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CAUTIONARY NOTE REGARDING FORWARD-LOOKING STATEMENTS

This Quarterly Report on Form 10-Q includes forward-looking statements within the meaning of Section 27A of the Securities Act of 1933, as amended,
and Section 21E of the Securities Exchange Act of 1934, or the Exchange Act. All statements other than statements of historical facts contained in this Quarterly
Report, including statements regarding our anticipated future clinical and regulatory events, future financial position, business strategy and plans and objectives
of management for future operations, are forward-looking statements. Forward looking statements are generally written in the future tense and/or are preceded by
words such as “may,” “will,” “should,” “forecast,” “could,” “expect,” “suggest,” “believe,” “estimate,” “continue,” “anticipate,” “intend,” “plan,” or similar words, or the
negatives of such terms or other variations on such terms or comparable terminology. Such forward-looking statements include, without limitation: the planned
expanded commercialization of our products and the potential future commercialization of our product candidates, our anticipated future cash position; the
assimilation into our operations of acquired assets and entities; our plan to acquire additional assets; the anticipated start dates, durations and completion dates,
as well as the potential future results, of our ongoing and future clinical trials; the anticipated designs of our future clinical trials; anticipated future regulatory
submissions and events; and future events under our current and potential future collaborations. These forward-looking statements are subject to a number of
risks, uncertainties and assumptions, including without limitation the risks described in “Risk Factors” in Part I, ltem 1A of our most recent Annual Report on Form
10-K, and in the reports we filed with the Securities and Exchange Commission. These risks are not exhaustive. Moreover, we operate in a very competitive and
rapidly changing environment. New risk factors emerge from time to time and it is not possible for our management to predict all risk factors, nor can we assess
the impact of all factors on our business or the extent to which any factor, or combination of factors, may cause actual results to differ materially from those
contained in any forward-looking statements. You should not rely upon forward-looking statements as predictions of future events. We cannot assure you that
the events and circumstances reflected in the forward-looking statements will be achieved or occur and actual results could differ materially from those projected
in the forward-looking statements. We assume no obligation to update or supplement forward-looking statements.

This Quarterly Report on Form 10-Q includes trademarks, such as Aytu, Natesto, ProstaScint, MiOXSYS, RedoxSYS, and Fiera, which are protected
under applicable intellectual property laws and we own or have the rights to. Solely for convenience, our trademarks and trade names referred to in this
Quarterly Report on Form 10-Q may appear without the ®or ™ symbols, but such references are not intended to indicate in any way that we will not assert, to
the fullest extent under applicable law, our rights to these trademarks and trade names.




PART I—FINANCIAL INFORMATION

Item 1. Consolidated Financial Statements

AYTU BIOSCIENCE, INC. AND SUBSIDIARY
Consolidated Balance Sheets

(unaudited)
December 31, June 30,
2017 2017
Assets
Current assets
Cash and cash equivalents $ 3,908,183 $ 802,328
Restricted cash 75,534 75,214
Accounts receivable, net 1,377,436 528,039
Inventory, net 1,379,806 1,312,221
Prepaid expenses and other 1,003,766 310,760
Total current assets 7,744,725 3,028,562
Fixed assets, net 560,624 647,254
Developed technology, net 1,254,309 1,337,333
Customer contracts, net 74,667 77,667
Trade names, net 152,438 164,037
Natesto asset, net 8,571,710 9,231,072
Goodwill 238,426 238,426
Patents, net 258,611 271,278
Deposits 2,888 2,888
Total long-term assets 11,113,673 11,969,955
Total assets $ 18,858,398 $ 14,998,517
Liabilities and Stockholders’ Equity
Current liabilities
Accounts payable and other $ 3,414,854 $ 2,220,400
Accrued liabilities 257,631 782,536
Accrued compensation 837,290 339,704
Deferred rent 4,787 6,673
Current contingent consideration 286,339 261,155
Total current liabilities 4,800,901 3,610,468
Long-term contingent consideration 7,726,698 7,386,782
Long-term deferred rent - 1,451
Warrant derivative liability 3,300,213 -
Total liabilities 15,827,812 10,998,701
Commitments and contingencies (Note 6)
Stockholders’ equity
Preferred Stock, par value $.0001; 50,000,000 shares authorized; shares issued and outstanding 1,900 and 0,
respectively as of December 31, 2017 and June 30, 2017 1 -
Common Stock, par value $.0001; 100,000,000 shares authorized; shares issued and outstanding 4,894,638 and
824,831, respectively as of December 31, 2017 and June 30, 2017 489 82
Additional paid-in capital 80,017,545 73,069,463
Accumulated deficit (76,987,449) (69,069,729)
Total stockholders’ equity 3,030,586 3,999,816
Total liabilities and stockholders’ equity $ 18,858,398 $ 14,998,517

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




AYTU BIOSCIENCE, INC. AND SUBSIDIARY

Consolidated Statements of Operations

Product revenue
Total revenue

Operating expenses
Cost of sales
Research and development
Research and development - related party (Note 9)
Sales, general and administrative
Sales, general and administrative - related party (Note 9)
Amortization and impairment of intangible assets
Total operating expenses

Loss from operations

Other income (expense)
Interest expense
Derivative income
Unrealized (loss) gain on investment
Total other income (expense)

Net loss

Weighted average number of Aytu common shares outstanding

Basic and diluted Aytu net loss per common share

(unaudited)
Three Months Ended Six Months Ended
December 31, December 31,

2017 2016 2017 2016
$ 1,051,154 §$ 794172 $ 2127522 $ 1,492,152
1,051,154 794,172 2,127,522 1,492,152
385,411 551,293 672,612 743,217
(277,486) 263,457 (136,532) 495,479
- 47,998 - 95,996
4,553,366 3,642,332 9,171,769 9,347,082
- 50,772 - 101,544
383,811 437,014 769,652 874,029
5,045,102 4,992,866 10,477,501 11,657,347
(3,993,948) (4,198,694) (8,349,979) (10,165,195)
(196,781) (388,085) (385,526) (803,465)
518,051 266,757 817,785 196,148
- (497,164) - 230,936
321,270 (618,492) 432,259 (376,381)
$ (3,672,678 $ (4,817,186) $ (7,917,720) $ (10,541,576)
4,113,256 392,540 2,481,110 295,546
$ (0.89) $ (12.27) $ (3.19) % (35.67)

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




AYTU BIOSCIENCE, INC. AND SUBSIDIARY
Consolidated Statement of Stockholders’ Equity

(unaudited)
Additional Total
Preferred Stock Common Stock paid-in Accumulated  Stockholders’
Shares Amount Shares Amount capital Deficit Equity
Balance - June 30, 2017 - $ - 824,831 § 82 $73,069,463 $(69,069,729) $ 3,999,816
Stock-based compensation (unaudited) - - - - 275,688 - 275,688
Issuance of restricted stock (unaudited) - - 692,000 69 103,566 - 103,635
Earn-out payment to Nuelle shareholders
(unaudited) - - 64,150 6 249,994 - 250,000
Issuance of preferred and common stock, net
of $1,402,831 in cash issuance costs
(unaudited) 2,250 1 3,196,665 320 6,318,846 - 6,319,167
Preferred stocks converted in common stock
(unaudited) (350) 116,666 12 (12) - -
Adjustment for rounding of shares due to
stock split (unaudited) - - 326 - - - -
Net loss (unaudited) - - - - (7,917,720) (7,917,720)
Balance - December 31, 2017 (unaudited) 1,900 $ 1 4,894,638 $ 489 $80,017,545 $(76,987,449) $ 3,030,586

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




AYTU BIOSCIENCE, INC. AND SUBSIDIARY
Consolidated Statements of Cash Flows
(unaudited)

Cash flows from operating activities
Net loss
Adjustments to reconcile net loss to cash provided by (used in) operating activities
Stock-based compensation expense
Issuance of restricted stock
Depreciation, amortization and accretion
Derivative (income)
Amortization of prepaid research and development - related party (Note 9)
Unrealized (gain) on investment
Compensation through issuance of stock
Issuance of warrants to initial investors
Adjustments to reconcile net loss to net cash used in operating activities:
(Increase) in accounts receivable
(Increase) decrease in inventory
(Increase) in prepaid expenses and other
Increase (decrease) in accounts payable and other
(Decrease) in accrued liabilities
Increase (decrease) in accrued compensation
(Decrease) in deferred rent
Net cash used in operating activities

Cash flows used in investing activities
Purchases of property and equipment
Installment payment for Natesto asset
Installment payment for Primsol asset

Net cash used in investing activities

Cash flows from financing activities
Issuance of preferred, common stock and warrants
Issuance costs related to preferred, common stock and warrants
Issuance of common stock to Lincoln Park Capital
Costs related to sale of common stock
Registered offering of common stock and warrants
Registered offering costs
Over-allotment warrants purchased by placement agents
Net cash provided by financing activities

