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Form 10Q Filed with SEC 
 

Boston, Massachusetts, United States, and SYDNEY, Australia – 15 November 2017 AEDT. 

GI Dynamics, Inc. (ASX: GID) (the Company), a medical technology company that has developed a 
pioneering device to improve outcomes for patients battling type 2 diabetes and obesity, today 
provides the attached Quarterly Report on Form 10-Q, as filed with the U.S. Securities and Exchange 
Commission on 15 November 2017. The Form 10-Q includes the Company’s unaudited financial 
position as of September 30, 2017 and December 31, 2016 and results of operations for the three and 
nine-month periods ended 30 September 2017 and 2016 as well as other required disclosures.  The 
financial statements included in the Form 10-Q were prepared in accordance with United States 
Generally Accepted Accounting Principles and are denominated in United States dollars unless 
otherwise indicated. 
 
About GI Dynamics 
GI Dynamics, Inc. (ASX: GID) is the developer of EndoBarrier®, the first endoscopically delivered device 
approved for the treatment of type 2 diabetes and obesity. EndoBarrier is approved and commercially available 
in multiple countries outside the U.S.  EndoBarrier is not approved for sale in the U.S. and is limited by federal 
law to investigational use only in the United States. Founded in 2003, GI Dynamics is headquartered in Boston, 
Massachusetts. For more information, please visit www.gidynamics.com. 
 
Forward-Looking Statements 
This announcement contains forward-looking statements. These forward-looking statements are based on GI 
Dynamics management’s current estimates and expectations of future events as of the date of this announcement. 
Furthermore, the estimates are subject to several risks and uncertainties that could cause actual results to differ 
materially and adversely from those indicated in or implied by such forward- looking statements. These risks and 
uncertainties include, but are not limited to, risks associated with obtaining and maintaining regulatory approvals 
required to market and sell our products; obtaining funding from third parties; the date at which we do not expect 
our current cash balances will be sufficient to continue to fund our operations; consequences of stopping the 
ENDO trial and the possibility that future clinical trials will not be successful or confirm earlier results; the 
timing and costs of clinical trials; the timing of regulatory submissions; the timing, receipt and maintenance of 
regulatory approvals; the timing and amount of other expenses; the timing and extent of third-party 
reimbursement; risks associated with commercial product sales, including product performance, competition, 
market acceptance of products, intellectual-property risk; risks related to excess inventory; and risks related to 
assumptions regarding the size of the available market, the benefits of our products, product pricing, timing of 
product launches, future financial results and other factors, including those described in our filings with the U.S. 
Securities and Exchange Commission. Given these uncertainties, one should not place undue reliance on these 
forward-looking statements. We do not assume any obligation to publicly update or revise any forward-looking 
statements, whether because of new information or future events or otherwise, unless we are required to do so by 
law. 
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UNITED STATES 

SECURITIES AND EXCHANGE COMMISSION 

Washington, D.C. 20549 

FORM 10-Q 

(Mark One) 

☒ QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES 

EXCHANGE ACT OF 1934 

For the quarterly period ended September 30, 2017 

OR 

☐ TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES 

EXCHANGE ACT OF 1934 

For the transition period from                  to                  

Commission file number: 000-55195 

GI DYNAMICS, INC. 
(Exact name of registrant as specified in its charter) 

Delaware 84-1621425

(State or other jurisdiction of

incorporation or organization)

(I.R.S. Employer

Identification Number)

355 Congress Street

Boston, Massachusetts 02210

(Address of Principal Executive Offices) (Zip Code)

(781) 357-3300 

(Registrant’s telephone number, including area code) 

Indicate by check mark whether the registrant: (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities 

Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), 

and (2) has been subject to such filing requirements for the past 90 days:    Yes  ☒    No  ☐

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if any, every 

Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T during the preceding 12 months (or 

for such shorter period that the registrant was required to submit and post such files):    Yes  ☒    No  ☐



Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, or a smaller 

reporting company. See the definitions of “large accelerated filer,” “accelerated filer” and “smaller reporting company” in Rule 12b-2 

of the Exchange Act. (Check one): 

Large accelerated filer ☐ Accelerated filer ☐

Non-accelerated filer ☐  (Do not check if a smaller reporting company) Smaller reporting company☒

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange 

Act):     ☐  Yes    ☒  No 

Emerging growth company  ☒

If an emerging growth company, indicate by check mark if the registrant has elected not to use the extended transition period for 

complying with any new or revised financial accounting standards provided pursuant to Section 13(a) of the Exchange Act.  ☒

As of November 1, 2017, there were 11,157,489 shares of common stock outstanding. 



NOTE REGARDING FORWARD-LOOKING STATEMENTS 

This Quarterly Report on Form 10-Q contains forward-looking statements concerning our business, operations, financial 

performance and condition as well as our plans, objectives and expectations for our business, operations and financial performance and 

condition concerning the potential for EndoBarrier as an important treatment option for patients with type 2 diabetes and obesity. Any 

statements contained in this Quarterly Report on Form 10- Q that are not of historical facts may be deemed to be forward-looking 

statements. The forward-looking statements are contained principally in the section entitled “Management’s Discussion and Analysis of 

Financial Condition and Results of Operations.” Forward-looking statements include, but are not limited to, statements about: 

• our expectations with respect to regulatory submissions and receipt and maintenance of regulatory approvals; 

• our expectations with respect to our clinical trials; 

• our expectations with respect to our intellectual property position; 

• our ability to commercialize our products; 

• our ability to develop and commercialize new products; 

• our expectation with regard to inventory; and 

• our estimates regarding our capital requirements and our need for additional financing. 

In some cases, you can identify forward-looking statements by terms such as “may,” “will,” “should,” “could,” “would,” 

“expects,” “plans,” “anticipates,” “believes,” “estimates,” “projects,” “predicts,” “aims,” “assumes,” “goal,” “intends,” “objective,” 

“potential,” “positioned,” “target,” “continue,” “seek” and similar expressions intended to identify forward-looking statements. 

These forward-looking statements are based on current expectations, estimates, forecasts and projections about our business and 

the industry in which we operate and our management’s beliefs and assumptions. These forward-looking statements are not guarantees 

of future performance or development and involve known and unknown risks, uncertainties and other factors that are in some cases 

beyond our control. As a result, any or all of our forward- looking statements in this Quarterly Report on Form 10-Q may later become 

inaccurate. We may not actually achieve the plans, intentions or expectations disclosed in our forward-looking statements, and actual 

results or events could differ materially from the plans, intentions and expectations disclosed in the forward- looking statements we 

make. We have included important factors in the cautionary statements included in this Quarterly Report on Form 10-Q, particularly in 

the “Risk Factors” section (which incorporates by reference to our Annual Report on Form 10-K filed with the Securities and Exchange 

Commission, or SEC), that could cause actual results or events to differ materially from the forward- looking statements that we make. 

You are urged to consider these factors carefully in evaluating the forward-looking statements and are cautioned not to place 

undue reliance on the forward-looking statements. You should read this Quarterly Report on Form 10-Q and the documents that we 

have filed as exhibits to our Annual Report on Form 10-K completely and with the understanding that our actual future results may be 

materially different from what we expect. These forward-looking statements speak only as of the date of this Quarterly Report on Form 

10-Q. Unless required by law, we do not intend to publicly update or revise any forward-looking statements to reflect new information 

or future events or otherwise. You should, however, review the factors and risks we describe in the reports we will file from time to 

time with the SEC after the date of this Quarterly Report on Form 10-Q. 
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References 

Unless the context requires otherwise, references in this Quarterly Report on Form 10-Q to “GI Dynamics,” “the Company,” 

“we,” “us” and “our” refer to GI Dynamics, Inc. and its consolidated direct and indirect subsidiaries. 

Currency 

Unless indicated otherwise in this Quarterly Report on Form 10-Q, all references to “$”, “US$” or “dollars” refer to United 

States dollars, the lawful currency of the United States of America. References to “A$” refer to Australian dollars, the lawful currency 

of the Commonwealth of Australia. References to “€” or “euros” means euros, the single currency of Participating Member States of the 

European Union. 

Trademarks 

EndoBarrier® and various company logos are the trademarks of the Company, in the United States and other countries. All 

other trademarks and trade names mentioned in this Quarterly Report on Form 10-Q are the property of their respective owners. 



PART I – FINANCIAL INFORMATION 

Item 1. Financial Statements

GI Dynamics, Inc. and Subsidiaries 

Condensed Consolidated Balance Sheets 

(In thousands, except share and per share amounts) 

September 30, 2017 December 31, 2016

(unaudited)

Assets

Current assets:

Cash and cash equivalents $ 5,510 $ 8,293

Restricted cash 30 30

Accounts receivable, net 41 30

Inventory, net —  213

Prepaid expenses and other current assets 430 483

Total current assets 6,011 9,049

Property and equipment, net 108 149

Total assets $ 6,119 $ 9,198

Liabilities and stockholders’ equity

Current liabilities:

Accounts payable $ 1,128 $ 1,006

Accrued expenses 1,128 1,160

Deferred revenue 11 11

Other current liabilities —  214

Total current liabilities 2,267 2,391

Long term debt-related party, net of debt issuance costs 4,910 —  

Warrant liability 50 17

Total liabilities 7,227 2,408

Commitments (Note 12)

Stockholders’ equity (deficit):

Preferred stock, $0.01 par value – 500,000 shares authorized; no shares 

issued and outstanding at September 30, 2017 and December 31, 2016 —  —  

Common stock, $0.01 par value – 50,000,000 and 13,000,000 shares 

authorized at September 30, 2017 and December 31, 2016; 11,157,489 

shares issued and outstanding at September 30, 2017 and 10,907,857 

shares issued and outstanding at December 31, 2016 112 109

Class B common stock, $0.01 par value –zero and 1,000,000 shares 

authorized at September 30, 2017 and December 31, 2016 and no shares 

issued and outstanding at September 30, 2017 and December 31, 2016 —  —  

Additional paid-in capital 255,269 254,884

Accumulated deficit (256,489) (248,203) 

Total stockholders’ equity (deficit) (1,108) 6,790

Total liabilities and stockholders’ equity (deficit) $ 6,119 $ 9,198

The accompanying notes are an integral part of these condensed consolidated financial statements. 
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GI Dynamics, Inc. and Subsidiaries 

Condensed Consolidated Statements of Operations and Comprehensive Loss 

(In thousands, except share and per share amounts) 

(unaudited) 

Three Months Ended

September 30,

Nine Months Ended

September 30,

2017 2016 2017 2016

Revenue $ 23 $ 136 $ 173 $ 477

Cost of revenue 15 138 223 1,128

Gross margin (loss) 8 (2) (50) (651) 

Operating expenses:

Research and development 960 962 3,010 2,993

Sales and marketing 494 479 1,474 1,753

General and administrative 1,095 1,321 3,624 4,687

Total operating expenses 2,549 2,762 8,108 9,433

Loss from operations (2,541) (2,764) (8,158) (10,084) 

Other income (expense):

Interest income 13 9 25 36

Interest expense (82) —  (100) —  

Foreign exchange gain (loss) —  6 (6) 9

Other Income —  —  23 —  

Re-measurement of warrant liability 7 3 (33) (14) 

Other income (expense), net (62) 18 (91) 31

Loss before income tax expense (2,603) (2,746) (8,249) (10,053) 

Income tax expense 6 8 9 29

Net loss $ (2,609) $ (2,754) $ (8,258) $ (10,082) 

Basic and diluted net loss per common share $ (0.23) $ (0.29) $ (0.74) $ (1.06) 

Weighted-average number of common shares used in basic and 

diluted net loss per common share 11,157,489 9,510,557 11,143,773 9,509,055

The accompanying notes are an integral part of these condensed consolidated financial statements. 
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GI Dynamics, Inc. and Subsidiaries 

Condensed Consolidated Statements of Cash Flows 

(In thousands) 

(unaudited) 

Nine Months Ended

September 30,

2017 2016

Operating activities

Net loss $(8,258) $(10,082) 

Adjustments to reconcile net loss to net cash used in operating activities:

Depreciation and amortization 46 171

Amortization of debt issuance costs 25 —  

Stock-based compensation expense 162 609

Remeasurement of warrant liability 33 14

Impairment loss on fixed assets —  145

Change in inventory reserve (76) (187) 

Gain on sale of property and equipment —  4

Changes in operating assets and liabilities:

Accounts receivable (11) (66) 

Prepaid expenses and other current assets 53 201

Inventory 289 799

Accounts payable 122 94

Accrued expenses (32) (1,447) 

Deferred rent —  (263) 

Net cash used in operating activities (7,647) (10,008) 

Investing activities

Change in restricted cash —  (150) 

Purchases of property and equipment (5) (79) 

Proceeds from sale of property and equipment —  4

Net cash used in investing activities (5) (225) 

Financing activities

Proceeds from issuance of common stock 198 307

Debt issuance costs (115) —  

Proceeds from long term borrowing, related party 5,000 —  

Payments on short term note payable (214) (2) 

Net cash provided by financing activities 4,869 305

Net decrease in cash and cash equivalents (2,783) (9,928) 

Cash and cash equivalents at beginning of period 8,293 19,590

Cash and cash equivalents at end of period $ 5,510 $ 9,662

Supplemental cash flow disclosures

Income taxes paid $ 31 $ 56

Equipment acquired under capital lease $ —  $ 2

Effect on accumulated deficit of adopting ASU No. 2016-09 in 2017 $ 28 $ —  

The accompanying notes are an integral part of these condensed consolidated financial statements. 

