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NOTICE OF ANNUAL MEETING OF STOCKHOLDERS

 
To Be Held on June 19, 2018

 
Dear Stockholder:
 

You are cordially invited to attend the 2018 Annual Meeting of Stockholders of XBiotech Inc., a British Colombia corporation (the “Company”). The
meeting will be held on Monday, June 19, 2018 at 10:00 a.m. local time at the Company’s principal executive offices located at 5217 Winnebago Lane,
Austin, TX 78744 for the following purposes:

 
1. To elect the four nominees for director named herein to serve until the next annual meeting and their successors are duly elected and qualified.

 
2. To ratify the selection by the Audit Committee of the Board of Directors of Ernst & Young LLP as the independent registered public accounting

firm of the Company for its fiscal year ending 2018.
 

3. To conduct any other business properly brought before the meeting.
 

These items of business are more fully described in the Proxy Statement accompanying this notice.
 

The record date for the annual meeting is April 20, 2018. Only stockholders of record at the close of business on that date may vote at the meeting or
any adjournment thereof.

 
   
 Important Notice Regarding the Availability of Proxy Materials for the Stockholders’ Meeting to Be Held on June 19, 2018 at 10:00 a.m.

local time at the Company’s offices located at 5217 Winnebago Lane, Austin, TX 78744:
 

   
 The proxy statement and annual report to stockholders are available at www.proxydocs.com/xbit.  
   

 
 
 By Order of the Board of Directors
  
 

 John Simard
 President, CEO and Chairman
 
Austin, Texas
April 30, 2018
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PROXY STATEMENT

FOR THE 2018 ANNUAL MEETING OF STOCKHOLDERS
 

To be held on June 19, 2018
 

QUESTIONS AND ANSWERS ABOUT THESE PROXY MATERIALS AND VOTING
 

Why did I receive a notice regarding the availability of proxy materials on the internet, rather than a full set of proxy materials?
 
Pursuant to rules adopted by the Securities and Exchange Commission (the “SEC”), we have elected to provide access to our proxy materials over the
internet. Accordingly, we have sent you a Notice of Internet Availability of Proxy Materials (a “Notice”) because the Board of Directors (sometimes
referred to as the “Board”) of XBiotech Inc. (sometimes referred to as “we,” “us,” the “Company” or “XBiotech”) is soliciting your proxy to vote at our
2018 Annual Meeting of Stockholders, including at any adjournments or postponements of the meeting. All stockholders will have the ability to access the
proxy materials on the website referred to in the Notice or request to receive a printed set of the proxy materials.
Instructions on how to access the proxy materials over the internet or to request a printed copy may be found in the Notice.

The Notice was first mailed to our stockholders of record entitled to vote at the annual meeting on April 27, 2018.

How do I attend the annual meeting?
 

The meeting will be held on Tuesday, June 19, 2018 at 10:00 a.m. local time at 5217 Winnebago Lane, Austin, TX 78744. Directions to the annual meeting
may be found at www.xbiotech.com. Information on how to vote in person at the annual meeting is discussed below. In person attendees must present their
proxy card in order to attend the meeting.

 
Who can vote at the annual meeting?
 

Only stockholders of record at the close of business on April 20, 2018 will be entitled to vote at the annual meeting. On this record date, there were
35,519,770 shares of common stock outstanding and entitled to vote.

 
Stockholder of Record: Shares Registered in Your Name
 
If on April 20, 2018 your shares were registered directly in your name with the Company’s transfer agent, American Stock Transfer & Trust Company, then
you are a stockholder of record. As a stockholder of record, you may vote in person at the meeting or vote by proxy. Whether or not you plan to attend the
meeting, we urge you to vote by proxy to ensure your vote is counted.