Net change in cash, cash equivalents and restricted cash
Cash, cash equivalents and restricted cash at beginning of period
Cash, cash equivalents and restricted cash at end of period

Non-cash transactions:

Warrants issued to investors and underwriters (see Note 5)

Revenue share payment to Jazz

Earn-out payment to Nuelle Shareholders

Fixed assets included in accounts payable

Warrants issued in connection with the equity financing to the placement agents

Six Months Ended
December 31,

2017 2016
$ (7,917,720) $ (10,541,576)
275,688 1,425,133
103,635 156,814
1,315,063 1,722,965
(817,785) (196,148)
- 60,992
- (230,936)
- 509,996
- 596,434
(849,397) (419,966)
(67,585) 85,741
(454,595) (221,015)
1,124,558 (195,836)
(524,905) (238,395)
497,586 (681,432)
(3,337) (1,350)
(7,318,794) (8,168,579)
(12,195) (44,876)
- (2,000,000)
- (750,000)
(12,195) (2,794,876)
11,839,995 -
(1,402,831) -
- 631,481
- (24,247)
- 8,602,500
- (997,865)
- 2,852
10,437,164 8,214,721
3,106,175 (2,748,734)
877,542 8,054,190
$ 3,983,717 $ 5,305,456
$ 4117997 $ -
$ 7,385 $ -
$ 250,000 $ -
$ 62,512 $ 61,241
$ - % 292,630

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




AYTU BIOSCIENCE, INC. AND SUBSIDIARY

Notes to Consolidated Financial Statements
(unaudited)

Note 1 — Business, Basis of Presentation, Business Combinations, Divestitures, License/Supply Agreement and Merger
Business

Aytu BioScience, Inc. (“Aytu”, the “Company” or “we”) was incorporated as Rosewind Corporation on August 9, 2002 in the State of Colorado. Aytu was re-
incorporated in the state of Delaware on June 8, 2015. Aytu is a commercial-stage specialty life sciences company concentrating on developing and
commercializing products with an initial focus on urological diseases and conditions. Aytu is currently focused on addressing significant medical needs in the
areas of hypogonadism, male infertility, and sexual wellness and vitality.

Basis of Presentation

These unaudited consolidated financial statements represent the financial statements of Aytu and its subsidiary, Aytu Women'’s Health, LLC. These unaudited
consolidated financial statements should be read in conjunction with Aytu’s Annual Report on Form 10-K for the year ended June 30, 2017, which included all
disclosures required by generally accepted accounting principles (“GAAP”). In the opinion of management, these unaudited consolidated financial statements
contain all adjustments necessary to present fairly the financial position of Aytu for the balance sheet, the results of operations and cash flows for the interim
periods presented. The results of operations for the period ended December 31, 2017 are not necessarily indicative of expected operating results for the full
year. The information presented throughout this report as of and for the period ended December 31, 2017 and 2016 is unaudited.

Through a multi-step reverse triangular merger in April 2015, Vyrix Pharmaceuticals, Inc. (“Vyrix”) and Luoxis Diagnostics, Inc. (“Luoxis”) merged with and into
our Company (herein referred to as the Merger) and we abandoned our pre-merger business plans to solely pursue the specialty healthcare market, including
the business of Vyrix and Luoxis. In the Merger, we acquired the RedoxSYS, MiOXSYS and Zertane products. On June 8, 2015, we reincorporated as a
domestic Delaware corporation under Delaware General Corporate Law and changed our name from Rosewind Corporation to Aytu BioScience, Inc., and
effected a reverse stock split in which each common stockholder received one share of common stock for every 12.174 shares held. On June 30, 2016, Aytu
effected another reverse stock split in which each common stockholder received one share of common stock for every 12 shares held. On August 25, 2017, Aytu
effected a third reverse stock split in which each common stockholder received one share of common stock for every 20 shares held (herein referred to
collectively as the “Reverse Stock Splits”). All share and per share amounts in this report have been adjusted to reflect the effect of these Reverse Stock Splits.

Business Combination—ProstaScint

In May 2015, Aytu entered into and closed on an asset purchase agreement with Jazz Pharmaceuticals, Inc. (“Jazz Pharmaceuticals”). Pursuant to the
agreement, Aytu purchased assets related to the Jazz Pharmaceuticals’ product known as ProstaScint® (capromab pendetide), including certain intellectual
property and contracts, and the product approvals, inventory and work in progress (together, the “ProstaScint Business™), and assumed certain of Jazz
Pharmaceuticals’ liabilities, including those related to product approvals and the sale and marketing of ProstaScint. The purchase price consisted of an upfront
payment of $1.0 million. We also agreed to pay an additional $500,000, which was paid after the transfer of the ProstaScint-related product inventory, and
$227,000 which was paid September 30, 2015 (which represents a portion of certain FDA fees). The total fair value consideration for the purchase was $2.4
million. We will also pay 8% on net sales made after October 2017, payable up to a maximum aggregate payment of an additional $2.5 million. The contingent
consideration was initially valued at $664,000 and was revalued as of June 30, 2017 at $54,000 using the discounted cash flow methodology. As of December
31, 2017, the contingent consideration increased by $13,000 due to accretion.

Pursuant to the asset purchase agreement, we are required to make our first revenue share payment to Jazz Pharmaceuticals in the upcoming quarter, which is
approximately $7,400.




The Company’s allocation of consideration transferred for ProstaScint as of the purchase date of May 20, 2015 was as follows:

Fair Value
Tangible assets $ 727,000
Intangible assets 1,590,000
Goodwill 74,000
Total assets acquired $ 2,391,000

The intangible assets for ProstaScint were originally recognized upon the closing of the acquisition and included developed technology of $790,000, customer
contracts of $720,000 and trade names of $80,000, each of which began amortizing over a ten-year period. At June 30, 2017, the ProstaScint asset was
determined to be impaired based upon sales projections at that time and because we decided to discontinue sales of ProstaScint mid-fiscal 2019 upon expiration
of the product. The value for the intangible assets were adjusted to $54,000 for developed technology, $7,000 for trade names and $0 for customer contracts.
The amortization expense was $12,000 and $40,000 for the three months ended December 31, 2017 and 2016, respectively. The amortization expense was
$24,000 and $80,000 for the six months ended December 31, 2017 and 20186, respectively.

Business Combination—Primsol

In October 2015, Aytu entered into and closed on an Asset Purchase Agreement with FSC Laboratories, Inc. (“FSC”). Pursuant to the agreement, Aytu
purchased assets related to FSC’s product known as Primsol® (trimethoprim solution), including certain intellectual property and contracts, inventory, work in
progress and all marketing and sales assets and materials related solely to Primsol (together, the “Primsol Business”), and assumed certain of FSC’s liabilities,
including those related to the sale and marketing of Primsol arising after the closing.

Aytu paid $500,000 at closing for the purchase of the Primsol Business, and paid an additional $142,000, of which $102,000 was for inventory and $40,000 for
the Primsol Business, for the transfer of the Primsol-related product inventory. We also agreed to pay an additional (a) $500,000 which was paid in April 2016,
(b) $500,000 which was paid in July 2016, and (c) $250,000 which was paid in November 2016 (together, the “Installment Payments”).

The Company’s allocation of consideration transferred for Primsol as of the purchase date of October 5, 2015 was as follows:

Fair Value
Tangible assets $ 182,000
Intangible assets 1,470,000
Goodwill 147,000
Total assets acquired $ 1,799,000

Included in tangible assets was $102,000 of inventory and $80,000 of work-in-process inventory. Included in the intangible assets was developed technology of

$520,000, customer contracts of $810,000 and trade names of $140,000, each of which was being amortized over a six-year period. Amortization expense of $0
and $61,000 was recognized in the three months ended December 31, 2017 and 2016, respectively. The amortization expense was $0 and $122,000 for the six
months ended December 31, 2017 and 2016, respectively.

Divestiture — Primsol

In March 2017, we entered into and closed on an Asset Purchase Agreement with Allegis Holdings, LLC (the “Purchaser”). Pursuant to the agreement, we sold
to the Purchaser all of the assets related to our product known as Primsol, including certain intellectual property and contracts, inventory, work in process and all
marketing assets and materials related solely to Primsol (together, the “Primsol Asset”). We retain any liability associated with the Primsol Asset that occurred
prior to the closing. The Purchaser paid us $1,750,000 in cash at the closing for the Primsol Asset. We recognized a gain of approximately $428,000 on the sale
which is included in selling, general and administrative expense on our statement of operations.

Based on our evaluation of the transaction, and because the Primsol Asset was not a material part of our business, the criteria for discontinued operations was
not met. Therefore, the gain is included in continuing operations.