3 



GI Dynamics, Inc. and Subsidiaries 

Notes to Condensed Consolidated Financial Statements 

(unaudited) 

1. Nature of Business 

GI Dynamics, Inc. (the “Company”) was incorporated on March 24, 2003, as a Delaware corporation, with operations based in 

Boston, Massachusetts. The Company is dedicated to restoring health and improving quality of life through the design and application 

of device and disease management solutions for treatment of metabolic disease. The Company’s near and long-term goal is to establish 

EndoBarrier as a vital treatment option for patients suffering from type 2 diabetes and obesity by restoring more manageable blood 

sugar levels and reducing body weight. The Company is the developer of EndoBarrier®, the first endoscopically-delivered device 

therapy approved for the treatment of obese type 2 diabetic patients. EndoBarrier is the only proven, incision-free, non-anatomy altering 

solution designed to specifically mimic the duodenal-jejunal exclusion created by gastric bypass surgery, without the permanent safety 

issues associated with gastric bypass. Since incorporation, the Company has devoted substantially all of its efforts to product 

commercialization, research and development, business planning, recruiting management and technical staff, acquiring operating assets, 

and raising capital. The Company currently operates in one reportable business segment which designs, manufactures and markets 

medical devices. 

In 2011, the Company began commercial sales of its product, the EndoBarrier, which is approved and commercially available in 

multiple countries outside the U.S. 

In the U.S., the Company received approval from the Food and Drug Administration (“FDA”), to commence its pivotal trial of 

EndoBarrier (the “ENDO Trial”), which the Company began in 2013. The multi-center, randomized, double-blinded study planned to 

enroll 500 patients with uncontrolled type 2 diabetes and obesity at 25 sites in the U.S. The primary endpoint was improvement in 

diabetes control as measured by HbA1c levels. In the second half of fiscal 2015, the Company announced its decision to stop the ENDO 

Trial. 

On August 21, 2015, the Company announced that it was reducing headcount by approximately 46% as part of its efforts to 

restructure its business and expenses in response to stopping the ENDO Trial and to ensure sufficient cash remained available for it to 

establish new priorities, continue limited market development and research, and to evaluate strategic options. 

In the second and third quarters of fiscal 2016, the Company took additional actions to provide additional time to evaluate and 

develop its strategic options. These actions resulted in non-recurring charges totaling approximately $1.1 million, including $0.4 million 

related to restructuring charges in our second quarter, $0.6 million related to employee departures in both our second and third quarters 

and $0.1 million related to abandonment of our former headquarters in Lexington, MA. 

In October 2016, the Company received final cancellation notification from the Therapeutic Goods Administration (“TGA”) for 

the listing of EndoBarrier on the Australian Register of Therapeutic Goods (“ARTG”). The TGA stated that the Company failed to 

provide adequate evidence of compliance with certain provisions of the TGA Essential Principles within the required number of 

working days in 2015. 

In May 2017, the Company received notification from its notified body SGS United Kingdom Limited (“SGS”) that the CE Mark 

for its EndoBarrier® system has been suspended pending closure of non-conformances related to its quality management system 

required under International Organization for Standardization (“ISO”) regulations. GI Dynamics is working diligently to resolve all 

outstanding non-conformances and have the suspension of the CE mark removed. As disclosed in the Company’s Form 8-K filed on 

November 13, 2017, on November 10, 2017 (November 11, 2017 Australian Eastern Daylight Time), the Company received 

notification from SGS that it will withdraw the CE Certificate of Conformity for EndoBarrier effective November 12, 2017. Withdrawal 

of the CE Certificate of Conformity means that the Company will not be able to affix the CE Mark and sell EndoBarrier in European 

Union countries until another Certificate of Conformity is issued by SGS or another notified body or any appeal is successful. The 

company is evaluating its options including grounds for appeal of the decision, consulting with its advisors and has initiated 

communications with SGS to clarify certain procedural and substantive matters relating to the notice. 

To date, the Company has focused its commercialization efforts within select European Union and Middle East countries and is 

re-engaging with the FDA with the intent of seeking agreement regarding a new investigational device exemption (IDE) pivotal trial to 

move towards potential to explore regulatory approval for EndoBarrier in the United States. 
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GI Dynamics, Inc. and Subsidiaries 

Notes to Condensed Consolidated Financial Statements 

(unaudited) 

1. Nature of Business (continued) 

From its inception in 2003 to its initial public offering (“IPO”) in 2011, the Company was financed by a series of preferred stock 

financings. In September 2011, the Company completed its IPO of common stock in the form of CHESS Depositary Interests (“CDIs”) 

in Australia and has completed a number of equity financings since that time. 

On December 20, 2016, the Company completed a private placement sale of 69,865,000 CDIs (1,397,300 shares) for 

approximately $1.0 million, net of expenses. In January 2017, the Company completed the sale of 249,632 shares (12,481,600 CDIs) to 

eligible investors under a Security Purchase Plan for approximately $0.83 per share resulting in net proceeds after expenses of 

approximately $0.2 million. To date, GI Dynamics has raised approximately $238 million in net proceeds through issuance of debt and 

sales of its equity. 

In June 2017, the Company completed a Convertible Term Promissory Note (the “Note”) financing for a gross amount of 

$5.0 million that accrues interest at 5% per annum compounded annually. The Note is due by December 31, 2018 and contains 

provisions for conversion during the term of the Note (See Note 11 of the Condensed Consolidated Financial Statements for a more 

complete description of the terms and conditions). 

Going Concern Evaluation 

As of September 30, 2017, the Company’s primary source of liquidity is its cash and cash equivalents balances. The Company 

continues to evaluate which markets are appropriate to continue pursuing reimbursement, market awareness and general market 

development and selling efforts, and continue to restructure its business and costs, establish new priorities, and evaluate strategic 

options. As a result, if the Company remains in business, it expects to incur significant operating losses for the next several years. 

The Company does not expect its current cash balances will be sufficient to continue to fund its operations after February 2018. In 

addition, as previously disclosed, in May 2017, it received notification from its notified body SGS United Kingdom Limited (SGS) that 

the CE Mark for EndoBarrier has been suspended pending closure of non-conformances related to its quality management system 

required under ISO 13485:2003 and 93/42/EEC. As disclosed in the Company’s Form 8-K filed on November 13, 2017, on 

November 10, 2017 (November 11, 2017 Australian Eastern Daylight Time), the Company received notification from SGS that it will 

withdraw the CE Certificate of Conformity for EndoBarrier effective November 12, 2017. Withdrawal of the CE Certificate of 

Conformity means that the Company will not be able to affix the CE Mark and sell EndoBarrier in European Union countries until 

another Certificate of Conformity is issued by SGS or another notified body or any appeal is successful. The company is evaluating its 

options including grounds for appeal of the decision, consulting with its advisors and has initiated communications with SGS to clarify 

certain procedural and substantive matters relating to the notice. If the Company decides to initiate an appeal process and the appeal is 

not resolved favorably by November 17, 2017, the Company expects that it will be required to make further significant reductions in its 

operations which could include an orderly wind down of the Company. 

If an appeal of the withdrawal by SGS is successful, the Company will need to raise additional capital before February 2018 in 

order to continue to pursue its current business objectives as planned and to continue to fund its operations. The Company is looking to 

raise additional funds through any combination of additional equity and debt financings or from other sources. However, the Company 

has no guaranteed source of capital that will sustain operations after February 2018 and there can be no assurance that any such 

potential financing opportunities will be available on acceptable terms, if at all. If the Company is unable to raise capital when needed, 

it could be forced to cease operations, including discontinuing research and development activities and further commercialization of 

EndoBarrier. As such, if access to capital is not achieved in the near term, it will materially harm the Company’s business, financial 

condition and results of operations. These factors raise substantial doubt about the Company’s ability to continue as a going concern. 

The Company has incurred operating losses since inception and at September 30, 2017 had an accumulated deficit of 

approximately $256.5 million. GI Dynamics expects to incur significant operating losses for the next several years. At September 30, 

2017, the Company had approximately $5.5 million in cash, cash equivalents and restricted cash. The Company does not expect its 

current cash balances will be sufficient to fund its operations after February 2018. 

The accompanying condensed consolidated financial statements have been prepared assuming the Company will continue as a 

going concern, which contemplates the realization of assets and liabilities and commitments in the normal course of business. The 



condensed consolidated financial statements as of September 30, 2017, and December 31, 2016 and the three and nine months ended 

September 30, 2017 and 2016 do not include any adjustments to reflect the possible future effects on the recoverability and 

classification of assets or the amounts and classification of liabilities that may result from uncertainty related to the Company’s ability 

to continue as a going concern. 

2. Summary of Significant Accounting Policies and Basis of Presentation 

The accompanying condensed consolidated financial statements and the related disclosures as of September 30, 2017, and for the 

three and nine months ended September 30, 2017 and 2016, are unaudited and have been prepared in accordance with accounting 

principles generally accepted in the U.S. (“GAAP”) and the applicable rules and regulations of the Securities and Exchange 

Commission (“SEC”) for interim financial information. Accordingly, they do not include all of the information and notes required by 

GAAP for complete financial statements. These interim condensed consolidated financial statements should be read in conjunction with 

the consolidated financial statements and notes thereto contained in the Company’s Annual Report on Form 10-K (“Form 10-K”), filed 

with the SEC on March 30, 2017. The December 31, 2016 condensed consolidated balance sheet included herein was derived from the 

audited financial statements as of that date, but does not include all disclosures including notes required by GAAP for complete 

financial statements. 
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GI Dynamics, Inc. and Subsidiaries 

Notes to Condensed Consolidated Financial Statements 

(unaudited) 

2. Summary of Significant Accounting Policies and Basis of Presentation (continued) 

The unaudited interim condensed consolidated financial statements have been prepared on the same basis as the audited 

consolidated financial statements and, in the opinion of management, reflect all adjustments of a normal recurring nature considered 

necessary to present fairly the Company’s financial position as of September 30, 2017, results of its operations for the three and nine 

months ended September 30, 2017 and 2016, and its cash flows for the nine months ended September 30, 2017 and 2016. The interim 

results for the nine months ended September 30, 2017 are not necessarily indicative of the results that may be expected for the year 

ending December 31, 2017. 

The Company’s significant accounting policies are as described in Note 2, Summary of Significant Accounting Policies and Basis 

of Presentation, in the Company’s Form 10-K. 

Principles of Consolidation 

The accompanying condensed consolidated financial statements include the accounts of GI Dynamics, Inc. and its wholly owned 

subsidiaries. All intercompany transactions and balances are eliminated in consolidation. 

Use of Estimates 

The preparation of consolidated financial statements in accordance with GAAP requires the Company’s management to make 

estimates and judgments that may affect the reported amounts of assets, liabilities, revenues and expenses, and the related disclosure of 

contingent assets and liabilities. On an ongoing basis, the Company’s management evaluates its estimates, including those related to 

revenue recognition, allowance for doubtful accounts, inventory valuation including reserves for excess and obsolete inventory, 

impairment of long-lived assets, income taxes including the valuation allowance for deferred tax assets, research and development, 

contingencies, stock-based compensation, going concern considerations, and warrant valuations. The Company bases its estimates on 

historical experience and on various other assumptions that are believed to be reasonable, the results of which form the basis for making 

judgments about the carrying values of assets and liabilities. Actual results may differ from these estimates under different assumptions 

or conditions. Changes in estimates are reflected in reported results in the period in which they become known. 

Guarantees 

The Company has identified the guarantees described below as disclosable, in accordance with ASC 460, Guarantees. 

As permitted under Delaware law, the Company indemnifies its officers and directors for certain events or occurrences while the 

officer or director is, or was, serving at the Company’s request in such capacity. The maximum potential amount of future payments the 

Company could be required to make is unlimited; however, the Company has directors’ and officers’ insurance coverage that should 

limit its exposure and enable it to recover a portion of any future amounts paid. 

The Company is a party to a number of agreements entered into in the ordinary course of business that contain typical provisions 

that obligate the Company to indemnify the other parties to such agreements upon the occurrence of certain events. Such 

indemnification obligations are usually in effect from the date of execution of the applicable agreement for a period equal to the 

applicable statute of limitations. The aggregate maximum potential future liability of the Company under such indemnification 

provisions is uncertain. 

As of September 30, 2017, and December 31, 2016, the Company had not experienced any material losses related to these 

indemnification obligations, and no material claims with respect thereto were outstanding. The Company does not expect significant 

claims related to these indemnification obligations and, consequently, concluded that the fair value of these obligations is negligible. As 

a result, no related reserves have been established. 

Restricted Cash 

Restricted balances of cash, which are shown under current assets as restricted cash, relate to funds set aside to secure amounts 

outstanding on company supported credit card balances. 
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GI Dynamics, Inc. and Subsidiaries 

Notes to Condensed Consolidated Financial Statements 

(unaudited) 

2. Summary of Significant Accounting Policies and Basis of Presentation (continued) 

New Accounting Pronouncements 

From time to time, new accounting pronouncements are issued by the Financial Accounting Standards Board (“FASB”) or other 

standard setting bodies that are adopted by the Company as of the specified effective date. Unless otherwise discussed, the Company 

believes that the effect of recently issued standards that are not yet effective will not have a material effect on its consolidated financial 

position or results of operations upon adoption. 