 
Beneficial Owner: Shares Registered in the Name of a Broker or Bank
 
If on April 20, 2018 your shares were held, not in your name, but rather in an account at a brokerage firm, bank, dealer or other similar organization, then
you are the beneficial owner of shares held in “street name” and received a Notice from that organization. The organization holding your account is
considered to be the stockholder of record for purposes of voting at the annual meeting. As a beneficial owner, you have the right to direct your broker or
other agent regarding how to vote the shares in your account. You are also invited to attend the annual meeting. However, since you are not the stockholder
of record, you may not vote your shares in person at the meeting unless you request and obtain a valid proxy from your broker or other agent.

 
What am I voting on?
 

There are two matters scheduled for a vote:
 

• Election of the four nominees for director named herein; and
 

• Ratification of the selection by the Audit Committee of the Board of Directors of Ernst & Young LLP as the independent registered public
accounting firm of the Company for its fiscal year ending 2018.
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What if another matter is properly brought before the meeting?
 

The Board of Directors knows of no other matters that will be presented for consideration at the annual meeting. If any other matters are properly brought
before the meeting, it is the intention of the persons named in the proxy to vote on those matters in accordance with their best judgment.

 
How do I vote?
 

You may either vote “For” all the nominees to the Board of Directors or you may “Withhold” your vote for any nominee you specify. For Proposal 2, you
may vote “For” or “Against” or abstain from voting.

 
The procedures for voting are fairly simple:

 
Stockholder of Record: Shares Registered in Your Name
 
If you are a stockholder of record, you may vote in person at the annual meeting, by proxy over the telephone, by proxy through the internet, or by proxy
using a proxy card that you may request. Whether or not you plan to attend the meeting, we urge you to vote by proxy to ensure your vote is counted. You
may still attend the meeting and vote in person even if you have already voted by proxy.
 

• To vote using a proxy card that may be delivered to you at a later time, simply complete, sign and date the proxy card and return it promptly in
the envelope provided. If you return your signed proxy card to us before the annual meeting, we will vote your shares as you direct.

 
• To vote over the telephone, dial toll-free 1-866-243-5061 using a touch-tone phone and follow the recorded instructions. You will be asked to

provide the company number and control number from the Notice. Your vote must be received by 11:59 p.m. Eastern Time on June 18, 2018
to be counted.

 
• To vote through the internet, go to www.proxypush.com/xbit to complete an electronic proxy card. You will be asked to provide the company

number and control number from the Notice. Your vote must be received by 11:59 p.m. Eastern Time on June 18, 2018 to be counted.
 

• To vote in person, come to the annual meeting (you must present your proxy card to attend) and we will give you a ballot when you arrive.
 

Beneficial Owner: Shares Registered in the Name of Broker or Bank
 
If you are a beneficial owner of shares registered in the name of your broker, bank, or other agent, you should have received a Notice containing voting
instructions from that organization rather than from XBiotech. Simply follow the instructions in the Notice to ensure that your vote is counted. To vote in
person at the annual meeting, you must obtain a valid proxy from your broker, bank or other agent. Follow the instructions from your broker or bank
included with these proxy materials, or contact your broker or bank to request a proxy form.

 
How many votes do I have?

 
On each matter to be voted upon, you have one vote for each share of common stock you own as of April 20, 2018.

 
What happens if I do not vote?

 
Stockholder of Record: Shares Registered in Your Name
 
If you are a stockholder of record and do not vote by completing a proxy card, or by telephone, through the internet, or in person at the annual meeting,
your shares will not be voted.
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Beneficial Owner: Shares Registered in the Name of Broker or Bank
 
If you are a beneficial owner and do not instruct your broker, bank, or other agent how to vote your shares, the question of whether your broker or nominee
will still be able to vote your shares depends on whether the particular proposal is considered to be a routine matter under applicable rules. Brokers and
nominees can use their discretion to vote uninstructed shares with respect to matters that are considered to be routine under applicable rules, but not with
respect to non-routine matters. Under applicable rules and interpretations, non-routine matters are matters that may substantially affect the rights or
privileges of stockholders, such as mergers, stockholder proposals, elections of directors (even if not contested), executive compensation (including any
advisory stockholder votes on executive compensation and on the frequency of stockholder votes on executive compensation), and certain corporate
governance proposals, even if management-supported. Routine matters, on which a broker or other nominee is generally empowered to vote, include
ratification of the appointment of an independent registered public accounting firm. Accordingly, your broker or nominee may not vote your shares on
Proposal 1, without your instructions, but may vote your shares on Proposal 2.