License and Supply Agreement—Natesto

In April 2016, Aytu entered into and closed a license and supply agreement to acquire the exclusive U.S. rights to distribute Natesto® (testosterone) nasal gel
from Acerus Pharmaceuticals Corporation, or Acerus. The rights we acquired effective upon the expiration of the former licensee’s rights, which occurred on
June 30, 2016. The license’s term runs for the greater of eight years or until the expiry of the latest to expire patent including claims covering Natesto and until
the entry on the market of at least one AB-rated generic product.

Aytu made an upfront payment of $2.0 million to Acerus upon execution of the agreement. In October 2016, we paid an additional $2.0 million, and in January
2017, Aytu paid the final upfront payment of $4.0 million. Aytu also purchased, on April 28, 2016, an aggregate of 12,245,411 shares of Acerus common stock
for Cdn. $2.5 million (approximately US $2.0 million), with a purchase price per share equal to Cdn. $0.207 or approximately US $0.16 per share. These shares
were a held for sale security and were recognized at fair market value. Aytu agreed to refrain from disposing these shares until after August 29, 2016. During the
second half of fiscal 2017, Aytu sold all of these shares. The gross proceeds from the sales were $1.1 million, the cost of the sales were $92,000, and we
recognized a loss on investment of $1.0 million.

In addition to the upfront payments, we agreed to make the following one-time, non-refundable milestone payments to Acerus within 45 days of the occurrence
of the below events. The maximum aggregate amount payable under such milestone payments is $37.5 million.

«  $2.5 million if net sales during any four consecutive calendar quarter period equal or exceed $25.0 million (the “First Milestone”); the First Milestone
payment is required to be paid even if the threshold is not met in the event that the agreement is terminated for any reason other than material breach
by Acerus, bankruptcy of either party, or termination by Acerus because it believes the amounts payable to Aytu for agreed upon trial work would no
longer make the agreement economically viable for Acerus;

«  $5.0 million if net sales during any four consecutive calendar quarter period equal or exceed $50.0 million;

«  $7.5 million if net sales during any four consecutive calendar quarter period equal or exceed $75.0 million;

»  $10.0 million if net sales during any four consecutive calendar quarter period equal or exceed $100.0 million; and

«  $12.5 million if net sales during any four consecutive calendar quarter period equal or exceed $125.0 million.
The fair value of the net identifiable Natesto asset acquired was determined to be $10.5 million, which is being amortized over eight years. The amortization
expense for each of the three months ended December 31, 2017 and 2016 was $330,000. The amortization expense for the six months ended December 31,
2017 and 2016 was $659,000.
The contingent consideration for Natesto was valued at $3.2 million using a Monte Carlo simulation, as of June 30, 2016. As of June 30, 2017, the contingent
consideration was revalued and increased to $5.7 million using a Monte Carlo simulation and was based on an increase in estimated future sales of Natesto.
The contingent consideration accretion expenses for the three months ended December 31, 2017 and 2016 was $169,000 and $58,000, respectively. The
contingent consideration accretion expense for the six months ended December 31, 2017 and 2016 was $330,000 and $104,000, respectively, resulting in the
contingent consideration value of $6.0 million as of December 31, 2017.

Merger/Subsidiary

In May 2017, Aytu Women'’s Health, LLC., a wholly-owned subsidiary of Aytu, acquired Nuelle, Inc., or Nuelle, a women’s sexual health company. This
transaction expanded our product portfolio with the addition of the Fiera® personal care device for women.

In the Merger, (i) each share of Nuelle common stock and each option or warrant to purchase Nuelle stock were cancelled, and (ii) each share of Nuelle preferred
stock was converted into the right to receive shares of Aytu common stock. At the closing, Nuelle preferred stockholders exercised their conversion right, and we
issued to the Nuelle preferred stockholders an aggregate of 125,000 shares of our common stock.

Nuelle preferred stockholders are entitled to revenue earn-out payments equal to a designated percentage of net sales on tiers of net sales up to $100.0 million,
with an average rate for all tiers in the mid-single digit range, and a maximum aggregate payout of $6.9 million.




The first $1.0 million of earn-out payments will be paid in shares of our common stock and all other earn-out payments will be comprised of 60% cash and 40%
shares of our common stock. The stock portion of any earn-out will be calculated by dividing each Nuelle stockholder’s portion of the earn-out by the average
closing price of our common stock for the 10 trading days prior to the earlier of the date we deliver notice to the Nuelle stockholders of the earn-out or any public
disclosure by us of the earn-out being due and payable.

In addition to the upfront issuance of common stock and revenue earn-out payments, we agreed to make the following one-time payments to the Nuelle
stockholders within 90 days of the occurrence of the following events (provided that, the maximum aggregate amount payable under such milestone payments
will be $24.0 million):

»  Upon achieving the first occurrence of Net Sales of $10.0 million over any sequential four calendar quarter period, Aytu will make a one-time payment
to the Nuelle security holders of an amount equal to $1.0 million;

»  Upon achieving the first occurrence of Net Sales of $17.5 million over any sequential four calendar quarter period, Aytu will make a one-time payment
to the Nuelle security holders of an amount equal to $1.8 million;

»  Upon achieving the first occurrence of Net Sales of $25.0 million over any sequential four calendar quarter period, Aytu will make a one-time payment
to the Nuelle security holders of an amount equal to $2.5 million;

»  Upon achieving the first occurrence of Net Sales of $37.5 million over any sequential four calendar quarter period, Aytu will make a one-time payment
to the Nuelle security holders of an amount equal to $3.8 million;

»  Upon achieving the first occurrence of Net Sales of $50.0 million over any sequential four calendar quarter period, Aytu will make a one-time payment
to the Nuelle security holders of an amount equal to $5.0 million; and

»  Upon achieving the first occurrence of Net Sales of $100.0 million over any sequential four calendar quarter period, Aytu will make a one-time payment
to the Nuelle security holders of an amount equal to $10.0 million.

In the event that we do not make all of the required earn-out payments to the Nuelle stockholders before May 3, 2022, and we also complete a divestiture before
May 3, 2022 of any of the products acquired in the transaction, we agreed to pay the Nuelle stockholders a combination of (i) cash in an amount equal to 10% of
the value of all cash, securities and other property paid to us in the divestiture (cash is to be 60% of the total consideration), and (ii) shares of our common stock
equal to the Nuelle stockholders’ portion of the divestiture payment divided by the average closing price of our common stock for the 10 trading days prior to the
earlier of the closing date of the divestiture or the public disclosure of the divestiture (shares of common stock are to be 40% of the total consideration).

The Company’s allocation of consideration transferred for Nuelle as of the purchase date May 5, 2017 is as follows:

Fair Value
Tangible assets $ 2,061,000
Intangible assets 1,540,000
Goodwill 238,000
Total assets acquired $ 3,839,000

Included in the intangible assets is developed technology of $1.3 million, customer contracts of $80,000 and trade names of $160,000, each of which will be
amortized over a nine to twelve-year period. Amortization expense of $36,000 and $0 was recognized for the three months ended December 31, 2017 and 20186,
respectively. Amortization expense of $74,000 and $0 was recognized for the six months ended December 31, 2017 and 2016, respectively.

Upon the closing of the merger, we assumed liabilities of $47,000.
The contingent consideration was valued at $1.9 million using a Monte Carlo simulation, as of May 2017. The contingent consideration accretion expense for the
three months ended December 31, 2017 and 2016 was $21,000, and $0, respectively. The contingent consideration accretion expense for the six months ended

December 31, 2017 and 2016 was $41,000, and $0, respectively.

During the quarter ended September 30, 2017, we paid the first revenue earn-out payment to Nuelle shareholders of $12,000 issued in Aytu common stock,
which represented the revenue earn-out payment for fiscal 2017.

During the quarter ended December 31, 2017, we made a $238,000 prepayment, issued in Aytu common stock, which represented the revenue earn-out
payment for fiscal 2018.




Recently Issued Accounting Pronouncements, Not Adopted as of December 31, 2017

In May 2014, the FASB issued ASU 2014-09, Topic 606, Revenue from Contracts with Customers (the “New Revenue Standard”). The amendments in this ASU
provide a single model for use in accounting for revenue arising from contracts with customers and supersedes current revenue recognition guidance, including
industry-specific revenue guidance. The core principle of the new ASU is that revenue should be recognized to depict the transfer of promised goods or services
to customers in an amount that reflects the consideration to which the entity expects to be entitled in exchange for those goods and services. New disclosures
about the nature, amount, timing and uncertainty of revenue and cash flows arising from contracts with customers are also required. In August 2015, the FASB
issued ASU 2015-14 which deferred the effective date of the New Revenue Standard. In 2016, the FASB issued ASU 2016-08, ASU 2016-10, ASU 2016-11, and
ASU 2016-12 to clarify, among other things, the implementation guidance related to principal versus agent considerations, identifying performance obligations,
and accounting for licenses of intellectual property. The New Revenue Standard is effective for fiscal years beginning after December 15, 2017, including interim
periods within those fiscal years. Early adoption is permitted. The amendments in this update are to be applied on a retrospective basis, either to each prior
reporting period presented or by presenting the cumulative effect of applying the update recognized at the date of initial application. We will adopt this standard
on July 1, 2018, using the modified retrospective method. The Company has begun its evaluation and assessment to determine the effect of adoption on our
existing revenue arrangements. We are also currently evaluating the potential changes to our current policies and processes to ensure we are able to meet the
incremental disclosure requirements of the new standard.