In February 2016, the FASB issued ASU No. 2016-02, Leases (Topic 842) (“ASU 2016-02”). ASU 2016-02 requires that lessees 

recognize in the statement of financial position for all leases (with the exception of short-term leases) a lease liability, which is a 

lessee’s obligation to make lease payments arising from a lease, measured on a discounted basis, and a right-of-use asset, which is an 

asset representing the lessee’s right to use the underlying asset for the lease term. ASU 2016-02 is effective for fiscal years beginning 

after December 15, 2018, including interim periods within those fiscal years, with early adoption permitted. Lessees must apply a 

modified retrospective transition approach for leases existing at, or entered into after, the beginning of the earliest comparative period 

presented in the financial statements. The modified retrospective approach would not require any transition accounting for leases that 

expired before the earliest comparative period presented. Lessees may not apply a full retrospective transition approach. The adoption 

of this guidance is not expected to have a significant impact on the Company’s consolidated financial statements. 

In March 2016, the FASB issued ASU No. 2016-09, Compensation—Stock Compensation (Topic 718): Improvements to 

Employee Share-Based Payment Accounting (“ASU 2016-09”). ASU 2016-09 will simplify the income tax consequences, accounting 

for forfeitures and classification on the statements of consolidated cash flows. ASU 2016-09 is effective for annual periods beginning 

after December 15, 2016, and interim periods within those annual periods, with early adoption permitted. The Company elected to 

adopt ASU 2016-09 in the first quarter of 2017 retrospectively to January 1, 2017. As a result of adopting ASU No. 2016-09 during the 

three and nine months ended September 30, 2017, the Company adjusted its accumulated deficit related to the accounting policy 

election to recognize the impact of share-based award forfeitures only as they occur rather than by applying an estimated forfeiture rate 

as previously required. ASU No. 2016-09 requires that this change be applied using a modified-retrospective transition method by 

means of a cumulative-effect adjustment to accumulated deficit as of the beginning of the fiscal year in which the guidance is adopted. 

As a result of this adoption, the Company recorded a decrease to accumulated deficit of approximately $28,000. 

In August, 2016, the FASB issued ASU No. 2016-15—Classification of Certain Cash Receipts and Cash Payments (a consensus 

of the Emerging Issues Task Force). The amendments in ASU 2016-15 address eight specific cash flow issues and apply to all entities 

that are required to present a statement of cash flows under FASB Accounting Standards Codification (FASB ASC) 230, Statement of 

Cash Flows. The amendments in ASU 2016-15 are effective for public business entities for fiscal years beginning after December 15, 

2017, and interim periods within those fiscal years. Early adoption is permitted, including adoption during an interim period. The 

Company has not yet adopted this update and is currently evaluating the impact of ASU No. 2016-15 on its consolidated financial 

statements. 

In November 2016, the FASB issued ASU No. 2016-18, Statement of Cash Flows (Topic 230): Restricted Cash (a consensus of 

the FASB Emerging Issue Task Force), or ASU 2016-18. This new standard addresses the diversity that exists in the classification and 

presentation of changes in restricted cash on the statement of cash flows. The amendments in ASU 2016-18 require that a statement of 

cash flows explain the change during the period in the total of cash, cash equivalents, and amounts generally described as restricted cash 

or restricted cash equivalents. 
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2. Summary of Significant Accounting Policies and Basis of Presentation (continued) 

Therefore, amounts generally described as restricted cash and restricted cash equivalents should be included with cash and cash 

equivalents when reconciling the beginning-of-period and end-of-period total amounts shown on the statement of cash flows. This 

guidance is effective for fiscal years beginning after December 15, 2017, including interim periods within the year of adoption, with 

early adoption permitted. We do not expect that the adoption of ASU 20116-18 will have a material impact on our consolidated 

financial statements. 

3. Net Loss per Common Share 

Basic net loss per common share is computed by dividing net loss by the weighted-average number of common shares outstanding 

during the period. Potential common stock equivalents are determined using the treasury stock method. For diluted net loss per share 

purposes, the Company excludes stock options and other stock-based awards, including shares issued as a result of option exercises but 

which are subject to repurchase by the Company, whose effect would be anti-dilutive from the calculation. During the three and nine 

months ended September 30, 2017 and 2016, common stock equivalents were excluded from the calculation of diluted net loss per 

common share, as their effect was anti-dilutive due to the net loss incurred. Therefore, basic and diluted net loss per share was the same 

in all periods presented. 

The following potentially dilutive securities have been excluded from the computation of diluted weighted-average shares 

outstanding as of September 30, 2017 and 2016, as they would be anti-dilutive: 

Three Months Ended

September 30,

Nine Months Ended

September 30,

2017 2016 2017 2016

Warrants to purchase common stock 28,532 28,532 28,532 28,532

Options to purchase common stock and other stock-based awards 1,504,938 1,165,427 1,504,938 1,165,427

Total 1,533,470 1,193,959 1,533,470 1,193,959

4. Common Stock Warrants 

In connection with the Company’s initial public offering (“IPO”) in September 2011, the Company issued warrants (“IPO 

Warrants”) in an aggregate amount of 50,000 shares of common stock at an exercise price of A$55.00 per share to the lead manager of 

the IPO and certain other investors. The IPO Warrants expired on September 1, 2016. 

On May 4, 2016, the Company entered into a consulting agreement pursuant to which a consulting firm provides strategic 

advisory, finance, accounting, human resources and administrative functions, including chief financial officer services, to the Company. 

In connection with the consulting agreement, the Company granted the consulting firm a warrant (“Consultant Warrant,” together with 

the IPO Warrants, the “Warrants”) to purchase up to 28,532 shares of the Company’s common stock at an exercise price per share equal 

to $0.64. The Consultant Warrant vests on a monthly basis over two years and has a term of five years. The Company has reserved 

28,532 shares of common stock related to the Consultant Warrant. As of September 30, 2017, the Consultant Warrants had not been 

exercised. 

The Company accounts for the Warrants under Accounting Standards Codification 815, Derivatives and Hedging (“ASC 815”). In 

accordance with the guidance included in ASC 815, because the Company’s functional currency is the U.S. dollar and the exercise price 

of the IPO Warrants was in Australian dollars, the Company was exposed to currency exchange risk related to the IPO Warrants. As a 

result, the IPO Warrants were not considered 
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4. Common Stock Warrants (continued) 

indexed to the Company’s own stock, and therefore, the IPO Warrants were classified as a liability. The Consultant Warrant contains a 

cashless exercise provision which meets the net settlement criteria of ASC 815 and is therefore considered a derivative and is classified 

as a liability. 

The Consultant Warrant is classified as a liability and as such the fair value of the Warrant must be remeasured at each reporting 

period. At the time the Warrant was issued, the Company estimated the fair value of the Warrant using the Black-Scholes option pricing 

model. The Company remeasures the fair value of the Warrant at each reporting period using current assumptions. Changes in value 

recorded are as other income or expense (Note 5). 

5. Fair Value of Financial Instruments 

The tables below present information about the Company’s assets and liabilities that are measured at fair value on a recurring 

basis as of September 30, 2017 and December 31, 2016, and indicates the fair value hierarchy of the valuation techniques the Company 

used to determine such fair value. In general, fair values determined by Level 1 inputs utilize observable inputs such as quoted prices in 

active markets for identical assets or liabilities. Fair values determined by Level 2 inputs utilize data points that are either directly or 

indirectly observable, such as quoted prices, interest rates and yield curves. Fair values determined by Level 3 inputs utilize 

unobservable data points in which there is little or no market data, requiring the Company to develop its own assumptions for the asset 

or liability. 

The following tables present the assets and liabilities the Company has measured at fair value on a recurring basis (in thousands): 

Fair Value Measurements at

Reporting Date Using

Quoted Prices in

Active Markets for

Identical Assets

Significant Other

Observable

Inputs

Significant

Unobservable

Inputs

Description September 30, 2017 (Level 1) (Level 2) (Level 3)

Assets

Money market funds (included in 

cash and cash equivalents) $ 5,510 $ 5,510 $ —  $ —  

Total assets $ 5,510 $ 5,510 $ —  $ —  

Liabilities

Warrants to purchase common 

stock $ 50 $ —  $ —  $ 50

Total liabilities $ 50 $ —  $ —  $ 50

Fair Value Measurements at

Reporting Date Using

Quoted Prices in

Active Markets for

Identical Assets

Significant Other

Observable

Inputs

Significant

Unobservable

Inputs

Description December 31, 2016 (Level 1) (Level 2) (Level 3)

Assets

Money market funds (included in 

cash and cash equivalents) $ 6,344 $ 6,344 $ —  $ —  

Total assets $ 6,344 $ 6,344 $ —  $ —  

Liabilities

Warrants to purchase common 

stock $ 17 $ —  $ —  $ 17

Total liabilities $ 17 $ —  $ —  $ 17

9 



GI Dynamics, Inc. and Subsidiaries 

Notes to Condensed Consolidated Financial Statements 

(unaudited) 

5. Fair Value of Financial Instruments (continued) 

The assumptions used in the Black-Scholes option pricing model to determine the fair value of the Consultant Warrant as of 

September 30, 2017, and December 31, 2016 were as follows: 

September 30, 2017 December 31, 2016

Exercise price $ 0.64 $ 0.64

Fair value of common stock $ 1.96 $ 0.59

Expected volatility 135.96% 90.5% 

Expected term (in years) 3.59 4.34

Risk-free interest rate 1.71% 1.78% 

Expected dividend yield —  % —  % 

The following table rolls forward the fair value of the Warrants, where fair value is determined by Level 3 inputs (in thousands): 

Balance at December 31, 2016 $ 17

Issuance of Consultant Warrant —  

Increase in fair value of Warrants upon remeasurement included in other income 

(expense) 33

Balance at September 30, 2017 $ 50

Cash equivalents, restricted cash, accounts receivable, prepaid expenses and other current assets, accounts payable, accrued 

expenses, short term loans payable and other current liabilities at September 30, 2017 and December 31, 2016 are carried at amounts 

that approximate fair value due to their short-term maturities and highly liquid nature of these instruments. The carrying value of the 

Company’s Senior Secured Convertible Promissory Note approximates fair value based on certain industry studies obtained by the 

Company. 

6. Concentrations of Credit Risk, Accounts Receivable and Related Valuation Accounts 

Financial instruments that subject the Company to credit risk primarily consists of cash and cash equivalents, restricted cash and 

accounts receivable. The Company maintains its cash, cash equivalents and restricted cash balances with high quality financial 

institutions, and consequently, the Company believes that such funds are subject to minimal credit risk. 

Accounts receivable primarily consist of amounts due from customers, including distributors and health care providers in different 

countries. In light of the current economic state of many foreign countries, the Company continues to monitor the creditworthiness of its 

customers. 

In May 2017, the Company entered into a sales arrangement with certain distributors totaling $517,000 of EndoBarrier inventory. 

Due to certain extended right of return periods and payment terms, the Company determined that the revenue and related product costs 

associated with this transaction should be deferred for accounting purposes. No revenue or cost of sales have been recorded for the three 

and nine months ended September 30, 2017 related to this transaction. Additionally, no payments have been received from distributors 

in connection with the transaction. As a result, the Company has recorded an adjustment to accounts receivable of $559,000 for the 

unpaid portion of deferred revenue which includes an adjustment of approximately $42,000 for revaluation of receivables denominated 

in foreign currency at September 30, 2017. As of September 30, 2017, the Company has also reported deferred product costs, which 

represents the value of the inventory transferred to distributors in connection with this sale transaction of approximately $27,000 in 

other current assets. The Company expects to recognize revenue and the related costs for this transaction after payment has been 

received and the right of return periods are elapsed or once an estimate for returns can be established, as appropriate. 
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6. Concentrations of Credit Risk, Accounts Receivable and Related Valuation Accounts (continued) 

At September 30, 2017, one distributor accounted for approximately 29.6% and a second distributor accounted for approximately 

13.3% of the Company’s accounts receivable. One healthcare provider accounted for approximately 14.9 % and a second healthcare 

provider accounted for approximately 14.0 % and a third healthcare provider accounted for approximately 13.7% of the Company’s 

accounts receivables. At December 31, 2016 one health care provider accounted for approximately 43% of the Company’s accounts 

receivable and another health care provider accounted for approximately 22% of the Company’s accounts receivable. No other customer 

accounted for greater than 10% of the Company’s accounts receivable at September 30, 2017 and December 31, 2016. 

The Company grants credit to customers in the normal course of business but generally does not require collateral or any other 

security to support its receivables. The Company makes judgments as to its ability to collect outstanding receivables and provides an 

allowance for receivables when collection becomes doubtful. Provisions are made based upon a specific review of all significant 

outstanding invoices and the overall quality and age of those invoices not individually reviewed. Amounts determined to be 

uncollectible are written off against this reserve. During the three and nine months ended September 30, 2017 the company wrote off 

approximately $0 and $22,000 in accounts receivable, respectively, against the allowance for doubtful accounts. During the three and 

nine months ended September 30, 2016 the Company wrote off approximately $0 and $48,000 respectively, in accounts receivable 

against the allowance for doubtful accounts. 