 
What if I return a proxy card or otherwise vote but do not make specific choices?

 
If you return a signed and dated proxy card or otherwise vote without marking voting selections, your shares will be voted, as applicable, “For” the election
of all four nominees for director and “For” ratification of the selection by the Audit Committee of the Board of Ernst & Young LLP as the independent
registered public accounting firm of the Company for its fiscal year ending 2018. If any other matter is properly presented at the meeting, your proxyholder
(one of the individuals named on your proxy card) will vote your shares using his or her best judgment.

 
Who is paying for this proxy solicitation?

 
The Company anticipates first mailing definitive copies of this proxy statement on or about May 2, 2018. XBiotech Inc. is asking for your proxy and will pay all of the costs
associated with asking for stockholders’ proxies for the 2018 Annual Meeting. In addition to the use of the mail, proxies may be solicited by the Directors, officers and
employees of XBiotech Inc. by personal interview, telephone or otherwise. Directors, officers and employees will not be additionally compensated, but may be reimbursed
for out-of-pocket expenses in connection with solicitation. Arrangements also will be made with brokerage houses and other custodians, nominees and fiduciaries for the
forwarding of solicitation material to Street Name Holders, and XBiotech Inc. will reimburse custodians, nominees and fiduciaries for reasonable out-of-pocket expenses in
connection with the forwarding of solicitation material.

 
What does it mean if I receive more than one set of proxy materials?

 
If you receive more than one set of proxy materials, your shares may be registered in more than one name or in different accounts. Please follow the voting
instructions on each of the proxy cards in the proxy materials to ensure that all of your shares are voted.

 
Can I change my vote after submitting my proxy?

 
Yes. You can revoke your proxy at any time before the final vote at the meeting.
 

Stockholder of Record: Shares Registered in Your Name
 

If you are the record holder of your shares, you may revoke your proxy in any one of the following ways:
 
• You may submit a properly completed proxy card with a later date.

 
• You may grant a subsequent proxy by telephone or through the internet.

 
• You may send a timely written notice that you are revoking your proxy to XBiotech’s Secretary at 8201 E. Riverside Dr. Bldg. 4, Ste. 100 Austin,

TX 78744.
 

• You may attend the annual meeting and vote in person. Simply attending the meeting will not, by itself, revoke your proxy.
 

Your most current proxy card or telephone or internet proxy is the one that is counted.
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Beneficial Owner: Shares Registered in the Name of Broker or Bank
 
If your shares are held by your broker or bank as a nominee or agent, you should follow the instructions provided by your broker or bank in order to change
your vote.

 
When are stockholder proposals and director nominations due for next year’s annual meeting?

 
To be considered for inclusion in the Company’s proxy materials for next year’s annual meeting of stockholders, your proposal must be submitted in writing
by March 19, 2019, to the attention of the Secretary of XBiotech Inc. at 8201 E. Riverside Dr. Bldg. 4, Ste. 100 Austin, TX 78744. If you wish to submit a
director nomination at the meeting notice to us must be made not less than 30 or more than 65 days prior to the date of the annual meeting; provided,
however, that if the annual meeting is to be held on a date that is less than 50 days after the date on which the first public announcement of the date of the
annual meeting was made, notice may be made not later than the close of business on the 10th day following such public announcement. You are also
advised to review the Company’s Articles, which contain additional requirements about advance notice of stockholder proposals and director nominations.