In May 2017, the FASB issued ASU No. 2017-09, “Compensation-Stock Compensation (Topic 718) Scope of Modification Accounting (ASU 2017-09).” ASU
2017-09 clarifies which changes to the terms or conditions of a share-based payment award require an entity to apply modification accounting in Topic 718. The
standard is effective for interim and annual reporting periods beginning after December 15, 2017, with early adoption permitted. The Company is currently
evaluating the impact of its adoption of this standard on its consolidated financial statements.

In January 2017, the FASB issued ASU 2017-04, “Intangibles - Goodwill and Other (Topic 350).” The amendment simplifies the subsequent measurement of
goodwill by removing the second step of the two-step impairment test. The amendment requires an entity to perform its annual, or interim goodwill impairment
test by comparing the fair value of a reporting unit with its carrying amount. An impairment charge should be recognized for the amount by which the carrying
amount exceeds the reporting unit’s fair value; however, the loss recognized should not exceed the total amount of goodwill allocated to that reporting unit. An
entity still has the option to perform the qualitative assessment for a reporting unit to determine if the quantitative impairment test is necessary. The amendment
should be applied on a prospective basis. ASU 2017-04 is effective for fiscal years beginning after December 15, 2019, including interim periods within those
fiscal years. Early adoption is permitted for interim or annual goodwill impairment tests performed on testing dates after January 1, 2017. The Company does not
believe that adoption of this amendment will have a material impact on its consolidated financial statements.

In January 2017, the FASB issued ASU 2017-01, “Business Combinations (Topic 805) Clarifying the Definition of a Business.” The amendment clarifies the
definition of a business, which is fundamental in the determination of whether transactions should be accounted for as acquisitions (or disposals) of assets or
businesses. This determination is important given the diverging accounting models used for each type of transaction. The guidance is generally expected to
result in fewer transactions qualifying as business combinations. The amendment is effective prospectively for public business entities for annual periods
beginning after December 15, 2017, including interim periods within those periods. Early adoption is permitted. The Company does not expect an immediate
impact from this codification however, if Aytu seeks to purchase additional assets in the future it could have an impact if that purchase is accounted for as a
business combination or an asset purchase.

In June 2016, the FASB issued ASU 2016-13, “Financial Instruments — Credit Losses” to require the measurement of expected credit losses for financial
instruments held at the reporting date based on historical experience, current conditions and reasonable forecasts. The main objective of this ASU is to provide
financial statement users with more decision-useful information about the expected credit losses on financial instruments and other commitments to extend
credit held by a reporting entity at each reporting date. This ASU is effective for private companies and emerging growth companies beginning after December
15, 2020; the ASU allows for early adoption as of the beginning of an interim or annual reporting period beginning after December 15, 2018. The Company is
currently assessing the impact that ASU 2016-13 will have on its consolidated financial statements but does not anticipate there to be a material impact.




In February 2016, the FASB issued ASU 2016-02, “Leases (Topic 842).” The new standard establishes a right-of-use (ROU) model that requires a lessee to
record a ROU asset and a lease liability on the balance sheet for all leases with terms longer than 12 months. Leases will be classified as either finance or
operating, with classification affecting the pattern of expense recognition in the income statement. The new standard is effective for fiscal years beginning after
December 15, 2018, including interim periods within those fiscal years. A modified retrospective transition approach is required for leases for capital and
operating leases existing at, or entered into after, the beginning of the earliest comparative period presented in the financial statements, with certain practical
expedients available. The Company is currently evaluating the impact of its adoption of this standard on its consolidated financial statements.

Note 2 — Fixed Assets

Fixed assets are recorded at cost and, once placed in service, are depreciated on a straight-line basis over the estimated useful lives. Leasehold improvements
are amortized over the shorter of the estimated economic life or related lease term. Fixed assets consist of the following:

Manufacturing equipment

Leasehold improvements

Office equipment, furniture and other

Lab equipment

Less accumulated depreciation and amortization
Fixed assets, net

The depreciation and amortization expense was as follows:

Depreciation and amortization expense

Note 3 — Patents

Estimated As of As of
Useful Lives December 31, June 30,
in years 2017 2017
2-5 $ 423,000 $ 405,000
3 111,000 111,000
2-5 344,000 287,000
3-5 90,000 90,000
(407,000) (246,000)
$ 561,000 $ 647,000

Three Months Ended
December 31,

Six Months Ended
December 31,

2017

2016

2017

2016

$

81,000

$

26,000

$ 161,000 $

45,000

The cost of the Luoxis patents were $380,000 when they were acquired in connection with the 2013 formation of Luoxis and are being amortized over the
remaining U.S. patent lives of approximately 15 years, which expires in March 2028. Patents consist of the following:

Patents
Less accumulated amortization
Patents, net
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As of As of
December 31, June 30,
2017 2017
$ 380,000 $ 380,000
(121,000) (109,000)
$ 259,000 $ 271,000




The amortization expense was as follows:

Three Months Ended Six Months Ended
December 31, December 31,
2017 2016 2017 2016
Amortization expense $ 6,000 $ 6,000 $ 12,000 $ 13,000

Note 4 — Income Taxes

On December 22, 2017, the U.S. Tax Cuts and Jobs Act (the “Tax Reform Act”) was signed into law by the President of the United States. The Tax Reform Act
significantly revised the U.S. corporate income tax regime by, among other things, lowering the U.S. corporate tax rate from 35% to 21% effective January 1,
2018. GAAP requires that the impact of tax legislation be recognized in the period in which the law was enacted. As a result of the Tax Reform Act, the
Company recorded a tax expense of $6.6 million due to a re-measurement of deferred tax assets and liabilities at a blended rate in the three months ended
December 31, 2017, which is fully offset by a reduction in valuation allowance. The tax expense is a provisional amount and the Company’s current best
estimate. Any adjustments recorded to the provisional amounts will be included in income from operations as an adjustment to tax expense, net of any related
valuation allowance. The provisional amount incorporates assumptions made based upon the Company’s current interpretation of the Tax Reform Act and may
change as the Company receives additional clarification and implementation guidance.

Note 5 — Fair Value Considerations

Aytu’s financial instruments include cash and cash equivalents, restricted cash, accounts receivable, accounts payable, accrued liabilities, and warrant derivative
liability. The carrying amounts of financial instruments, including cash and cash equivalents, restricted cash, accounts receivable, accounts payable, and other
current assets and other liabilities approximate their fair value due to their short maturities. The fair value of acquisition-related contingent consideration is based
on estimated discounted future cash flows and periodic assessments of the probability of occurrence of potential future events. The valuation policies are
determined by the Chief Financial Officer and the Company’s Board of Directors is informed of any policy change.

Authoritative guidance defines fair value as the price that would be received to sell an asset or paid to transfer a liability (an exit price) in an orderly transaction
between market participants at the measurement date. The guidance establishes a hierarchy for inputs used in measuring fair value that maximizes the use of
observable inputs and minimizes the use of unobservable inputs by requiring that the most observable inputs be used when available. Observable inputs are
inputs that market participants would use in pricing the asset or liability developed based on market data obtained from sources independent of Aytu.
Unobservable inputs are inputs that reflect Aytu’s assumptions of what market participants would use in pricing the asset or liability developed based on the best
information available in the circumstances. The hierarchy is broken down into three levels based on reliability of the inputs as follows:

Level 1: Inputs that reflect unadjusted quoted prices in active markets that are accessible to Aytu for identical assets or liabilities;

Level 2: Inputs that include quoted prices for similar assets and liabilities in active or inactive markets or that are observable for the asset or liability either
directly or indirectly; and

Level 3: Unobservable inputs that are supported by little or no market activity.
Aytu’s assets and liabilities which are measured at fair value are classified in their entirety based on the lowest level of input that is significant to their fair value

measurement. Aytu’s policy is to recognize transfers in and/or out of fair value hierarchy as of the date in which the event or change in circumstances caused
the transfer. Aytu has consistently applied the valuation techniques discussed below in all periods presented.
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The following table presents Aytu’s financial liabilities that were accounted for at fair value on a recurring basis as of December 31, 2017, by level within the fair
value hierarchy.