In certain circumstances, the Company allows customers to return defective or nonconforming products for credit or replacement 

products. Defective or nonconforming products typically include those products that resulted in an unsuccessful implant procedure. The 

Company records an estimate for product returns based upon historical trends. The associated reserve for product returns is recorded as 

a reduction of the Company’s accounts receivable. 

The following table shows the components of the Company’s accounts receivable at September 30, 2017 and December 31, 2016 

(in thousands): 

September 30, 2017 December 31, 2016

Accounts receivable $ 85 $ 68

Less: allowance for doubtful accounts (42) (16) 

Less: allowance for sales returns (2) (22) 

Total $ 41 $ 30

The following is a roll forward of the Company’s allowance for doubtful accounts (in thousands): 

Nine Months Ended

September 30,

2017 2016

Beginning balance $ 16 $ 59

Net charges to expenses 48 5

Utilization of allowances (22) (48) 

Ending balance $ 42 $ 16
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7. Inventory 

The Company states inventory at the lower of first-in, first-out cost or market. The Company records a provision for excess, 

expired, and obsolete inventory based primarily on estimates of forecasted revenues. A significant change in the timing or level of 

demand for products as compared to forecasted amounts may result in recording additional provisions for excess, expired, and obsolete 

inventory in the future. When capitalizing inventory, the Company considers factors such as status of regulatory approval, alternative 

use of inventory, and anticipated commercial use of the product. 

The determination of obsolete or excess inventory requires the Company to estimate the future demand for its products within 

appropriate time horizons. The estimated future demand is compared to inventory levels to determine the amount, if any, of obsolete 

and excess inventory. The demand forecast includes the Company’s estimates of market growth and various internal estimates, and is 

based on assumptions that are consistent with the plans and estimates the Company is using to manage its underlying business and 

short-term manufacturing plans. Forecasting demand for EndoBarrier in a market in which there are few, if any, comparable approved 

devices and for which reimbursement from third-party payers is limited is challenging. To the extent the Company’s demand forecast is 

less than its inventory on-hand, the Company could be required to record additional reserves for excess, expired or obsolete inventory in 

the future. 

The Company has reserves totaling approximately $4.5 million and $5.0 million for excess, expired and obsolete inventory as of 

September 30, 2017 and December 31, 2016, respectively. The Company continues to review any evidence that may indicate that the 

utility of additional amounts of inventory, as it was expected to be used, will be less than cost. 

Inventory, net, at September 30, 2017 and December 31, 2016 was as follows (in thousands): 

September 30, 2017 December 31, 2016

Finished goods $ —  $ 213

Work-in-process —  —  

Raw materials —  —  

Total $ —  $ 213

The Company has entered into consignment arrangements in which the Company delivers product to the customer but retains title 

to the product until it is implanted or otherwise consumed. At December 31, 2016, approximately 5% of the finished goods inventory 

was at customer locations pursuant to these arrangements. 
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8. Property and Equipment 

Property and equipment consisted of the following (in thousands): 

September 30, 2017 December 31, 2016

Laboratory equipment and manufacturing 

equipment $ 591 $ 591

Computer equipment and software 1,179 1,174

Office furniture and equipment 183 183

Leasehold improvements 21 21

1,974 1,969

Less accumulated depreciation and 

amortization (1,866) (1,820) 

Total $ 108 $ 149

Depreciation and amortization expense of property and equipment, including equipment recorded under capital leases, and the 

charge for impaired property and equipment totaled approximately $11,000 and $16,000 for the three months ended September 30, 

2017 and 2016, respectively and $46,000 and $0.3 million for the nine months ended September 30, 2017 and 2016, respectively. 

The Company recognized a charge for the impaired property and equipment related to abandonment of its former facility in 

Lexington, MA, for the nine months ended September 30, 2017 and September 30, 2016 (in thousands). 

Nine Months Ended

September 30,

2017 2016

Cost of revenue $ —  $ 24

Research and development —  79

General and administrative —  42

Total $ —  $ 145

The Company did not recognize a charge for impaired property and equipment for the three months ended September 30, 2017 

and September 30, 2016. 

9. Accrued Expenses 

Accrued expenses consisted of the following (in thousands): 

September 30, 2017 December 31, 2016

Payroll and related liabilities $ 386 $ 430

Professional fees 498 617

Interest payable 73 —  

Other 171 113

Total $ 1,128 $ 1,160
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10. Short Term Notes Payable 

In September 2016, GI Dynamics, Inc. entered into a short-term loan agreement with First Insurance Funding Corp to borrow 

$306,380 to be used to purchase insurance. The agreement calls for ten monthly payments of $30,638 which includes principal and 

interest. The annual interest rate on the borrowing is 1.95%. There was no outstanding balance at September 30, 2017 and $214,466 was 

outstanding at December 31, 2016, and amounts are included in other current liabilities in the accompanying balance sheet. 

11. Long-Term Debt 

On June 15, 2017, the Company entered into a Note Purchase Agreement by and between the Company, as borrower, and Crystal 

Amber Fund Limited, as purchaser (the “Purchaser”). Pursuant to the Note Purchase Agreement, the Company issued and sold to the 

Purchaser a Senior Secured Convertible Promissory Note in an aggregate original principal amount of $5.0 million (the “Note”). The 

Purchaser is a related party and is the Company’s largest shareholder. 

The Note accrues interest at a rate equal to 5% per annum, compounded annually, other than during the continuance of an event of 

default, when the Note accrues interest at a rate of 8% per annum. The entire outstanding principal balance and all unpaid accrued 

interest thereon is due on the maturity date, December 31, 2018. The Note is secured by a first priority security interest in substantially 

all personal property assets of the Company, including intellectual property. 

Subject to the receipt of any required shareholder approval (as described in the Listing Rules of the Australian Securities 

Exchange (the “ASX”), the entire outstanding principal balance under the Note and all unpaid accrued interest thereon is convertible 

into CHESS Depositary Interests (“CDIs”), each representing 1/50th of a share of the Company’s common stock, (i) at the option of the 

Purchaser at a conversion price calculated based on the five-day volume weighted average closing price of the Company’s CDIs on the 

ASX, or (ii) automatically upon the occurrence of an equity financing in which the Company raises at least $10.0 million (a “Qualified 

Financing”) at the price per CDI of the CDIs issued and sold in such financing. If shareholder approval is required to approve the 

issuance of any CDIs upon such a conversion and such approval is not obtained, the Company is obligated to prepay all accrued and 

unpaid interest plus 110% of the remaining outstanding unconverted principal balance on the earlier of the maturity date or the date that 

is six months following the date of the stockholder meeting at which the requisite approval was not obtained. 

In the event that the Borrower issues additional CDIs in a subsequent equity financing at a price per CDI that is less than the then-

effective optional conversion price (based on the five-day volume weighted average price on the ASX), the Purchaser has a 30-day 

option to convert (subject to any applicable shareholder approval) at an adjusted conversion price reflecting, on a weighted average 

basis, the lower price per CDI. The number of CDIs that the Purchaser may acquire upon conversion of the Note at this adjusted 

conversion price is limited to the number that maintains the Purchaser’s fully-diluted ownership percentage of the Company at the same 

level as existed immediately preceding the applicable subsequent equity financing. 

In addition, upon a change of control of the Company (other than a change of control resulting from a Qualified Financing) in 

which the Company’s stockholders receive cash consideration, the Company is obligated to prepay all accrued and unpaid interest plus 

110% of the remaining outstanding unconverted principal balance. Other than as described above, the Company may not prepay the 

Note without the consent of the Purchaser. 

The Note Purchase Agreement contains customary events of default including a failure to perform obligations under the Note 

Purchase Agreement, bankruptcy, a decision by the board of directors of the Company to wind up the Company, or if the Company 

otherwise ceases to carry on its ongoing business operations. If a default occurs and is not cured within the applicable cure period or is 

not waived, any outstanding obligations under the Note may be accelerated. The Note Purchase Agreement and related Note documents 

also contain additional representations and warranties, covenants and conditions, in each case customary for transactions of this type. 

The company has recorded the $5.0 million note net of its debt issuance costs and will amortize this cost over life of the note. For 

the three and nine months ended September 30, 2017, the Company recognized interest expense of $63,000 and $73,000 and 

amortization of the issuance costs of $18,500 and $24,700 related to the Senior Secured Convertible Promissory Note. 
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12. Commitments and Contingencies 

Lease Commitments 

In June 2013, the Company entered into a noncancelable agreement to sublease 33,339 square feet of office, laboratory and 

manufacturing space in Lexington, Massachusetts. The sublease commenced in June 2013 and expired in December 2016. The rent 

expense, inclusive of the escalating rent payments and free rent period, was recognized on a straight-line basis over the term of the 

sublease agreement. In accordance with the terms of the sublease agreement, the Company maintained a secured letter of credit of 

approximately 0.2 million securing its obligations under the sublease agreement. In July 2016, the Company left this facility prior to the 

expiration of the lease. 

In June 2016, the Company entered into a noncancelable agreement to lease approximately 4,200 square feet of office and 

laboratory space in Boston, Massachusetts. The lease commenced in June 2016 and expires in April 2018. Rent during the term is 

$11,900 per month. 

Rent expense on noncancelable operating leases was approximately $36,000 and $0.3 million for the three months ended 

September 30, 2017 and 2016, respectively and $107,000 and $0.5 million for the nine months ended September 30, 2017 and 2016, 

respectively. Future minimum lease payments under all noncancelable lease arrangements at September 30, 2017, are as follows (in 

thousands): 

Year Ending December 31,

2017 $36

2018 48

Total $84

13. Stockholders’ Equity (Deficit) 

On May 22, 2017, the Stockholders of the Company approved an increase of its authorized shares of Common Stock from 

13,000,000 to 50,000,000 and to eliminate Class B shares of Common Stock of the Company. As of September 30, 2017, the authorized 

capital stock of the Company consists of 50,500,000 shares, of which 50,000,000 shares are designated as Common Stock and 500,000 

shares are designated as Preferred Stock. 
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14. Stock Plans 

The Company has two stock-based compensation plans under which incentive stock options, nonqualified stock options, restricted 

and unrestricted stock awards, and other stock-based awards are available for grant to employees, directors and consultants of the 

Company. At September 30, 2017, there were 1,269,721 shares available for future grant under both plans. 

The 2011 Employee, Director and Consultant Equity Incentive Plan (the “2011 Plan”, together with the 2003 Omnibus Stock Plan, 

the “Plans”) allows for an annual increase in the number of shares available for issue under the 2011 Plan commencing on the first day 

of each fiscal year during the period beginning in fiscal year 2012 and ending in fiscal year 2020. The annual increase in the number of 

shares shall be equal to the lowest of: 

a. 500,000 shares; 

b. 4% of the number of common shares outstanding as of such date; and 

c. an amount determined by the Board of Directors or the Company’s compensation committee. 

Accordingly, in the first quarter of fiscal 2017, 436,314 options available for future grant were added to the 2011 Plan. 

Stock-Based Compensation 

Stock-based compensation is reflected in the condensed consolidated statements of operations and comprehensive loss as follows 

for the three and nine months ended September 30, 2017 and 2016 (in thousands): 

Three Months Ended Nine Months Ended

September 30, September 30,

2017 2016 2017 2016

Cost of revenue $ —  $ —  $ —  $ 34

Research and development 11 6 24 49

Sales and marketing 38 35 67 130

General and administrative 32 59 71 396

$ 81 $ 100 $ 162 $ 609

The stock options granted under the Plans generally vest over a four-year period and expire ten years from the date of grant. From 

time to time, the Company grants stock options to purchase common stock subject to performance-based milestones. The vesting of 

these stock options will occur upon the achievement of certain milestones. When achievement of the milestone is deemed probable, the 

Company expenses the compensation of the respective stock option over the implicit service period. 

In calculating stock-based compensation costs, the Company estimates the fair value of stock options using the Black-Scholes 

option-pricing model. The Black-Scholes option-pricing model was developed for use in estimating the fair value of short-lived, 

exchange-traded options that have no vesting restrictions and are fully transferable. Such costs are then recognized over the requisite 

service period of the awards on a straight-line basis. 

16 



GI Dynamics, Inc. and Subsidiaries 

Notes to Condensed Consolidated Financial Statements 

(unaudited) 

14. Stock Plans (continued) 

Determining the fair value of stock-based awards using the Black-Scholes option-pricing model requires the use of highly 

subjective assumptions, including the expected term of the award and expected stock price volatility. The weighted-average 

assumptions used to estimate the fair value of employee stock options using the Black-Scholes option-pricing model were as follows for 

the three and nine months ended September 30, 2017 and 2016: 

Three Months Ended

September 30,

Nine Months Ended

September 30,

2017 2016 2017 2016

Expected volatility 88.2% 73.4% 87.8% 71.0% 

Expected term (in years) 6.05 6.05 6.05 6.05

Risk-free interest rate 2.05% 1.36% 2.05% 1.27% 

Expected dividend yield —  % —  % —  % —  % 

Stock Options 

The following table summarizes share-based activity under the Company’s stock option plans for the nine months ended 

September 30, 2017: 

Shares of

Common

Stock

Attributable

to Options

Weighted-

Average

Exercise

Price

Weighted-

Average

Contractual

Life

Aggregate

Intrinsic

Value

(in years) (in

thousands)

Outstanding at December 31, 2016 748,571 $ 8.67 8.38 $ —  

Granted 408,635 $ 1.07

Exercised —  

Cancelled (55,769) $ 33.81

Outstanding at September 30, 2017 1,101,437 $ 4.58 8.37 $ 913

Vested or expected to vest at September 30, 2017 1,101,437 $ 4.58 8.37 $ 913

Exercisable at September 30, 2017 342,447 $ 11.98 6.97 $ 218

As of September 30, 2017, there was approximately $0.5 million of unrecognized stock-based compensation related to unvested 

stock option grants having service-based vesting under the Plans which is expected to be recognized over a weighted-average period of 

2.8 years. The intrinsic value in the table above represents the difference between the fair value of the Company’s common stock on the 

measurement date and the exercise price of the stock option. 