 
How are votes counted?

 
Votes will be counted by the inspector of election appointed for the meeting, who will separately count, for the proposal to elect directors, votes “For,”
“Withhold” and broker non-votes; and, for the proposal to ratify the Audit Committee’s selection of Ernst & Young LLP as our independent public
accounting firm, votes “For” and “Against,” abstentions and broker non-votes. Abstentions will be counted towards the vote total for Proposal 2 and will
have the same effect as “Against” votes. Broker non-votes have no effect and will not be counted towards the vote total for any proposal.

 
What are “broker non-votes”?

 
As discussed above, when a beneficial owner of shares held in “street name” does not give instructions to the broker or nominee holding the shares as
to how to vote on matters deemed to be non-routine under applicable rules, the broker or nominee may not vote the shares. These unvoted shares are
counted as “broker non-votes.”

 
How many votes are needed to approve each proposal?
 
 • For Proposal 1, the election of directors, the four nominees receiving the most “For” votes from the holders of shares present in person or represented

by proxy and entitled to vote on the election of directors will be elected. Only votes “For” or “Withheld” will affect the outcome.
   
 • To be approved, Proposal 2 ratifying the selection by the Audit Committee of the Board of Directors of Ernst & Young LLP as the independent

registered public accounting firm of the Company for its fiscal year ending 2018 must receive “For” votes from the holders of a majority of shares
present and entitled to vote either in person or represented by proxy. If you mark your proxy to “Abstain” from voting, it will have the same effect as
an “Against” vote.

 
What is the quorum requirement?

 
A quorum of stockholders is necessary to hold a valid meeting. A quorum will be present if stockholders holding at least one-third of the outstanding shares
entitled to vote are present at the meeting in person or represented by proxy. On the record date, there were 35,519,770 shares outstanding and entitled to
vote. Thus, the holders of 11,839,923 shares must be present in person or represented by proxy at the meeting to have a quorum.

 
Your shares will be counted towards the quorum only if you submit a valid proxy (or one is submitted on your behalf by your broker, bank or other
nominee) or if you vote in person at the meeting. Abstentions and broker non-votes will be counted towards the quorum requirement. If there is no quorum,
the holders of a majority of shares present at the meeting in person or represented by proxy may adjourn the meeting to another date.
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How can I find out the results of the voting at the annual meeting?

 
Preliminary voting results will be announced at the annual meeting. In addition, final voting results will be published in a current report on Form 8-K that
we expect to file within four business days after the annual meeting. If final voting results are not available to us in time to file a Form 8-K within four
business days after the meeting, we intend to file a Form 8-K to publish preliminary results and, within four business days after the final results are known
to us, file an additional Form 8-K to publish the final results.

 
What proxy materials are available on the internet?

 
The proxy statement, Form 10-K and annual report to stockholders are available at www.proxydocs.com/xbit.
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PROPOSAL 1

 
ELECTION OF DIRECTORS

 
Our Board of Directors currently consists of four directors. There are four nominees for director this year, consisting of our incumbent directors.

Proxies may not be voted for a greater number of persons than the number of nominees named in this proxy statement. Each director to be elected and
qualified will hold office until the next annual meeting of stockholders and until his or her successor is elected, or, if sooner, until the director’s death,
resignation or removal. All of the nominees listed below are currently directors of the Company. Directors are elected by a plurality of the votes of the
holders of shares present in person or represented by proxy and entitled to vote on the election of directors. The four nominees receiving the highest
number of affirmative votes will be elected. It is the Company’s policy to invite nominees for directors to attend the annual meeting. All of the Company’s
current directors at the time of the 2017 Annual General Meeting were in attendance.