Fair Value Measurements Using

Level 1 Level 2 Level 3 Total
December 31, 2017
LIABILITIES
Warrant derivative liability $ - $ - $ 3,300,000 $ 3,300,000
Contingent consideration $ - $ - $ 8,013,000 $ 8,013,000

June 30, 2017

LIABILITIES
Warrant derivative liability $ - $ - $ - $ -
Contingent consideration $ - 3 - 3 7,648,000 $ 7,648,000

The warrant derivative liability was valued using the lattice valuation methodology because that model embodies the relevant assumptions that address the
features underlying these instruments. The warrants related to the warrant derivative liability are not actively traded and are, therefore, classified as Level 3
liabilities. Significant assumptions in valuing the warrant derivative liability, based on estimates of the value of Aytu common stock and various factors regarding
the warrants, were as follows as of issuance and as of December 31, 2017:

December 31,

2017 At Issuance
Warrants:
Volatility 177.1% 188.0%
Equivalent term (years) 4.63 5.00
Risk-free interest rate 2.16% 1.83%
Dividend yield 0.00% 0.00%

The following table sets forth a reconciliation of changes in the fair value of the derivative financial liabilities classified as Level 3 in the fair value hierarchy:

Derivative
Instruments
Balance as of June 30, 2017 $ =
Warrant issuances 4,118,000
Change in fair value included in earnings (818,000)
Balance as of December 31, 2017 $ 3,300,000

We classify our contingent consideration liability in connection with the acquisition of ProstaScint, Natesto and Fiera within Level 3 as factors used to develop
the estimated fair value are unobservable inputs that are not supported by market activity. We estimate the fair value of our contingent consideration liability
based on projected payment dates, discount rates, probabilities of payment, and projected revenues. Projected contingent payment amounts are discounted
back to the current period using a discounted cash flow methodology. There was no change in the fair value of the contingent consideration during the period
ended December 31, 2017.

The following table sets forth a summary of changes in the contingent consideration for the period ended December 31, 2017:

Contingent
_Consideration_

Balance as of June 30, 2017 $ 7,648,000
Increase due to accretion 384,000
Decrease due to contractual payment (19,000)

Balance as of December 31, 2017 $ 8,013,000
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Note 6 — Commitments and Contingencies

Commitments and contingencies are described below and summarized by the following as of December 31, 2017:

Remaining
Total 2018 2019 2020 2021 2022 Thereafter
Prescription Database $ 1,071,000 $ 498,000 $ 573,000 $ - 3 - 3 - 3 -
Natesto 15,000,000 - - 2,500,000 5,000,000 - 7,500,000
Office Lease 318,000 72,000 111,000 108,000 27,000 - -
$ 16,389,000 $ 570,000 $ 684,000 $ 2,608,000 $ 5,027,000 $ - $ 7,500,000

Prescription Database

In May 2016, Aytu entered into an agreement with a vendor that will provide Aytu with prescription information. Aytu agreed to pay approximately $1.9 million
over three years for access to the database of prescriptions written for Natesto. The payments have been broken down into quarterly payments.

Natesto

In April 2016, the Company entered into an agreement with Acerus, whereby Aytu agreed to pay $8.0 million for the exclusive U.S. rights to Natesto (see Note
1). The first payment totaling $2.0 million was paid in April 2016, the second installment payment was paid in October 2016. The final payment totaling $4.0
million was paid in January 2017. Additionally, Aytu is required to make milestone payments to Acerus. The first milestone payment of $2.5 million must be paid
even if the milestone is not reached. As of the date of this report, Aytu anticipates making the second milestone payment of $5.0 million, along with the third
milestone payment of $7.5 million upon reaching the milestones.

Office Lease

In June 2015, Aytu entered into a 37-month operating lease for office space in Raleigh, North Carolina. This lease has initial base rent of $3,000 a month, with
total base rent over the term of the lease of approximately $112,000. In September 2015, the Company entered into a 37-month operating lease in Englewood,
Colorado. This lease has an initial base rent of $9,000 a month with a total base rent over the term of the lease of approximately $318,000. In October 2017, the
Company signed an amendment to the 37-month operating lease in Englewood, Colorado. The amendment extended the lease for an additional 24 months
beginning October 1, 2018. The base rent will remain at $9,000 a month. The Company recognizes rent expense on a straight-line basis over the term of each
lease. Differences between the straight-line net expenses on rent payments are classified as liabilities between current deferred rent and long-term deferred rent.
Rent expense for the respective periods was as follows:

Three Months Ended Six Months Ended
December 31, December 31,
2017 2016 2017 2016
Rent expense $ 35,000 $ 35,000 $ 70,000 $ 70,000

Note 7 — Common Stock
Capital Stock / Restricted Stock

At December 31, 2017 and June 30, 2017, Aytu had 4,894,638 and 824,831 common shares outstanding, respectively, and 1,900 and 0 preferred shares
outstanding, respectively. The Company has 100.0 million shares of common stock authorized with a par value of $0.0001 per share and 50.0 million shares of
preferred stock authorized with a par value of $0.0001 per share, of which 10,000 were designated Series A Convertible Preferred Stock. Included in the
common stock outstanding are 735,000 shares of restricted stock issued to executives, directors, employees and consultants.

On August 11, 2017, we entered into a Securities Purchase Agreement with various investors pursuant to which we agreed to sell Class A and Class B equity
units for gross proceeds of approximately $11.8 million. Class A units consist of one (1) share of common stock and a warrant to purchase one and one-half (1.5)
shares of common stock and were sold at a negotiated price of $3.00 per unit. Class B units consist of one (1) share of our newly created Series A Convertible
Preferred Stock (the “Series A Preferred Stock”) and warrants to purchase one and one-half (1.5) shares of common stock for each share of common stock into
which the Series A Preferred Stock is convertible and were sold at a negotiated price of $1,000.00 per unit to those purchasers who, together with their affiliates
and certain related parties, would beneficially own more than 9.99% of our outstanding common stock following the offering. These Series A Preferred stock
converts into common shares at $3.00 per common share, which when fully exercised will increase the common shares outstanding by 750,000 shares. The
offering was completed on August 15, 2017.
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In the offering, we issued an aggregate of 3,196,665 shares of our common stock, 2,250 shares of Series A Preferred Stock and warrants to purchase up to an
aggregate of 6,314,671 shares of our common stock, which included 394,669 warrants issued to the underwriters as compensation for the transaction.

We incurred certain expenses related to this transaction to attorneys and underwriters inclusive of a 9% cash fee and warrants to purchase 10% of the
aggregate number of shares issued in the transaction.

In connection with the closing of the financing, we terminated the Purchase Agreement, dated as of July 27, 2016, by and between us and Lincoln Park Capital
Fund, LLC. The termination was effective on August 16, 2017.

In September 2017, Aytu issued 200,000 shares of restricted stock to employees pursuant to the Aytu BioScience 2015 Stock Option and Incentive Plan, which
vest in September 2027. In November 2017, 3,000 of these restricted shares were cancelled. Also in November 2017, Aytu issued 495,000 shares of restricted
stock to executives, directors and consultants pursuant to the Aytu BioScience 2015 Stock Option and Incentive Plan, which vest in November 2027. The fair
value of the 695,000 shares of restricted stock was $1.4 million on the grant dates. The expense associated with the restricted shares granted will be
recognized using the straight-line method over the 10-year vesting period. The unrecognized expense related to these shares was $1,372,000 as of December
31, 2017. For the six months ended December 31, 2017, the compensation expense related to both grants was $26,000.

Aytu previously issued 43,000 shares of restricted stock outside the Aytu BioScience 2015 Stock Option and Inventive Plan, which vest in July 2026. The
unrecognized expense related to these shares was $1,912,000 as of December 31, 2017 and will be recognized over the 10-year vesting period. During the six
months ended December 31, 2017, the expense related to these awards was $78,000. During the quarter ended December 31, 2017, we modified 8,250 shares
of restricted stock for accelerated vesting and recognized a reduction in aggregate stock compensation expense of $36,000.

In September 2017, Aytu issued 3,018 shares of common stock in connection with the Nuelle earn-out (see Note 1). In October 2017, we made a $238,000
prepayment in Aytu common stock toward the revenue earn-out payment for fiscal 2018.

In October 2017, investors holding Aytu Series A Preferred shares exercised their right to convert 350 Aytu Series A Preferred shares into 116,666 shares of
Aytu common stock.