The stock-based compensation plans provide that grantees may have the right to exercise an option prior to vesting. Shares 

purchased upon the exercise of unvested options will be subject to the same vesting schedule as the underlying options, and are subject 

to repurchase at the original exercise price by the Company should the grantee discontinue providing services to the Company for any 

reason, prior to becoming fully vested in such shares. 

17 



GI Dynamics, Inc. and Subsidiaries 

Notes to Condensed Consolidated Financial Statements 

(unaudited) 

14. Stock Plans (continued) 

Restricted Stock Units 

Each restricted stock unit (“RSU”) represents a contingent right to receive one share of the Company’s common stock. The RSUs 

outstanding at September 30, 2017 vest upon the achievement of certain product revenue, regulatory and reimbursement milestones. 

There is no consideration payable on the vesting of RSUs issued under the Plans. Upon vesting, the RSUs are exercised automatically 

and settled in shares of the Company’s common stock. 

The following table summarizes information related to the unvested RSUs and activity during the nine months ended 

September 30, 

Number of

Units

Weighted-

Average

Contractual

Life

Aggregate

Intrinsic

Value

(in years) (in thousands)

Outstanding at December 31, 2016 403,501 9.11 $ 365

Granted —  

Vested —  

Cancelled —  

Outstanding at September 30, 2017 403,501 8.37 $ 791

The aggregate intrinsic value at September 30, 2017 and December 31, 2016 noted in the table above represents the closing price 

of the Company’s common stock multiplied by the number of RSUs outstanding. The fair value of each RSU award equals the closing 

price of the Company’s common stock on the date of grant 

At September 30, 2017, all of the RSUs outstanding are subject to performance-based vesting criteria as described in the 

applicable award agreement. For these awards, vesting will occur upon the achievement of certain product revenue, regulatory and 

reimbursement milestones. When achievement of the milestone is deemed probable, the Company expenses the compensation of the 

respective stock award over the implicit service period. 

At September 30, 2017 and 2016, no RSUs that have performance-based vesting criteria are considered probable of achievement. 

For the three and nine months ended September 30, 2017 and 2016, the Company did not recognize any stock-based compensation for 

RSUs subject to performance-based vesting criteria. 

As of September 30, 2017, there remains approximately $0.3 million of unrecognized stock-based compensation. 
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GI Dynamics, Inc. and Subsidiaries 

Notes to Condensed Consolidated Financial Statements 

(unaudited) 

15. Segment Reporting 

Operating segments are components of an enterprise for which separate financial information is available and is evaluated 

regularly by the Company’s chief operating decision-maker in deciding how to allocate resources and in assessing performance. The 

Company has one reportable segment which designs, develops, manufactures and markets medical devices for non-surgical approaches 

to treating type 2 diabetes and obesity. 

Geographic Reporting 

All the Company’s revenue is attributable to customers outside the U.S. The Company is dependent on favorable economic and 

regulatory environments for its products. Products are sold to customers located in Europe, the Middle East and the Asia Pacific region 

and sales are attributed to a country or region based on the location of the customer to whom the products are sold. 

At September 30, 2017, long-lived assets, comprised of property and equipment, of approximately $0.1 million are all held in the 

U.S. 

Product sales by geographic location for the three and nine months ended September 30, 2017 and 2016 are listed in the table 

below (in thousands). 

Three Months Ended

September 30,

Nine Months Ended

September 30,

2017 2016 2017 2016

Europe $ 23 $ 26 $ 155 $ 232

Middle East —  72 18 159

Asia Pacific —  38 —  86

Total Revenue $ 23 $ 136 $ 173 $ 477

Germany comprised a significant component of revenue in Europe for the three and nine months ended September 30, 2017. 

Germany and the United Kingdom comprised a significant component of revenue in Europe for the three and nine months ended 

September 30, 2016. 

Major Customers 

For the three months ended September 30, 2017 we recognized as revenue a reversal of prior year rebate accruals of 

approximately $27,000 originally granted to health care providers which was deemed to no longer be required, in addition we deferred a 

previously recognized sale. 

For the three months ended September 30, 2016, one health care provider accounted for approximately 18% of the Company’s 

revenue, and one distributor accounted for approximately 34% of the company’s revenue. No other customer accounted for greater than 

10% of the Company’s revenue during the three months ended September 30, 2017 and 2016. 

For the nine months ended September 30, 2017 one health care provider accounted for 20.7% of the company’s revenue. A second 

health care provider accounted for 15.3% of the company’s revenue. 

For the nine months ended September 30, 2016, one health care provider accounted for approximately 12 % of the Company’s 

revenue and one distributor accounted for approximately 29 %. No other customer accounted for greater than 10% of the Company’s 

revenue during the nine months ended September 30, 2017 and 2016. 

16. Subsequent Event 

The Company evaluates events occurring after the date of its condensed consolidated balance sheet for potential recognition or 

disclosure in its condensed consolidated financial statements. As disclosed in the Company’s Form 8-K filed on November 13, 2017, on 



November 10, 2017 (November 11, 2017 Australian Eastern Daylight Time), the Company received notification from SGS United 

Kingdom Limited (SGS) that it will withdraw the CE Certificate of Conformity for EndoBarrier effective November 12, 2017. 

Withdrawal of the CE Certificate of Conformity means that the Company will not be able to affix the CE Mark and sell EndoBarrier in 

European Union countries until another Certificate of Conformity is issued by SGS or another notified body or any appeal is successful. 

The Company is evaluating its options including grounds for appeal of the decision, consulting with its advisors and has initiated 

communications with SGS to clarify certain procedural and substantive matters relating to the notice. 
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Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations

Forward-Looking Information 

The following discussion and analysis of our financial condition and results of operations should be read in conjunction with our 

condensed consolidated financial statements and related notes to those financial statements appearing elsewhere in this Quarterly 

Report on Form 10-Q and the audited consolidated financial statements and notes thereto and management’s discussion and analysis 

of financial condition and results of operations for the year ended December 31, 2016 included in our Annual Report on Form 10-K. 

This discussion and analysis contains forward-looking statements that involve significant risks, uncertainties and assumptions. As a 

result of many factors, such as those set forth under “Risk Factors” Item 1A. of our Annual Report on Form 10-K, which are 

incorporated herein by reference, our actual results may differ materially from the results described in or implied by the forward- 

looking statements described in the following discussion and analysis. 

Overview 

We are a medical device company headquartered in Boston, Massachusetts, which is dedicated to restoring health and improving 

quality of life through the design and application of device and disease management solutions for treatment of metabolic disease. Our 

vision is to make our product, EndoBarrier®, a vital treatment option for patients with type 2 diabetes and obesity by restoring healthier 

blood sugar levels and reducing body weight. EndoBarrier is the first endoscopically-delivered device approved for the treatment of 

obese type 2 diabetes. EndoBarrier is the only proven, incision-free, non-anatomy altering solution designed to specifically mimic the 

clinical benefit of the duodenal-jejunal exclusion created by gastric bypass surgery. We have commercially launched EndoBarrier, 

which is approved and commercially available in multiple countries outside the U.S. 

In the U.S., we commenced enrollment of patients in our pivotal trial of EndoBarrier, the ENDO Trial, in 2013. In the third quarter 

of 2015, we announced our decision to stop the ENDO Trial. On August 21, 2015, we announced that we were reducing headcount by 

approximately 46% as part of our efforts to restructure our business and expenses in response to stopping the ENDO Trial and to ensure 

sufficient cash remained available for us to establish new priorities, continue market development and research, and to evaluate strategic 

options. 

As part of our reorganization efforts in the third quarter of 2015, we decided to focus sales activity on a limited number of 

countries while disengaging from others. As a result, currently we are focused on the commercialization of EndoBarrier in selected 

countries in Europe and the Middle East. In certain geographies where reimbursement is necessary for clinical acceptance and 

commercial uptake such as in Europe, we are receiving partial reimbursement in certain markets at a local level, but we have not yet 

achieved full or national reimbursement in any market. 

On May 10, 2016, we announced that we were further reducing headcount by approximately 30% as part of our previously 

announced efforts to restructure our expenses in order to extend our cash runway. 
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On September 14, 2016, we announced that we received formal notification from the TGA of the cancellation of the inclusion of 

EndoBarrier on the ARTG, taking effect on October 12, 2016. As a result, with effect from October 12, 2016, we are not permitted to 

supply the EndoBarrier in Australia, outside of approved trials. 

In May 2017, we received notification from our notified body SGS United Kingdom Limited (SGS) that the CE Mark for our 

EndoBarrier system has been suspended pending closure of non-conformances related to its quality management system required under 

ISO regulations. We are working diligently to resolve all outstanding non-conformances. As disclosed in our Form 8-K filed on 

November 13, 2017, on November 10, 2017 (November 11, 2017 Australian Eastern Daylight Time), we received notification from 

SGS that it will withdraw the CE Certificate of Conformity for EndoBarrier effective November 12, 2017. Withdrawal of the CE 

Certificate of Conformity means that we will not be able to affix the CE Mark and sell EndoBarrier in European Union countries until 

another Certificate of Conformity is issued by SGS or another notified body or any appeal is successful. We are evaluating our options 

including grounds for appeal of the decision, consulting with our advisors and have initiated communications with SGS to clarify 

certain procedural and substantive matters relating to the notice. 

For financial reporting purposes, we have one reportable segment which designs, manufactures and markets a medical device for 

the treatment of type 2 diabetes and obesity. 

To date, we have devoted substantially all our efforts to research and development, business planning, clinical research, clinical 

study management, reimbursement development, product commercialization, acquiring operating assets and raising capital. We have 

incurred significant operating losses since our inception in 2003. As of September 30, 2017, we had an accumulated deficit of 

approximately $256.5 million. We expect to incur net losses for the next several years while we continue to evaluate which markets are 

appropriate to continue pursuing reimbursement, market awareness and general market development efforts, and continue to restructure 

our business and costs, establish new priorities, continue limited research, and evaluate strategic options. 

To date, we have raised net proceeds of approximately $238 million through the issuance of convertible debt and sales of our 

equity. On June 15, 2017, we executed a Senior Secured Convertible Promissory Note (“Note”) to a single note holder and our largest 

shareholder who is a related party for net proceeds of approximately $5.0 million. 

Our corporate headquarters are in Boston, Massachusetts. 

Critical Accounting Policies and Estimates 

Our discussion and analysis of our financial condition and results of operations is based upon our condensed consolidated 

financial statements prepared in accordance with generally accepted accounting principles in the U.S. The preparation of these financial 

statements requires us to make certain estimates and assumptions that may affect the reported amounts of assets and liabilities, and the 

reported amounts of revenues and expenses during the reported periods and related disclosures. These estimates and assumptions, 

including those related to revenue recognition, allowance for doubtful accounts, inventory valuation including reserves for excess and 

obsolete inventory, impairment of long-lived assets, income taxes including the valuation allowance for deferred tax assets, research 

and development expenses, contingencies, stock-based compensation, going concern considerations, and warrant valuations are 

monitored and analyzed by us for changes in facts and circumstances, and material changes in these estimates could occur in the future. 

We base our estimates on our historical experience and various other assumptions that are believed to be reasonable under the 

circumstances. Actual results may differ from our estimates under different assumptions or conditions. 

During the three and nine months ended September 30, 2017, there were no material changes to our critical accounting policies as 

reported in our Annual Report on Form 10-K. 
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Results of Operations 

The following is a description of significant components of our operations, including significant trends and uncertainties that we 

believe are important to an understanding of our business and results of operations (in thousands). 