 
Nominees

 
The Nominating and Corporate Governance Committee seeks to assemble a Board that, as a whole, possesses the appropriate balance of professional and
industry knowledge, financial expertise and high-level management experience necessary to oversee and direct the Company’s business. To that end, the
Nominating and Corporate Governance Committee has identified and evaluated nominees in the broader context of the Board’s overall composition, with
the goal of recruiting members who complement and strengthen the skills of other members and who also exhibit integrity, collegiality, sound business
judgment and other qualities that the Nominating and Corporate Governance Committee views as critical to effective functioning of the Board. The brief
biographies below include information, as of the date of this proxy statement, regarding the specific and particular experience, qualifications, attributes or
skills of each director or nominee that led the Nominating and Corporate Governance Committee to conclude that the person should serve as a director as of
the date of this proxy statement. However, each of the members of the Nominating and Corporate Governance Committee may have a variety of reasons
why he or she believes a particular person would be an appropriate nominee or director for the Board, and these views may differ from the views of other
members.

 
Name Age Position Held With the Company
John Simard 55 Founder, President, Chief Executive Officer & Chairman
W. Thorpe McKenzie 70 Director
Jan-Paul Waldin 69 Director
Donald MacAdam 71 Director
 

John Simard Chairman of the Board, founded XBiotech Inc. in 2005 and has served as its President and Chief Executive Officer and Chairman of the
Board since that time. Prior to XBiotech, he was founder and Chief Executive Officer of CTL ImmunoTherapies Corp., a developer of therapeutic vaccines
to treat cancer and chronic infectious disease; he also founded of AlleCure Corp., of Valencia, California, a developer of allergy treatments and immune
modulating therapies. In 2001, AlleCure and CTL ImmunoTherapies merged to form MannKind Corp., where Mr. Simard served as Corporate Vice
President and board member. Mr. Simard holds a degree in Biochemistry from the University of Saskatchewan and attended graduate studies in Medical
Biophysics/Immunology at the University of Toronto. He has over 140 issued and pending patents related to cancer therapy, therapeutic vaccines and
therapeutic antibodies, as well as substantial peer-reviewed scientific publications and the textbook “Immune Response Genes.”

 
Our Board of Directors believes that Mr. Simard’s qualifications to serve as a director include his extensive executive leadership experience, his role as

founder of the company, his many years of service on our Board of Directors and as our Chief Executive Officer, and extensive knowledge of our company
and industry

 
Donald H. MacAdam has served on our Board of Directors since March 2018. Donald H. MacAdam is a technology executive with extensive public

and private company experience. He is a currently a director of Hammond Power Solutions (TSE:HPS.A) and was formerly CEO of MBVax Bioscience,
director of CTL Immunotherapies, CEO of Tm Bioscience (TSE), president of CRS Robotics (TSE), and CEO of L.A. Varah Ltd. (TSE). He is the inventor
of several patents and the author of three books: Startup to IPO, Spontaneous Regression Cancer and the Immune System, and The Resonance Model.
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Mr. MacAdam was selected to serve on our Board of Directors based on his extensive experience in the pharmaceutical industry and scientific

knowledge. Mr. MacAdam brings to the board his core business and leadership skills as well as his public company director experience. Mr. MacAdam was
elected to serve as Chairman of the Compensation Committee.

 
W. Thorpe McKenzie has served on our Board of Directors since February 2009. Mr. McKenzie served as Managing Director of Pointer Management

Company, Chattanooga, Tennessee, since its inception in July 1990 until December 31, 2015, and as of January 1, 2016, serves as Senior Advisor. Mr.
McKenzie co-founded Pointer Management Company in July 1990 to invest in hedge funds and similar types of partnerships utilizing a fund of funds
approach. From August 1982 until June 1990, he was a private investor in New York City, and a director of several public and private companies. From
May 1980 until July 1982, he was founding general partner at TIGER, a global hedge fund. From May 1971 until January 1980, he was a Vice President of
Kidder, Peabody & Co., Inc. in New York. Mr. McKenzie is a graduate of the University of North Carolina in Chapel Hill, and the Wharton Graduate
division of the University of Pennsylvania in Philadelphia.
 