Note 8 — Equity Instruments
Options

On June 1, 2015, Aytu’s stockholders approved the Aytu BioScience 2015 Stock Option and Incentive Plan (the “2015 Plan”), which, as amended in July 2017,
provides for the award of stock options, stock appreciation rights, restricted stock and other equity awards for up to an aggregate of 3.0 million shares of
common stock. The shares of common stock underlying any awards that are forfeited, canceled, reacquired by Aytu prior to vesting, satisfied without any
issuance of stock, expire or are otherwise terminated (other than by exercise) under the 2015 Plan will be added back to the shares of common stock available
for issuance under the 2015 Plan. As of December 31, 2017, we have 2,271,205 shares that are available for grant under the 2015 Plan.

Pursuant to the 2015 Stock Plan, 3.0 million shares of the Company’s common stock, are reserved for issuance. The fair value of options granted has been
calculated using the Black-Scholes option pricing model. In order to calculate the fair value of the options, certain assumptions are made regarding components
of the model, including the estimated fair value of the underlying common stock, the risk-free interest rate, volatility, expected dividend yield and the expected
option life. Changes to the assumptions could cause significant adjustments to valuation. Aytu estimates the expected term of granted options based on the
average of the vesting term and the contractual term of the options. The risk-free interest rate is based on the U.S. Treasury yield in effect at the time of the
grant for treasury securities of similar maturity.

14




Stock option activity is as follows:

Weighted
Average
Weighted Remaining
Number of Average Contractual Life
Options Exercise Price in Years
Outstanding June 30, 2017 38,263 $ 16.31 8.40
Granted - $ R
Exercised - 8 -
Forfeited/Cancelled (1,468) $ 16.40
Outstanding December 31, 2017 36,795 $ 16.30 7.58
Exercisable at December 31, 2017 T~ 27031 $ 16.27 7.33

Stock-based compensation expense related to the fair value of stock options and restricted stock was included in the statements of operations as selling,
general and administrative expenses as set forth in the table below. Aytu determined the fair value of stock compensation as of the date of grant using the
Black-Scholes option pricing model and expenses the fair value ratably over the vesting period. The following table summarizes stock-based compensation
expense for the stock option and restricted stock issuances for the three and six months ended December 31, 2017 and 2016:

Three Months Ended Six Months Ended
December 31, December 31,

Selling, general and administrative: 2017 2016 2017 2016
Stock options $ 81,000 $ 381,000 $ 276,000 $ 1,425,000
Restricted Stock 32,000 82,000 104,000 157,000

Total share-based compensation expense $ 113,000 $ 463,000 $ 380,000 $ 1,582,000

As of December 31, 2017, there was $390,000 of total unrecognized share-based compensation expense related to non-vested stock options. The Company
expects to recognize this expense over a weighted-average period of 1.37 years.

Warrants

A summary of all warrants is as follows:

Weighted
Average
Weighted Remaining
Number of Average Contractual Life
Warrants Exercise Price in Years
Outstanding June 30, 2017 286,049 $ 50.29 4.23
Warrants issued in connection with the August 2017 private offering 5,920,002 $ 3.60
Warrants issued to underwriters in connection with the August 2017 private offering 394,669 $ 3.60
$ 5.62 4.61

Outstanding December 31, 2017 6,600,720

In connection with our August 2017 private offering, we issued warrants to purchase an aggregate of 6,314,671 shares of common stock at an exercise price of
$3.60 and a term of five years to investors and underwriters. These warrants are accounted for using derivative liability treatment (see Note 5).

All warrants issued in fiscal 2018 were valued using the lattice option pricing model. In order to calculate the fair value of the warrants, certain assumptions were
made, including the selling price or fair market value of the underlying common stock, risk-free interest rate, volatility, expected dividend yield, and contractual
life. Changes to the assumptions could cause significant adjustments to valuation. The Company estimated a volatility factor utilizing a weighted average of
comparable published betas of peer companies. The risk-free interest rate is based on the U.S. Treasury yield in effect at the time of the grant for treasury
securities of similar maturity.

Significant assumptions in valuing the warrants issued during the December 31, 2017 quarter are included in Note 5.
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Note 9 — Related Party Transactions
Executive Stock Purchases

Two Aytu executive officers, Joshua Disbrow and Jarrett Disbrow, participated in the August 2017 offering. Each officer purchased 83,333 units.

Services Agreement

In July 2015, Aytu entered into an agreement with Ampio, whereby Aytu agreed to pay Ampio a set amount per month for shared overhead, which included costs
related to a shared corporate staff and other miscellaneous overhead expenses. This agreement as amended in November 2015, April 2016, July 2016, January
2017 required a monthly payment of $12,000. This agreement was terminated in June 2017.

Sponsored Research Agreement

In June 2013, Luoxis entered into a sponsored research agreement with TRLLC, an entity controlled by Ampio’s director and Chief Scientific Officer, Dr. Bar-Or.
The agreement was amended in January 2015 and provided for Luoxis (now Aytu) to pay $6,000 per month to TRLLC in consideration for services related to
research and development of the Oxidation Reduction Potential platform. In March 2014, Luoxis also agreed to pay a sum of $615,000 which was being
amortized over the contractual term of 60.5 months and was divided between current and long-term on the balance sheet; as of September 2014, this amount
had been paid in full. This agreement was terminated in March 2017.

Note 10 — Segment Information
Aytu manages our Company and aggregates our operational and financial information in two reportable segments: Aytu and Aytu Women’s Health. The Aytu

segment consists of our core male urology products. The Aytu Women’s Health segment contains our women'’s health products. Select financial information for
these segments is as follows:

Three Months Ended Six Months Ended
December 31 December 31
2017 2016 2017 2016

Consolidated revenue:

Aytu $ 985,000 $ 794,000 $ 1,957,000 $ 1,492,000

Aytu Women's Health 66,000 - 171,000 -
Consolidated revenue $ 1,051,000 $ 794,000 $ 2,128,000 $ 1,492,000
Consolidated net loss:

Aytu $ (3,151,0000 $ (4,817,0000 $ (6,876,000) $ (10,542,000)

Aytu Women's Health (522,000) - (1,042,000) -
Consolidated net loss $ (3,673,0000 $ (4,817,0000 $ (7,918,000) $ (10,542,000)
Total consolidated assets:

Aytu $ 15842,000 $ 21,506,000 $ 15,842,000 $ 21,506,000

Aytu Women's Health 3,016,000 - 3,016,000 -
Total consolidated assets $ 18,858,000 $ 21,506,000 $ 18,858,000 $ 21,506,000
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Note 11 — Going Concern

As reflected in the accompanying balance sheet as of December 31, 2017, the Company had approximately $4.0 million in cash including approximately
$76,000 in restricted cash (that is expected to be released in fiscal year 2018). In addition, for the quarter ended December 31, 2017, and for the most recent
four quarters ended December 31, 2017, we used an average of $3.2 million of cash per quarter for operating activities. Looking forward, we expect cash used in
operating activities to be in the range of historical usage rates, therefore, indicating substantial doubt about the Company’s ability to continue as a going concern.
We expect to require a cash infusion during the fourth quarter of fiscal year 2018 to sustain operations.

With the expectation of continuing operating losses, the Company expects that its current cash resources will not be sufficient to sustain operations for a period
greater than one year from the date of this report. The ability of the Company to continue its operations is dependent on management's plans, which include
continuing to build on the historical growth trajectory of Natesto and accessing the capital markets through the sale of our securities. Based on our ability to raise
capital in the past as well as our continued growth, the Company believes additional financing will be available and will continue to be available to support current
level of operations for at least the next 12 months from the date of this report. There can be no assurance that such financing will be available or on terms which
are favorable to the Company. While management of the Company believes that it has a plan to fund ongoing operations, there is no assurance that its plan will
be successfully implemented or realized.

The accompanying financial statements have been prepared on a going concern basis, which contemplates the realization of assets and the satisfaction of
liabilities in the normal course of business. These financial statements do not include any adjustments relating to the recovery of the recorded assets or the
classification of the liabilities that might be necessary should the Company be unable to continue as a going concern.

Note 12 — Subsequent Events

On January 2, 2018, Aytu issued 75,000 restricted shares to one of its executive officers pursuant to his employment agreement. The shares are subject to

certain vesting conditions.
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ltem 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations.

This discussion should be read in conjunction with Aytu BioScience, Inc.’s Annual Report on Form 10-K for the year ended June 30, 2017, filed on August 31,
2017. The following discussion and analysis contains forward-looking statements that involve risks and uncertainties. Actual results could differ materially from
those projected in the forward-looking statements. For additional information regarding these risks and uncertainties, please see the risk factors included in
Aytu’s Form 10-K filed with the Securities and Exchange Commission on August 31, 2017.

Overview/recent events

We are a commercial-stage specialty life science company concentrating on developing and commercializing products with an initial focus on urological diseases
and conditions. We are currently focused on addressing significant medical needs in the areas of hypogonadism, male infertility, urological cancers and female
personal care.