Three Months Ended

September 30,

Nine Months Ended

September 30,

2017 2016 2017 2016

Revenue $ 23 $ 136 $ 173 $ 477

Cost of revenue 15 138 223 1,128

Gross margin (loss) 8 (2) (50) (651) 

Operating expenses:

Research and development 960 962 3,010 2,993

Sales and marketing 494 479 1,474 1,753

General and administrative 1,095 1,321 3,624 4,687

Total operating expenses 2,549 2,762 8,108 9,433

Loss from operations (2,541) (2,764) (8,158) (10,084) 

Other income (expense):

Interest income 13 9 25 36

Interest expense (82) —  (100) —  

Foreign exchange gain (loss) —  6 (6) 9

Other Income —  —  23 —  

Re-measurement of warrant liability 7 3 (33) (14) 

Other income (expense), net (62) 18 (91) 31

Loss before income tax expense (2,603) (2,746) (8,249) (10,053) 

Income tax expense 6 8 9 29

Net loss $ (2,609) $ (2,754) $ (8,258) $ (10,082) 

Basic and diluted net loss per common share $ (0.23) $ (0.29) $ (0.74) $ (1.06) 

Weighted-average number of common shares 

used in basic and diluted net loss per common 

share 11,157,489 9,510,557 11,143,773 9,509,055
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Three and Nine Months Ended September 30, 2017 compared to Three and Nine Months Ended September 30, 2016 

Three Months Ended

September 30, Change

Nine Months Ended

September 30, Change

2017 2016 $ % 2017 2016 $ %

(dollars in thousands) (dollars in thousands)

Revenue $ 23 $ 136 $(113) (83%) $ 173 $ 477 $(304) (64%) 

Cost of revenue 15 138 (123) (89%) 223 1,128 (905) (80%) 

Gross loss $ 8 $ (2) $ 10 (500%) $ (50) $ (651) $ 601 (92%) 

Revenue 

The decrease in revenue for the three months ended September 30, 2017 compared to the three months ended September 30, 2016 

was primarily due to the suspension of CE Mark in May 2017. For the three months ended September 30, 2017, we recognized as 

revenue a prior year rebate accrual for approximately $27,000, which was deemed to no longer be required, in addition we deferred a 

previously recognized sale. 

The decrease in revenue for the nine months ended September 30, 2017 compared to the nine months ended September 30, 2016 

was primarily due to decreased unit volume sales across Europe, the Middle East and Asia Pacific due to the suspension of the CE Mark 

in May 2017. Revenue decreased approximately 33.8% in Europe, 88.6 % in the Middle East and 100% in Asia Pacific. In May 2017, 

the Company entered into a sales arrangement with certain distributors totaling $517,000. Due to certain extended right of return 

periods and payment terms, the Company determined that the revenue and related product costs associated with this transaction should 

be deferred for accounting purposes. No revenue or cost of sales have been recorded for the three and nine months ended September 30, 

2017 related to this transaction. Additionally, no payments have been received from distributors in connection with the transaction. As a 

result, the Company has recorded an adjustment to accounts receivable of $559,000 for the unpaid portion of deferred revenue which 

includes an adjustment of approximately $42,000 for revaluation of receivables denominated in foreign currency at September 30, 2017. 

The Company expects to recognize revenue after payment has been received and the right of return periods are elapsed or once an 

estimate for returns can be established, as appropriate. 

We decided in the second quarter of 2016 that, for the near term, we would concentrate sales and marketing efforts on select 

treatment centers in limited geographies. In addition, due to the cancellation of EndoBarrier inclusion on the ARTG in October 2016 we 

are no longer permitted to supply EndoBarrier in Australia. In May 2017, the CE Mark was suspended due to the notified body 

observations regarding the Company’s Quality Management System (QMS). The suspension does not constitute a recall and does not 

call into question the safety and efficacy of EndoBarrier. Although EndoBarrier cannot be sold to GI Dynamics customers during the 

suspension period, EndoBarrier inventory intended to be sufficient during the suspension period was sold to GI Dynamics customers 

prior to the suspension with the approval of GI Dynamics’ notified body. All EndoBarrier inventory currently residing with 

GI Dynamics customers may be used to conduct EndoBarrier procedures and the suspension has no relationship to the safety and 

efficacy of the device. Any investigator led trials in process were allowed to continue to enroll patients and use EndoBarrier. 

We believe the following factors continue to adversely affect our commercial activities: 

• stopping the ENDO Trial in 2015 and the regulatory-related questions arising out of that decision; 

• our decision, as part of our reorganization efforts, to reduce the number of sales related employees and focus sales 

activity on a limited number of markets while disengaging from others; and 

• Suspension of our CE Mark in the second quarter of fiscal 2017. 

In the near-term, we intend to continue to focus commercialization efforts on strategic centers while continuing to support efforts 

in collecting additional clinical evidence via the numerous ongoing investigator-initiated studies around the world, many of which are 

randomized controlled trials. We will also continue to work to secure reimbursement in our target markets. We believe that the 

collection of additional data via patient registries is important to help support the attainment of reimbursement, but will likely adversely 

affect our commercial operations as it may limit commercial expansion. 
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Cost of Revenue

The decrease in cost of revenue for the three and nine months ended September 30, 2017 compared to the same period in the prior 

year is due in part to the reduction in sales for the comparative periods and to us no longer maintaining a manufacturing organization to 

produce the EndoBarrier. 

In May 2017, the Company entered into a distributor agreement and transferred its inventory to a distributor. As of September 30, 

2017, the Company has also reported deferred products costs of $27,000 which represented the value of the inventory transferred to 

distributors under these agreements, in other current assets. The Company will recognize cost of revenue once the Company determines 

that it has met the revenue recognition criteria for this transaction. 

During the nine months ended September 30, 2016, we incurred approximately $0.6 million of manufacturing production related 

costs and only produced one quarter of the capacity, resulting in expensing unabsorbed manufacturing costs in that nine-month period 

of approximately $0.4 million. 
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Operating expenses 

Three Months Ended

September 30, Change

Nine Months Ended

September 30, Change

2017 2016 $ % 2017 2016 $ %

(dollars in thousands) (dollars in thousands)

Research and development $ 960 $ 962 $ (2) (0.2%) $ 3,010 $ 2,993 $ 17 0.6% 

Sales and marketing 494 479 15 3.1% 1,474 1,753 (279) (15.9%) 

General and administrative 1,095 1,321 (226) (17.1%) 3,624 4,687 (1,063) (22.7%) 

Total operating expenses $ 2,549 $ 2,762 $(213) (7.7%) $ 8,108 $ 9,433 $(1,325) (14.0%) 

Research and Development Expense. The decrease in research and development expense for the three months ended 

September 30, 2017 compared to the three months ended September 30, 2016 was primarily due to lower compensation and employee 

related costs caused by lower headcount and lower facility related costs. These were offset by higher professional service related costs 

in connection with rectifying quality and regulatory deficiencies. Further, expenses for the three months ended September 30, 2016 

reflected adjustments to our accrued clinical study costs as we were winding up our U.S. study during that period. 

The increase in research and development expense for the nine months ended September 30, 2017 compared to the nine months 

ended September 30, 2016 was primarily due to higher professional services costs related to quality and regulatory related costs and to 

the transfer of our manufacturing to a third-party manufacturer. These were offset by lower compensation and employee related 

expenses, primarily due to lower headcount and lower facility and information technology support costs. Further, expenses for the nine 

months ended September 30, 2016 reflected adjustments to our accrued clinical trial and related costs as we were winding up our U.S. 

study during that period. 

Sales and Marketing Expense. The increase in sales and marketing expense for the three months ended September 30, 2017 

compared to three months ended September 30, 2016 is primarily due to additional marketing consulting effort. The decrease in sales 

and marketing expense for the nine months ended September 30, 2017 compared to September 30, 2016 was primarily the result of a 

decrease in headcount resulting in lower compensation and employee related expenses, lower marketing and sales support expenses and 

lower facility related support expenses. This was offset by higher professional service costs in connection with our ongoing efforts to 

qualify EndoBarrier for reimbursement in Europe. 

General and Administrative Expense. The decrease in general and administrative expense for the three and nine months ended 

September 30, 2017 compared to the three and nine months ended September 30, 2016 was primarily a result of decreased 

compensation and employee related expenses, including non-cash stock compensation expense and to a lesser extent lower costs related 

to being a public company, lower corporate insurance expenses and lower facility and information related support costs, offset by 

higher professional service costs. 

We continue to look for ways to realize a more efficient cost structure in order to extend our cash runway. We may not be able to 

achieve cost reductions in all instances as we look to build and support our organization for the potential of the future. We expect 

operating expenses for our fourth quarter of 2017 to approximate those of each of our three prior quarters in 2017. 
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Three Months Ended

September 30, Change

Nine Months Ended

September 30, Change

2017 2016 $ % 2017 2016 $ %

(dollars in thousands) (dollars in thousands)

Interest income $ 13 $ 9 $ 4 44.4% $ 25 $ 36 $ (11) (30.6%) 

Interest expense (82) —  (82) (100.0%) (100) —  (100) (100.0%) 

Foreign exchange gain (loss) —  6 (6) 100.0% (6) 9 (15) (166.7%) 

Other Income —  —  —  0.0% 23 —  23 100.0% 

Re-measurement of warrant liability 7 3 4 133.3% (33) (14) (19) 135.7% 

Other income (expense), net $ (62) $ 18 $ (80) (444.4%) $ (91) $ 31 $(122) (393.5%) 

Other income (expense). The change to other expense, net in the three and nine months ended September 30, 2017 from other 

income, net in the three and nine months ended September 30, 2016, is primarily due to the interest expense related to our Senior 

Secured Convertible Promissory Note issued in the second quarter of fiscal 2017. Other income in the nine months ended September 30, 

2017 is due to a reimbursement from our prior landlord in connection with moving our headquarters to Boston in fiscal 2016. 

The change in the re-measurement of warrant liability was due to a decrease in the fair value of our Consultant Warrant during the 

three month period ended September 30, 2017 compared to three months ended September 30, 2016 and increase in fair value during 

the nine month period ended September 30, 2017 compared to September 30, 2016. 

Liquidity and Capital Resources 

We have incurred losses since our inception in March 2003 and, as of September 30, 2017, we had an accumulated deficit of 

approximately $256.5 million. We have financed our operations primarily from a combination of sales of equity securities and issuances 

of convertible term notes. As of September 30, 2017, we had approximately $5.5 million of cash and cash equivalents. 

On June 15, 2017, we entered into a Note Purchase Agreement by and between the Company, as borrower, and Crystal Amber 

Fund Limited, as purchaser (the “Purchaser”). Pursuant to the Note Purchase Agreement, we issued and sold to the Purchaser a Senior 

Secured Convertible Promissory Note in an aggregate original principal amount of $5.0 million (the “Note”). The Purchaser is a related 

party and our largest shareholder. 

The Note accrues interest at a rate equal to 5% per annum, compounded annually, other than during the continuance of an event of 

default, when the Note accrues interest at a rate of 8% per annum. The entire outstanding principal balance and all unpaid accrued 

interest thereon is due on the maturity date, December 31, 2018. The Note is secured by a first priority security interest in substantially 

all of our personal property assets, including intellectual property and is convertible into the Company’s CDIs on the terms set forth 

therein. 
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During the nine months ended September 30, 2017, our cash and cash equivalents balance decreased by approximately 

$2.8 million as a result of funds utilized to support our operations, offset by proceeds from the issuance of convertible debt in the 

second quarter of fiscal 2017. 

The following table sets forth the major sources and uses of cash for each of the periods set forth below: 

Nine Months Ended

September 30,

2017 2016

(dollars in thousands)

Net Cash (used in) provided by:

Operating activities $(7,647) $(10,008) 

Investing activities (5) (225) 

Financing activities 4,869 305

Net decrease in cash and cash equivalents $(2,783) $ (9,928) 
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Cash Flows From Operating Activities 

The primary uses of cash used in operating activities for the nine months ended September 30, 2017 were: 

•    to fund our net loss of approximately $8.3 million and;

•    a net positive adjustment to cash flow from changes in working capital of approximately $0.4 million resulting primarily 

from decreases in prepaid and other current assets, changes in inventory balances and accrued expenses; and

•    a net positive adjustment to non-cash operating expenses of approximately $0.2 million, the most significant being stock 

compensation expense and re-measurement of warrant liability offset with changes in depreciation and amortization of 

debt offering costs.

The primary uses of cash used in operating activities for the nine months ended September 30, 2016 were: 

•    to fund our net loss of approximately $10.1 million;

•    a net negative adjustment to cash flow from changes in working capital of approximately $0.7 million resulting primarily 

from decreases in accrued expenses which is partially offset by a decrease in inventory, and prepaid expense; and

•    a net positive adjustment to cash flow for non-cash operating expenses of approximately $0.8 million, primarily from 

stock-based compensation of approximately $0.6 million and depreciation, amortization and impairment of property and 

equipment of approximately $0.3 million.

During the second quarter of 2016, we expensed $0.7 million in restructuring and other employee departure costs. 

Cash Flows From Investing Activities 

Cash used in investing activities for the nine months ended September 30, 2017 totaled approximately $5,000 and resulted from 

the purchase of equipment. 

Cash used in investing activities for the nine months ended September 30, 2016 totaled approximately $0.2 million and primarily 

resulted from the change in restricted cash due to collateralizing our standby letter of credit. 

Cash Flows From Financing Activities 

Cash provided by financing activities for the nine months ended September 30, 2017 is due to the net proceeds from the 

approximately $5 million Senior Secured Convertible Promissory Note we completed in June 2017 and to a lesser extent issuance of 

common stock in January 2017 offset by payments on our short-term note payable. 

Cash provided by financing activities for the nine months ended September 30, 2016 totaled approximately $0.3 million and 

primarily resulted from short term financing for insurance policies offset by capital lease payments of $2,000. 

Funding Requirements 

As of September, 30, 2017, our primary source of liquidity is our cash and cash equivalents balances. We continue to evaluate 

which markets are appropriate to continue pursuing reimbursement, market awareness and general market development efforts, and 

continue to restructure our business and costs, establish new priorities and evaluate strategic options. As a result, if we remain in 

business, we expect to incur significant operating losses for the next several years. 