Mr. McKenzie was selected to serve on our Board of Directors based on his experience with corporate financings and his role as an investor in
XBiotech. His extensive financial background qualifies him to serve as Chairman of our Audit Committee and an “audit committee financial expert.”

 
Jan-Paul Waldin, Esq. has served on our Board of Directors since February 2018. is a lawyer in Ontario, Canada and is a member of the Law Society

of Upper Canada. He has been the principal of Waldin Barristers, a boutique civil litigation and advisory firm in Toronto, Canada, since January, 1981. Mr.
Waldin practices trial and appellate advocacy principally in the area of complex corporate commercial litigation. He has acted as lead counsel in all levels of
court in Ontario and Canada, including the Supreme Court of Canada, the Federal Court of Canada, the Ontario Court of Appeal, Ontario Superior Court of
Justice and before Canadian federal and provincial administrative tribunals. Mr. Waldin’s counsel and strategic advice is regularly sought by both publicly
traded and closely held companies based in Canada, the European Union and the United States, concerning regulatory and administrative law matters, the
structuring of shareholder relations and contentious corporate transactions. He has held directorships in private and multinational companies, principally in
the manufacturing, aviation and pharmaceutical industries. A graduate of the University of Toronto and Osgoode Hall Law School, Mr. Waldin was called
to the Ontario bar in 1976, served his articles of clerkship under the late Mr. Justice Archie Campbell at the Policy Development Branch of the Ministry of
the Attorney General for Ontario. He was Law Clerk to the Honourable Willard Z. Estey, then Chief Justice of the High Court of Justice of Ontario.
 

Mr. Waldin was selected to serve on our Board of Directors based on his knowledge and experience with publicly traded companies and corporate law,
specifically in the pharmaceutical industry. Due to these qualifications, the Board has elected him to serve as Chairman of the Corporate Governance and
Nominating Committee.

 
THE BOARD OF DIRECTORS RECOMMENDS

A VOTE FOR EACH NAMED NOMINEE
 
Independence of the Board of Directors
 

As required under the NASDAQ Stock Market (“NASDAQ”) listing standards, a majority of the members of a listed company’s Board of Directors
must qualify as “independent,” as affirmatively determined by the Board of Directors. The Board consults with the Company’s counsel to ensure that the
Board’s determinations are consistent with relevant securities and other laws and regulations regarding the definition of “independent,” including those set
forth in pertinent listing standards of NASDAQ, as in effect from time to time.

 
Consistent with these considerations, after review of all relevant identified transactions or relationships between each director, or any of his or her

family members, and the Company, its senior management and its independent auditors, the Board has affirmatively determined that the following three
directors are independent directors within the meaning of the applicable NASDAQ listing standards: Mr. Jan-Paul Waldin, Mr. W. Thorpe McKenzie and Mr.
Donald MacAdam. In making this determination, the Board found that none of these directors had a material or other disqualifying relationship with the
Company.
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Recent Material Events Relating to Company’s Board of Directors

 
On November 8th, 2017 Fabrizio Bonanni resigned from the Board of Directors of XBiotech effective immediately. On November 8th, 2017, the

Company promptly notified the NASDAQ Listing Qualifications Department (“NLQD”) of this event. On November 9th, 2017, the Company received a letter
from the NLQD which noted the Company’s non-compliance with NASDAQ’s audit committee requirements as set forth in Listing Rule 5605. However,
consistent with Listing Rule 5605(c)(4), NASDAQ provided the Company with a cure period in order to regain compliance until the earlier of the Company’s
next annual shareholders’ meeting or November 8, 2018 or if the next annual shareholders’ meeting was held before May 7, 2018, then the Company must
evidence compliance no later than May 7, 2018. On January 16th, 2018, Daniel Vasella resigned from the Board of Directors of XBiotech Inc. effective
immediately. On January 16th, 2018, the Company promptly notified the NLQD of this event. Subsequently, on January 18th, 2018, the Company received a
letter from the NLQD which noted the Company’s non-compliance with NASDAQ’s independent director and audit committee composition requirements set
forth in Listing Rules 6505(b)(1) and 5605(c)(2), respectively. Accordingly, NASDAQ requested that the Company submit a plan to regain compliance within
45 days of January 18, 2018. The Letter further stated that if this plan was accepted, NASDAQ may grant an extension of up to 180 calendar days from the
Letter Date to evidence compliance, or until July 17, 2018. If NASDAQ did not accept the Company’s plan, the Company would have the opportunity to
appeal that decision to a NASDAQ Hearings Panel before any change to the Company’s listing occurred.