As of the date of this Report, we have financed operations through a combination of private and public debt and equity financings including net proceeds from the
private placements of stock and convertible notes. Although it is difficult to predict our liquidity requirements, based upon our current operating plan, as of the
date of this Report, we believe we will have sufficient cash to meet our projected operating requirements into the fourth quarter of fiscal 2018, at which point we
anticipate the need for additional capital. See “Liquidity and Capital Resources.”

We have recently begun to generate material revenues from the commercialization of our products. We recognized approximately $1.1 million and $2.1 million in
revenue from Natesto, ProstaScint, MIOXSYS and Fiera sales during the three and six months ended December 31, 2017. We have incurred accumulated net
losses since our inception, and at December 31, 2017, we had an accumulated deficit of $77.0 million. Our net loss was $3.7 million and $7.9 million for the three
and six months ended December 31, 2017 and we used $7.3 million of cash in operating activities during the six months ended December 31, 2017.

ACCOUNTING POLICIES
Significant Accounting Policies and Estimates

Our consolidated financial statements have been prepared in accordance with accounting principles generally accepted in the United States of America. The
preparation of the consolidated financial statements requires management to make estimates and assumptions that affect the reported amounts of assets and
liabilities at the date of the consolidated financial statements, and the reported amounts of expenses during the reporting period. On an on-going basis,
management evaluates its estimates and judgments, including those related to recoverability and useful lives of long-lived assets, stock compensation, valuation
of derivative instruments, allowances and contingencies. Management bases its estimates and judgments on historical experience and on various other factors
that are believed to be reasonable under the circumstances, the results of which form the basis for making judgments about the carrying value of assets and
liabilities that are not readily apparent from other sources. Actual results may differ from these estimates under different assumptions or conditions. The
methods, estimates, and judgments used by us in applying these critical accounting policies have a significant impact on the results we report in our consolidated
financial statements. Our significant accounting policies and estimates are included in our Annual Report on Form 10-K for the fiscal year ended June 30, 2017,
filed with the SEC on August 31, 2017.
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Information regarding our accounting policies and estimates can be found in the Notes to the consolidated Financial Statements.
Newly Issued Accounting Pronouncements

Information regarding the recently issued accounting standards (adopted and pending adoption as of December 31, 2017) is combined in Note 1 to the
consolidated financial statements.

RESULTS OF OPERATIONS
Results of Operations — December 31, 2017 Compared to December 31, 2016

Results of operations for the three months ended December 31, 2017 and the three months ended December 31, 2016 reflected losses of approximately $3.7
million and $4.8 million, respectively. These losses include, in part, non-cash charges related to stock-based compensation, depreciation, amortization and
accretion, issuance of restricted stock, unrealized gain on investment, and derivative income, in the amount of $256,000 for the three months ended December
31, 2017 and $1.6 million for the three months ended December 31, 2016, respectively. The non-cash charges decreased in the three months ended 2017
primarily due to the decrease in stock-compensation expense and amortization and impairment expenses.

Results of operations for the six months ended December 31, 2017 and the six months ended December 31, 2016 reflected losses of approximately $7.9 million
and $10.5 million, respectively. These losses include in part non-cash charges related to stock-based compensation, depreciation, amortization and accretion,
compensation through issuance of stock, issuance of warrants to initial investors, and amortization of prepaid research and development offset by an unrealized
gain on investment and warrant derivative income in the amount of $877,000 for the six months ended December 31, 2017 and $4.0 million for the six months
ended December 31, 2016, respectively. The non-cash charges decreased in the six months ended 2017 primarily due to decrease in stock-compensation
expense and depreciation, amortization and accretion expense.

Revenue

Product revenue

We recognized net revenue from product sales of $1.1 million and $794,000 for the three months ended December 31, 2017 and 2016, respectively. We
recognized net revenue from product sales of $2.1 million and $1.5 million for the six months ended December 31, 2017 and 2016, respectively. Our product
portfolio includes Natesto, ProstaScint, Primsol, Fiera, and the MiOXSYS and RedoxSYS Systems, but the majority of our revenue comes from Natesto sales.
Revenue from Natesto increased 429% in the second quarter of fiscal 2018 compared to the same quarter in fiscal 2017, and increased 281% for the six months
ended December 31, 2017 compared to the six months ended December 31, 2016.
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As is customary in the pharmaceutical industry, our gross product sales are subject to a variety of deductions in arriving at reported net product sales. Provisions
for these deductions are recorded concurrently with the recognition of gross product revenue and include discounts, chargebacks, distributor fees, processing
fees, as well as allowances for returns and Medicaid rebates. Provision deductions relating to estimated amounts payable to direct customers are netted against
accounts receivable and balances relating to indirect customers are included in accounts payable and accrued liabilities. The provisions recorded to reduce gross
product sales to net product sales are as follows:

Three Months Ended

December 31, Six Months Ended December 31,

2017 2016 2017 2016
Gross product revenue $ 2,028,000 $ 1,358,000 $ 4,272,000 $ 2,284,000
Provisions to reduce gross product sales to net product sales (977,000) (564,000) (2,144,000) (792,000)
Net product revenue $ 1,051,000 $ 794,000 $ 2,128,000 $ 1,492,000
Percentage of gross sales to net sales 51.8% 58.5% 49.8% 65.3%
Expenses
Cost of Sales

The cost of sales of $385,000 and $551,000 recognized for the three months ended December 31, 2017 and 2016, respectively, and the cost of sales of
$673,000 and $743,000 recognized for the six months ended December 31, 2017 and 2016, respectively are related to Natesto, ProstaScint, Primsol, Fiera and
the MiIOXSYS and RedoxSYS Systems. We expect cost of sales to increase in the fiscal year 2018 due to and in line with growth in revenue from product sales.

Research and Development
Research and development costs consist of clinical trials and sponsored research, manufacturing transfer expense, sponsored research — related party and
consultants and other. These costs relate solely to research and development without an allocation of general and administrative expenses and are summarized

as follows:

Three Months Ended

December 31, Six Months Ended December 31,

2017 2016 2017 2016
Clinical trials and sponsored research $ (278,000) $ 262,000 $ (139,000) $ 493,000
Sponsored research - related party - 48,000 - 96,000
Consultants and other 1,000 1,000 2,000 2,000
$ (277,0000 $ 311,000 $ (137,000) $ 591,000

Comparison of Three and Six Months Ended December 31, 2017 and 2016

Research and development expenses decreased $588,000, or 189.1%, for the three months ended December 31, 2017 compared to the three months ended
December 31, 2016. Research and development expenses decreased $727,000, or 123.0%, for the six months ended December 31, 2017 compared to the six
months ended December 31, 2016. The decline was due primarily to switching our focus and resource commitment to our commercial products; as well as our
decision to discontinue sales of ProstaScint mid-fiscal 2019 upon expiration of the product, for which we reversed a previously accrued liability in the amount of
$398,000. We anticipate research and development expense to decrease in fiscal 2018 as compared to fiscal 2017 as we continue to focus on our commercial
products.
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Selling, General and Administrative

Selling, general and administrative expenses consist of labor costs, including personnel costs for employees in executive, commercial, business development
and operational functions; stock-based compensation; patents and intellectual property; professional fees including legal, auditing, accounting, investor relations,
shareholder expense and printing and filing of SEC reports; occupancy, travel and other expenses including rent, governmental and regulatory compliance,
insurance, and professional subscriptions; and directors fees. These costs are summarized as follows:

Three Months Ended

December 31, Six Months Ended December 31,
2017 2016 2017 2016

Labor $ 2,371,000 $ 1,775,000 $ 4,772,000 $ 4,030,000
Stock-based compensation 112,000 463,000 379,000 1,582,000
Patent costs 107,000 29,000 235,000 55,000
Professional fees 312,000 248,000 731,000 510,000
Occupancy, travel and other 1,611,000 1,087,000 2,975,000 3,090,000
Directors Fees 40,000 40,000 80,000 80,000
Management fee - related party - 51,000 - 102,000

$ 4,553,000 $ 3,693,000 $ 9,172,000 $ 9,449,000

Comparison of Three and Six Months Ended December 31, 2017 and 2016

Selling, general and administrative costs increased $860,000, or 23.3%, for the three months ended December 31, 2017, compared to the three months ended
December 31, 2016. General and administrative costs decreased $277,000 or 2.9%, for the six months ended December 31, 2017 compared to the six months
ended December 31, 2016. The primary increase was in labor cost, and occupancy, travel and other which was related to the increase in commercial
department staffing during the six months ended December 31, 2017 as compared to the six months ended December 31, 2016. We expect selling, general and
administrative expenses to be approximately flat for the remainder of fiscal 2018.

