of updating
this description.

You can request a copy of these filings, at no cost, by writing or telephoning us at the following address or telephone
number:

Aquinox Pharmaceuticals, Inc.

450-887 Great Northern Way

Vancouver, B.C., Canada V5T 4T5

Attn: Chief Financial Officer

This prospectus is part of a registration statement we filed with the SEC. That registration statement and the exhibits
filed along with the registration statement contain more information about us and the shares in this offering. Because
information about documents referred to in this prospectus is not always complete, you should read the full documents
which are filed as exhibits to the registration statement. You may read and copy the full registration statement and its
exhibits at the SEC�s public reference rooms or its website.
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