We do not expect our current cash balances will be sufficient to continue to fund our operations after February 2018. In addition, 

as previously disclosed, in May 2017, we received notification from our notified body SGS United Kingdom Limited (SGS) that the CE 

Mark for EndoBarrier has been suspended pending closure of non-conformances related to our quality management system required 

under ISO 13485:2003 and 93/42/EEC. As disclosed in our Form 8-K filed on November 13, 2017, on November 10, 2017 (November 

11, 2017 Australian Eastern Daylight Time), we received notification from SGS that it will withdraw the CE Certificate of Conformity 

for EndoBarrier effective November 12, 2017. Withdrawal of the CE Certificate of Conformity means that we will not be able to affix 

the CE Mark and sell EndoBarrier in European Union countries until another Certificate of Conformity is issued by SGS or another 

notified body or any appeal is successful. We are evaluating our options including grounds for appeal of the decision, consulting with 

our advisors and have initiated communications with SGS to clarify certain procedural and substantive matters relating to the notice. If 

we decide to initiate an appeal process and the appeal is not resolved favorably by November 17, 2017, we expect that we will be 

required to make further significant reductions in our operations which could include an orderly wind down of the Company. 



If an appeal of the withdrawal is successful, we will need to raise additional capital before February 2018 in order to continue to 

pursue our current business objectives as planned and to continue to fund our operations. We are looking to raise additional funds 

through any combination of additional equity and debt financings or from other sources. However, we have no guaranteed source of 

capital that will sustain operations after February 2018 and there can be no assurance that any such potential financing opportunities 

will be available on acceptable terms, if at all. If we are unable to raise capital when needed, we could be forced to cease operations, 

including discontinuing research and development activities and further commercialization of EndoBarrier. As such, if access to capital 

is not achieved in the near term, it will materially harm our business, financial condition and results of operations. These factors raise 

substantial doubt about our ability to continue as a going concern. 

Our forecast of the period of time through which our financial resources will be adequate to support our operations are forward- 

looking statements and involve risks and uncertainties, and actual results could vary materially and negatively as a result of a number of 

factors, including the factors discussed in the “Risk Factors” in Item 1A. of our Annual Report on Form 10-K, which is incorporated 

herein by reference. We have based these estimates on assumptions that may prove to be wrong, and we could utilize our available 

capital resources sooner than we currently expect. 
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Due to the numerous risks and uncertainties associated with the development and commercialization of EndoBarrier, at this time 

we are unable to estimate precisely the amounts of capital outlays and operating expenditures necessary to complete the development 

of, and to obtain regulatory approval for, EndoBarrier (other than in select markets in South America and the Middle East) for the U.S. 

and other markets for which we believe EndoBarrier is suited. Our funding requirements will depend on many factors, including, but 

not limited to, the following: 

• the rate of progress and cost of our commercialization activities; 

• the expenses we incur in marketing and selling EndoBarrier; 

• the timing and decisions of payer organizations related to reimbursement; 

• the revenue generated by sales of EndoBarrier; 

• the product performance from a safety and efficacy standpoint in addressing diabetes and obesity; 

• the success of our investment in our manufacturing and supply chain infrastructure; 

• the time and costs involved in obtaining and maintaining regulatory approvals for EndoBarrier in new and existing 

markets; 

• the success of our research and development efforts; 

• the costs associated with any additional clinical trial(s) required in the U.S.; 

• the ability to ship CE marked products; 

• the emergence of competing or complementary developments; and 

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

We may seek to raise additional funds through a combination of collaborative arrangements, strategic alliances, and additional 

equity and debt financings or from other sources. We will continue to manage our capital structure and to consider all financing 

opportunities, whenever they may occur, that could strengthen our long-term liquidity profile. Any such capital transactions may or may 

not be similar to transactions in which we have engaged in the past and the ownership interests of our existing stockholders may be 

materially diluted. There can be no assurance that any such financing opportunities will be available on acceptable terms, if at all. If we 

are unable to raise capital when needed, we could be forced to significantly delay or discontinue research and development activities 

and further commercialization of EndoBarrier. In addition, as mentioned above, we could be required to cease operations if we are 

unable to raise capital prior to February, 2018. 

Off–Balance Sheet Arrangements 

We do not have any relationships with unconsolidated entities or financial partnerships, such as entities often referred to as 

structured finance or special purpose entities, that would have been established for the purpose of facilitating off-balance sheet 

arrangements (as that term is defined in Item 303(a)(4)(ii) of Regulation S-K) or other contractually narrow or limited purposes. As 

such, we are not exposed to any financing, liquidity, market or credit risk that could arise if we had engaged in those types of 

relationships. We enter into guarantees in the ordinary course of business related to the guarantee of our own performance and the 

performance of our subsidiaries. 

Contractual Obligations and Commitments 

The disclosure of our contractual obligations and commitments is set forth under the heading “Management’s Discussion and 

Analysis of Financial Condition and Results of Operations — Contractual Obligations and Commitments” in our Annual Report on 

Form 10-K. 

There have been no material changes from the contractual commitments and obligations previously disclosed in our Annual 

Report on Form 10-K. 
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Recent Accounting Pronouncements 

For a discussion of recent accounting pronouncements please refer to Note 2, “Summary of Significant Accounting Policies and 

Basis of Presentation,” to our condensed consolidated financial statements included in this Quarterly Report on Form 10-Q. 

Item 3. Quantitative and Qualitative Disclosures About Market Risk

We develop, manufacture and sell EndoBarrier globally and our earnings and cash flows are exposed to market risk from changes 

in currency exchange rates and interest rates. 

Interest Rate Sensitivity 

Our cash, cash equivalents and restricted cash of approximately $5.5 million at September 30, 2017, consisted of cash and money 

market funds, all of which will be used for working capital purposes. We do not enter into investments for trading or speculative 

purposes. The goals of our investment policy are preservation of capital, fulfillment of liquidity needs and fiduciary control of cash and 

investments. We also seek to maximize income from our investments without assuming significant risk. Our primary exposure to 

market risk is interest income sensitivity, which is affected by changes in the general level of interest rates in the U.S. and Australia. 

Because of the short-term nature of our cash, cash equivalents and restricted cash, we do not believe that we have any material exposure 

to changes in their fair values as a result of changes in interest rates. The continuation of historically low interest rates in the U.S. will 

limit our earnings on investments held in U.S. dollars. 

Foreign Currency Risk 

We conduct business in foreign countries. For U.S. reporting purposes, we translate all assets and liabilities of our non-U.S. 

entities at the period-end exchange rate and revenue and expenses at the average exchange rates in effect during the periods. The net 

effect of these translation adjustments is shown in the accompanying condensed consolidated financial statements as a component of net 

loss. 

We generate a significant portion of our revenue and collect receivables in foreign currencies. Fluctuations in the exchange rate of 

the U.S. dollar against major foreign currencies, including the euro, British Pound and Australian dollar, can result in foreign currency 

exchange gains and losses that may significantly impact our financial results. These foreign currency transaction and translation gains 

and losses are presented as a separate line item in our condensed consolidated statements of operations and comprehensive loss. 

Continued fluctuation of these exchange rates could result in financial results that are not comparable from quarter to quarter. We do not 

currently utilize foreign currency contracts to mitigate the gains and losses generated by the re- measurement of non- functional 

currency assets and liabilities but do hold cash reserves in currencies in which those reserves are anticipated to be expended. 

All of the proceeds from our offerings were denominated in Australian dollars and as of September 30, 2017, we held the 

equivalent of approximately US $50,000 denominated in Australian dollars and approximately US $112,000 denominated in euros. 

Accordingly, we have had and will continue to have exposure to foreign currency exchange rate fluctuations. A change of 10% or more 

in foreign currency exchange rates of the Australian dollar or the euro would not have a material impact on our financial position and 

results of operations. 

Effects of Inflation 

We do not believe that inflation and changing prices over the three and nine months ended September 30, 2017 and 2016 had a 

significant impact on our results of operations. 
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Item 4. Controls and Procedures

Evaluation of Disclosure Controls and Procedures 

As required by Rule 13a-15(b) of the Securities Exchange Act of 1934, or the Exchange Act, our management, including our 

principal executive officer and our principal financial officer, conducted an evaluation as of the end of the period covered by this 

Quarterly Report on Form 10-Q of the effectiveness of the design and operation of our disclosure controls and procedures. Based on 

that evaluation, our principal executive officer and principal financial officer concluded that our disclosure controls and procedures are 

effective at the reasonable assurance level in ensuring that information required to be disclosed by us in the reports that we file or 

submit under the Exchange Act is recorded, processed, summarized and reported within the time periods specified in the Securities and 

Exchange Commission’s rules and forms. Disclosure controls and procedures include, without limitation, controls and procedures 

designed to ensure that information required to be disclosed by us in the reports we file under the Exchange Act is accumulated and 

communicated to our management, including our principal executive officer and principal financial officer, as appropriate to allow 

timely decisions regarding required disclosure. 

Changes in Internal Control 

As required by Rule 13a-15(d) of the Exchange Act, our management, including our principal executive officer and our principal 

financial officer, conducted an evaluation of the internal control over financial reporting to determine whether any changes occurred 

during the quarter ended September 30, 2017 that have materially affected, or are reasonably likely to materially affect, our internal 

control over financial reporting. Based on that evaluation, our principal executive officer and principal financial officer concluded no 

such changes during the quarter ended September 30, 2017 materially affected, or were reasonably likely to materially affect, our 

internal control over financial reporting. 

Inherent Limitations on Controls and Procedures 

Our management, including our principal executive officer and principal financial officer, does not expect that our disclosure 

controls and procedures or our internal control over financial reporting will prevent all error and all fraud. A control system, no matter 

how well designed and operated, can provide only reasonable, not absolute, assurance that the control system’s objectives will be met. 

Further, the design of a control system must reflect the fact that there are resource constraints, and the benefits of controls must be 

considered relative to their costs. Because of the inherent limitations in all control systems, no evaluation of controls can provide 

absolute assurance that all control issues and instances of fraud, if any, have been detected. Thus, misstatements due to error or fraud 

may occur and not be detected. 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 management override of controls. 
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PART II – OTHER INFORMATION 

Item 1A. Risk Factors

In addition to the other information contained elsewhere in this Quarterly Report on Form 10-Q, you should carefully consider the 

factors discussed in “Item 1A. Risk Factors” in our Annual Report on Form 10-K, which could materially affect our business, financial 

condition or future results. The risks described in our Annual Report on Form 10-K, are not the only risks we face. Additional risks that 

we do not presently know or that we currently believe are immaterial could also materially and adversely affect any of our business, 

financial condition or future results. The trading price of our CDIs may decline due to these risks. In May 2017, we received 

notification from our notified body SGS United Kingdom Limited (SGS) that the CE Certificate of Conformity for EndoBarrier has 

been suspended pending closure of nonconformances related to its quality management system required under ISO 13485:2003 and 

93/42/EEC. On November 10, 2017, we received notification that SGS will withdraw the CE Certificate of Conformity for EndoBarrier 

effective November 12, 2017. In addition, our revenue in the nine month period ended September 30, 2017 decreased by 64 % from our 

revenue in the corresponding period in 2016 and we continue to fund operations out of available cash. The following risk factors have 

been modified from those contained in our 2016 Annual Report on Form 10-K to reflect the risks related to such suspension and 

withdrawal of the CE Certificate of Conformity and revenue decrease. 

In order to commercialize our products in the U.S. and certain other countries, we will need to obtain regulatory and other 

approvals. If we are unable to achieve, maintain or are delayed in achieving such approvals, this could have a significant effect on 

the time it takes to commercialize our technology in the U.S. and certain other countries. 

At present, EndoBarrier is our only product that has been approved for marketing and sale. However, in October 2016, we 

received final cancellation notification from the Australian Therapeutic Goods Administration, or TGA, for the listing of EndoBarrier 

on the Australian Register of Therapeutic Goods, or ARTG. As a result, we are not permitted to supply the EndoBarrier in Australia for 

use outside of approved trials. In addition, in May 2017, we received notification from our notified body SGS United Kingdom Limited 

(SGS) that the CE Mark for EndoBarrier has been suspended pending closure of nonconformances related to its quality management 

system required under ISO 13485:2003 and 93/42/EEC, and on November 10, 2017, we received notification that SGS would withdraw 

the CE Certificate of Conformity effective November 12, 2017. Withdrawal of the CE Certificate of Conformity means that we will not 

be able to affix the CE Mark and sell EndoBarrier in European Union countries until another CE Certificate of Conformity is issued by 

SGS or another notified body or any appeal is successful. 

We do not expect our current cash balances will be sufficient to continue to fund our operations after February 2018. We currently 

do not have sufficient funds to pursue regulatory approvals for our product in any country, and, as a result, we may not have sufficient 

funds to continue to pursue regulatory approvals for our product in any country. Even if we were to pursue regulatory approvals, there is 

no guarantee that we will be reapproved for inclusion on the ARTG, successfully appeal the withdrawal of our CE Certificate of 

Conformity, obtain another CE Certificate of Conformity, or obtain additional approvals from other regulatory bodies, including the 

FDA in the U.S., to commercialize EndoBarrier or any of our other products. In the U.S., we stopped our pivotal trial of EndoBarrier. 

Accordingly, we will not be able to obtain FDA approval to commercialize EndoBarrier in the U.S. without a new clinical trial which 

may be lengthy and expensive. The regulatory authorities in other countries may also require additional clinical trials. Necessary 

regulatory approvals could also be delayed, which could significantly impact our ability to commercialize our technology in the U.S. 

and other countries. 