Amortization of Intangible Assets

Amortization of intangible assets was $384,000 and $437,000 for the three months ended December 31, 2017, compared to the three months ended December
31, 2016. Amortization of intangible assets was $770,000 and $874,000 for the six months ended December 31, 2017 compared to the six months ended
December 31, 2016. This expense decreased due to the impairment of the ProstaScint assets in fiscal 2017, and the corresponding amortization of its finite-

lived intangible assets. We expect this expense to remain flat for the remainder of 2018.

Net Cash Used in Operating Activities

During the six months ended December 31, 2017, our operating activities used $7.3 million in cash, which was less than the reported net loss of $7.9 million.
Our cash use was lower than our reported net loss due to an increase in accounts payable and accrued compensation expense, with the recognition of non-
cash expenses such as depreciation, amortization and accretion, and stock-based compensation. These were offset by derivative income, an increase in
accounts receivable and prepaid expenses, and a decrease in accrued liabilities.

During the six months ended December 31, 2016, our operating activities used $8.2 million in cash which was less than the net loss of $10.5 million, primarily as
a result of the non-cash depreciation, amortization and accretion and stock-based compensation expenses offset by an increase in accounts receivable, a
decrease in accounts payable and accrued liabilities, and accrued compensation.

Net Cash Used in Investing Activities

During the six months ended December 31, 2017, we used $12,000 in investing activities to purchase fixed assets.

During the six months ended December 31, 2016, we used cash in investing activities of $2.8 million, $45,000 of which was used to purchase fixed assets,
$750,000 of which was paid as the second and third installments towards the Primsol asset and $2.0 million of which was paid as the second installment
payment of our Natesto licensing agreement.

Net Cash from Financing Activities

Net cash provided by financing activities in the six months ended December 31, 2017 of $10.4 million was primarily related to the private offering of $11.8
million, offset by the offering cost of $1.4 million which was paid in cash.

Net cash provided by financing activities in the six months ended December 31, 2016 of $8.2 million was primarily related to the registered offering of $8.6
million, offset by the cash offering cost of $998,000 and common stock issuance of $631,000 offset by the issuance costs of $24,000 paid to Lincoln Park.
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Liquidity and Capital Resources

We are a relatively young company with substantial revenue growth expectations as demonstrated by the nearly 32% year-over-year revenue growth for the
three months ended December 31, 2017. Our primary activities are focused on commercializing our approved product portfolio, including Natesto, building our
commercial infrastructure, improving access to payor formularies and improving the effectiveness and reach of our sales force. As of December 31, 2017, we
had cash, cash equivalents and restricted cash totaling $4.0 million and other current assets with an aggregate balance of $3.8 million available to fund our
operations, offset by an aggregate of $3.7 million in accounts payable and accrued liabilities.

Based on our existing cash and current asset balance and considering our trend of increasing revenue and the sequential decline in cash used by operations, we
believe we have sufficient resources to fund our operations into the fourth quarter of fiscal 2018. We believe that our sales will continue to grow and that our
efforts and programs designed to reduce discounting of Natesto will combine to reduce the rate of cash use. We expect to maintain research and development
and selling, general and administrative costs, at levels comparable to the quarter ended December 31, 2017. With these assumptions, we believe that we have
sufficient cash resources to fund operations for several months, after which time we expect to require additional new capital. We will seek to raise additional
capital at such time as we conclude that capital is available on terms that we consider to be in the best interests of our Company and our stockholders. If we
cannot raise adequate additional capital in the future when we require it, we could be required to delay, reduce the scope of, or eliminate one or more of our
commercialization efforts or our research and development programs. We also may be required to relinquish greater or all rights to product candidates at less
favorable terms than we would otherwise choose. This may lead to impairment or other charges, which could materially affect our balance sheet and operating
results. However, since our common stock became listed on the NASDAQ stock market in October 2017, the universe of investors whose investment charters
allow for an investment in us has increased. Additionally, due to recent announcements by an FDA advisory committee voting against allowing new product
entries in the TRT market in which Natesto competes, we believe investor interest in us will increase. As a result of these recent developments, and considering
the increase in trading volume in our common stock over the past 60 days, we believe that more investors may be interested in owning our securities (see Note
11).

Off Balance Sheet Arrangements

We do not have off-balance sheet arrangements, financings, or other relationships with unconsolidated entities or other persons, also known as “variable interest
entities.”

Item 3. Quantitative and Qualitative Disclosures About Market Risk.

We are not currently exposed to material market risk arising from financial instruments, changes in interest rates or commodity prices, or fluctuations in foreign
currencies. We have not identified a need to hedge against any of the foregoing risks and therefore currently engages in no hedging activities.

Item 4. Controls and Procedures.

As of the end of the period covered by this Quarterly Report on Form 10-Q, an evaluation was carried out by our management, with the participation of the Chief
Executive Officer and Chief Financial Officer, of the effectiveness of our disclosure controls and procedures, as defined in Rule 13a-15(e) and 15d-15(e) under
the Securities Exchange Act of 1934, as amended, or the Exchange Act. Based on such evaluation, the Chief Executive Officer and Chief Financial Officer
concluded that our disclosure controls and procedures are effective to ensure that information required to be disclosed in the reports we file or submit under the
Exchange Act is recorded, processed, summarized and reported within the time periods specified in the SEC’s rules and forms, and are operating in an effective
manner.

Changes in Internal Control over Financial Reporting

There were no changes in our internal controls over financial reporting that occurred during the last fiscal quarter that has materially affected, or is reasonably
likely to materially affect, our internal control over financial reporting.
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PART Il. OTHER INFORMATION
Item 1. Legal Proceedings.
We are currently not a party to any material pending legal proceedings, whether routine or non-routine.
Item 1A.  Risk Factors.

Except as set forth below, there have been no material changes to the discussion of risk factors included in our most recent Annual Report on Form 10-K, as
amended.

ltem 2. Unregistered Sales of Securities and Use of Proceeds.
None.

Item 3. Defaults Upon Senior Securities.

None.

Item 4. Mine Safety Disclosures.

None.

Item 5. Other Information.

None.

Item 6. Exhibits.

Exhibit

Number Description

31.1 Certificate of Chief Executive Officer pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.

31.2 Certificate of Chief Financial Officer pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.

32.1 Certificate of Chief Executive Officer and Chief Financial Officer pursuant to Section 906 of the Sarbanes-Oxley Act of 2002*.

101 XBRL (eXtensible Business Reporting Language). The following materials from Aytu BioScience, Inc.’s Quarterly Report on Form 10-Q for the

quarter ended December 31, 2017 formatted in XBRL: (i) the Consolidated Balance Sheet, (ii) the Consolidated Statement of Operations, (iii)
the Consolidated Statement of Stockholders’ Equity (Deficit), (iv) the Consolidated Statement of Cash Flows, and (v) the Consolidated Notes to
the Financial Statements.

The certification attached as Exhibit 32.1 accompanying this Quarterly Report on Form 10-Q pursuant to 18 U.S.C. Section 1350, as adopted pursuant to

Section 906 of the Sarbanes-Oxley Act of 2002, shall not be deemed “filed” by the Registrant for purposes of Section 18 of the Securities Exchange Act of
1934, as amended.
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SIGNATURES

Pursuant to the requirements of the Securities and Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the
undersigned thereunto duly authorized.

AYTU BIOSCIENCE, INC.

By: /s/Joshua R. Disbrow

Joshua R. Disbrow
Chief Executive Officer
Date: February 8, 2018

By: /s/ David A. Green

David A. Green
Chief Financial Officer
Date: February 8, 2018

24




Exhibit 31.1

AYTU BIOSCIENCE, INC.
Certification by Chief Executive Officer
Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002

I, Joshua R. Disbrow, certify that:

1.

| have reviewed this report on Form 10-Q of Aytu BioScience, Inc.;

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;

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;

The registrant’s other certifying officer and | 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 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 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.

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

a) All significant deficiencies or 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: February 8, 2018 /s/ Joshua R. Disbrow

By: Joshua R. Disbrow
Title: Chief Executive Officer



Exhibit 31.2

AYTU BIOSCIENCE, INC.
Certification by Chief Financial Officer
Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002

1, David A Green, certify that:

1.

| have reviewed this report on Form 10-Q of Aytu BioScience, Inc.;

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;

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;

The registrant’s other certifying officer and | 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 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 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.

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

a) All significant deficiencies or 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: February 8, 2018 /s/ David A. Green

By: David A. Green
Title: Chief Financial Officer



Exhibit 32.1

AYTU BIOSCIENCE, INC.
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 filing of the quarterly report on Form 10-Q for the quarter ended December 31, 2017 (the “Report”) by Aytu BioScience, Inc. (the
“Company”), each of the undersigned hereby certifies 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.
Dated: February 8, 2018 /s/ Joshua R. Disbrow

Joshua R. Disbrow
Chief Executive Officer

Dated: February 8, 2018 /s/ David A. Green
David A. Green

Chief Financial Officer