In addition, the company has evidenced a historical issue with compliance, leading to quality system issues that led to a 2014 

shipping hold for European Union as well as the suspension of our CE Certificate of Conformity in May 2017, the withdrawal of our 

CE Certificate of Conformity in November 2017, multiple observations by the TGA in Australia regarding the Company’s failure to 

comply with Essential Principals of the TGA and compliance issues which led to the TGA’s cancellation of the EndoBarrier’s listing on 

the ARTG. Given the history of non-compliance on a quality system basis, a substantial risk exists of future compliance issues, until 

such time as the Company has had adequate time and resources to address the historical issues. 

Regulatory requirements affecting the development, manufacture and sale of medical devices are evolving and subject to future 

change. We cannot predict what impact, if any, those changes might have on our business. Failure to comply with regulatory 

requirements could have a material adverse effect on our business, financial condition and results of operations. Later discovery of 

previously unknown problems with a product or manufacturer could result in fines, delays or suspensions of regulatory approvals. The 

failure to receive product approval on a timely basis, or the withdrawal of product approval by regulatory agencies, such as the TGA’s 

cancellation of the EndoBarrier’s listing on the ARTG and the withdrawal of our CE Certificate of Conformity, could have a material 

adverse effect on our business, financial condition or results of operations. For example, withdrawal of the CE Certificate of Conformity 

means that we will not be able to affix the CE Mark and sell EndoBarrier in European Union countries until another CE Certificate of 

Conformity is issued by SGS or another notified body or any appeal is successful. 
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We require substantial additional funding and may be unable to raise capital when needed, which could force us to delay, reduce, or 

eliminate planned activities or result in our inability to operate as a going concern. 

As we have limited commercialization of our products, we are generating a small amount of revenue and are not cash flow 

positive or profitable. Our net revenue from product sales was approximately $173,000 and $477,000 for the nine months ended 

September 30, 2017 and September 30, 2016, respectively, and as of September 30, 2017, we had cash and cash equivalents of 

approximately $5.5 million. Our existing capital is insufficient to meet our requirements (including the costs of commercializing our 

products, conducting clinical trials, obtaining regulatory approvals and partnering with third-party manufacturers) and cover any losses, 

and we do not expect our current cash balances will be sufficient to continue to fund our operations after February 2018. As such, we 

will need to raise additional funds through financings or borrowings before February 2018. Failure to raise additional funds could delay, 

reduce, or halt our commercialization and clinical trial efforts and would impact our ability to continue as a going concern. 

In particular, as previously disclosed, on November 10, 2017 (November 11, 2017 Australian Eastern Daylight Time), we received 

notification from our notified body SGS United Kingdom Limited (SGS) that SGS will withdraw the CE Certificate of Conformity for 

EndoBarrier effective November 12, 2017. Withdrawal of the CE Certificate of Conformity means that we will not be able to affix the 

CE Mark and sell EndoBarrier in European Union countries until another Certificate of Conformity is issued by SGS or another notified 

body or any appeal is successful. We are evaluating our options including grounds for appeal of the decision, consulting with our 

advisors and have initiated communications with SGS to clarify certain procedural and substantive matters relating to the notice. If we 

decide to initiate an appeal process and the appeal is not resolved favorably by November 17, 2017, we expect that we will be required 

to make further significant reductions in our operations which could include an orderly wind down of the Company. 

If an appeal of the withdrawal by SGS is successful, we will need to raise additional capital before February 2018 in order to 

continue to pursue our current business objectives as planned and to continue to fund our operations. We are looking to raise additional 

funds through any combination of additional equity and debt financings or from other sources. However, we have no committed sources 

of capital funding and there is no assurance that additional funding will be available to us in the future or be secured on acceptable 

terms. These factors raise substantial doubt about our ability to continue as a going concern. If adequate funding is not available before 

February 2018, we may no longer be a going concern and may be forced to curtail operations, including our commercial activities and 

research and development programs, or cease operations altogether, file for bankruptcy, or undertake any combination of the foregoing. 

In such event, our stockholders may lose their entire investment in our company. 
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In addition, if we do not meet our payment obligations to third parties as they become due, we may be subject to litigation claims 

and our credit worthiness would be adversely affected. Even if we are successful in defending against these claims, litigation could 

result in substantial costs and would be a distraction to management, and may have other unfavorable results that could further 

adversely impact our financial condition. 

Item 2. Unregistered Sales of Equity Securities

None. 

Item 6. Exhibits

See the Exhibit Index following the signature page to this Quarterly Report on Form 10-Q, which is incorporated by reference 

herein. 
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EXHIBIT INDEX 

Exhibit

No: Description

  31.1* Certification of Chief Executive Officer pursuant to Rules 13a-14 or 15d-14 of the Exchange Act 

  31.2* Certification of Chief Financial Officer pursuant to Rules 13a-14 or 15d-14 of the Exchange Act 

  32.1‡ Certification of Chief Executive Officer pursuant to Rules 13a-14(b) or 15d-14(b) of the Exchange Act and 18 U.S.C. 

Section 1350 

  32.2‡ Certification of Chief Financial Officer pursuant to Rules 13a-14(b) or 15d-14(b) of the Exchange Act and 18 U.S.C. 

Section 1350 

101.INS XBRL Instance Document

101.SCH XBRL Taxonomy Extension Schema Document

101.CAL XBRL Taxonomy Extension Calculation Linkbase Document

101.LAB XBRL Taxonomy Extension Label Linkbase Database

101.PRE XBRL Taxonomy Extension Presentation Linkbase Document

101.DEF XBRL Taxonomy Extension Definition Linkbase Document

*       Filed herewith.

‡       Furnished herewith.

†       Management contract or compensatory plan or arrangement.
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SIGNATURES 

Pursuant to the requirements of the Securities Exchange Act of 1934, as amended, the registrant has duly caused this report to be 

signed on its behalf by the undersigned thereunto duly authorized. 

GI Dynamics, Inc.

Date: November 14, 2017 By: /s/ SCOTT W. SCHORER

Scott W. Schorer

President and Chief Executive Officer

(principal executive officer)

Date: November 14, 2017 By: /s/ JAMES MURPHY

James Murphy

Chief Financial Officer

(principal financial officer and accounting officer)
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Exhibit 31.1 

CERTIFICATION PURSUANT 

TO RULES 13a-14(a) OR 15d-14(a) UNDER THE SECURITIES EXCHANGE ACT OF 1934 

I, Scott W. Schorer, certify that: 

1. I have reviewed this Quarterly Report on Form 10-Q of GI Dynamics, Inc. (the “registrant”); 

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact 

necessary to make the statements made, in light of the circumstances under which such statements were made, not 

misleading with respect to the period covered by this report; 

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all 

material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods 

presented in this report; 

4. The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and 

procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as 

defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have: 

a) designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed 

under our supervision, to ensure that material information relating to the registrant, including its consolidated 

subsidiaries, is made known to us by others within those entities, particularly during the period in which this report is 

being prepared; 

b) designed such internal control over financial reporting, or caused such internal control over financial reporting to be 

designed under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the 

preparation of financial statements for external purposes in accordance with generally accepted accounting principles; 

c) evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our 

conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by 

this report based on such evaluation; and 

d) disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the 

registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has 

materially affected, or is reasonably likely to materially affect, the registrant’s internal control over financial 

reporting; and 

5. The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over 

financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons 

performing the equivalent functions): 

a) all significant deficiencies and material weaknesses in the design or operation of internal control over financial 

reporting which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize and 

report financial information; and 

b) any fraud, whether or not material, that involves management or other employees who have a significant role in the 

registrant’s internal control over financial reporting. 

Date: November 14, 2017 

/s/ SCOTT W. SCHORER

Scott W. Schorer

Chief Executive Officer

(principal executive officer)



Exhibit 31.2 

CERTIFICATION PURSUANT 

TO RULES 13a-14(a) OR 15d-14(a) UNDER THE SECURITIES EXCHANGE ACT OF 1934 

I, James Murphy, certify that: 

1. I have reviewed this Quarterly Report on Form 10-Q of GI Dynamics, Inc. (the “registrant”); 

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact 

necessary to make the statements made, in light of the circumstances under which such statements were made, not 

misleading with respect to the period covered by this report; 

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all 

material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods 

presented in this report; 

4. The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and 

procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as 

defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have: 

a) designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed 

under our supervision, to ensure that material information relating to the registrant, including its consolidated 

subsidiaries, is made known to us by others within those entities, particularly during the period in which this report is 

being prepared; 

b) designed such internal control over financial reporting, or caused such internal control over financial reporting to be 

designed under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the 

preparation of financial statements for external purposes in accordance with generally accepted accounting principles; 

c) evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our 

conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by 

this report based on such evaluation; and 

d) disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the 

registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has 

materially affected, or is reasonably likely to materially affect, the registrant’s internal control over financial 

reporting; and 

5. The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control over 

financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons 

performing the equivalent functions): 

a) all significant deficiencies and material weaknesses in the design or operation of internal control over financial 

reporting which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize and 

report financial information; and 

b) any fraud, whether or not material, that involves management or other employees who have a significant role in the 

registrant’s internal control over financial reporting. 

Date: November 14, 2017 

/s/ JAMES MURPHY

James Murphy

Chief Financial Officer

(principal accounting and financial officer)



Exhibit 32.1 

CERTIFICATION PURSUANT TO 

18 U.S.C. SECTION 1350, 

AS ADOPTED PURSUANT TO 

SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002 

In connection with the Quarterly Report of GI Dynamics, Inc. (the “Company”) on Form 10-Q for the period ended September 30, 

2017 as filed with the Securities and Exchange Commission on the date hereof (the “Report”), I, Scott W. Schorer, Chief Executive 

Officer of the Company, certify, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 

2002, to my knowledge that: 

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

amended; and 

(2) The information contained in the Report fairly presents, in all material respects, the financial condition and results of 

operations of the Company. 

/s/ SCOTT W. SCHORER

Scott W. Schorer

Chief Executive Officer

(principal executive officer)

November 14, 2017

A signed original of this written statement required by Section 906 has been provided to the Company and will be retained by the 

Company and furnished to the Securities and Exchange Commission or its staff upon request. 



Exhibit 32.2 

CERTIFICATION PURSUANT TO 

18 U.S.C. SECTION 1350, 

AS ADOPTED PURSUANT TO 

SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002 

In connection with the Quarterly Report of GI Dynamics, Inc. (the “Company”) on Form 10-Q for the period ended September 30, 

2017 as filed with the Securities and Exchange Commission on the date hereof (the “Report”), I, James Murphy, Chief Financial Officer 

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

my knowledge that: 

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

amended; and 

(2) The information contained in the Report fairly presents, in all material respects, the financial condition and results of 

operations of the Company. 

/s/ JAMES MURPHY

James Murphy

Chief Financial Officer

(principal accounting and financial officer)

November 14, 2017

A signed original of this written statement required by Section 906 has been provided to the Company and will be retained by the 

Company and furnished to the Securities and Exchange Commission or its staff upon request. 


	2017-Q3 10Q Cover to ASX (11-14-17).pdf
	Form 10Q Filed with SEC

	GID 3rd Q- 10Q- AS FILED (11-14-17).pdf


<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /None
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Error
  /CompatibilityLevel 1.3
  /CompressObjects /Off
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages false
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.1000
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams true
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings false
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Preserve
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 300
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 100
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.00000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages false
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 300
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 100
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.00000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages false
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 150
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 2.00000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile (None)
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /CreateJDFFile false
  /Description <<
    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000410064006f006200650020005000440046002065876863900275284e8e9ad88d2891cf76845370524d53705237300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>
    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef69069752865bc9ad854c18cea76845370524d5370523786557406300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>
    /DAN <>
    /DEU <>
    /ESP <>
    /FRA <>
    /ITA <>
    /JPN <FEFF9ad854c18cea306a30d730ea30d730ec30b951fa529b7528002000410064006f0062006500200050004400460020658766f8306e4f5c6210306b4f7f75283057307e305930023053306e8a2d5b9a30674f5c62103055308c305f0020005000440046002030d530a130a430eb306f3001004100630072006f0062006100740020304a30883073002000410064006f00620065002000520065006100640065007200200035002e003000204ee5964d3067958b304f30533068304c3067304d307e305930023053306e8a2d5b9a306b306f30d530a930f330c8306e57cb30818fbc307f304c5fc59808306730593002>
    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020ace0d488c9c80020c2dcd5d80020c778c1c4c5d00020ac00c7a50020c801d569d55c002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>
    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken die zijn geoptimaliseerd voor prepress-afdrukken van hoge kwaliteit. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)
    /NOR <>
    /PTB <>
    /SUO <>
    /SVE <>
    /ENU (RRD Low Resolution \(Letter Page Size\))
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /ConvertColors /ConvertToCMYK
      /DestinationProfileName ()
      /DestinationProfileSelector /DocumentCMYK
      /Downsample16BitImages true
      /FlattenerPreset <<
        /PresetSelector /MediumResolution
      >>
      /FormElements false
      /GenerateStructure false
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles false
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /DocumentCMYK
      /PreserveEditing true
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /UseDocumentProfile
      /UseDocumentBleed false
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