 
On February 27, 2018, Mr. Jan-Paul Waldin was elected as a member of the Board of Directors of XBiotech, as well as appointed as a member of the

Company’s Audit Committee and Compensation Committee, to serve until his successor is duly elected and qualified or until his earlier resignation, removal or
death. With the addition of Mr. Waldin to the Company’s Board of Directors, Audit Committee and Compensation Committee, the Company regained
compliance with NASDAQ’s independent director and compensation committee composition requirements set forth in Listing Rules 6505(b)(1) and 5605(d)
(2), respectively, and is no longer subject to the requirements set forth in the Letter from NASDAQ dated January 18, 2018 and referenced in the Company’s
Form 8-K filing on January 19, 2018.

 
On March 20, 2018, Mr. Donald H. MacAdam was elected as a member of the Board of Directors of XBiotech, as well as appointed as a member of

the Company’s Audit Committee, to serve until his successor is duly elected and qualified or until his earlier resignation, removal or death. Upon election of
Mr. Donald H. MacAdam to the Company’s Board of Directors and Audit Committee, as referenced in the Company’s Form 8-K filing on March 22, 2018, the
Company received a letter from the NLQD dated March 23, 2018, which informed the Company that it has regained compliance with NASDAQ’s audit
committee requirements as set forth in Listing Rule 5605(c)(2), and is no longer subject to the cure period set forth in the Letter from NASDAQ dated
November 9, 2017 and referenced in the Company’s Form 10-Q filing on that same day. Therefore, the Company has fully regained compliance with
NASDAQ’s Listing Rules and is not subject to any further requirements at this time.
 
Board Leadership Structure
 

Our Board of Directors is currently chaired by John Simard, our Chief Executive Officer. W. Thorpe McKenzie has been appointed as the Company’s
independent lead director. Our Board of Directors believes that, given the perspective, experience, and expertise that Mr. Simard brings as the founder of the
Company, he is the most equipped individual to serve as both CEO and Chairman of the Board and his service in these capacities is appropriate and in the
best interests of our Board of Directors, our company and our stockholders. Mr. W. Thorpe McKenzie serves on our Board of Directors, is chairman of the
audit committee and a member of the compensation committee and nominating and corporate governance committee. Mr. Jan-Paul Waldin serves on our
Board of Directors, is chairman of the corporate governance and nominating committee and member of the audit committee and compensation committee.
Mr. Donald MacAdam serves on our Board of Directors, is chairman of the compensation committee and a member of the audit committee and corporate
governance and nominating committee.

 
Role of the Board in Risk Oversight
 

One of the key functions of our Board of Directors is informed oversight of our risk management process. The Board of Directors does not have a
standing risk management committee, but rather administers this oversight function directly through the Board of Directors as a whole, as well as through
various standing committees of our Board of Directors that address risks inherent in their respective areas of oversight. In particular, our Board of Directors
is responsible for monitoring and assessing strategic risk exposure, and our Audit Committee has the responsibility to consider and discuss our major
financial risk exposures and the steps our management has taken to monitor and control these exposures, including guidelines and policies to govern the
process by which risk assessment and management is undertaken. The Audit Committee also monitors compliance with legal and regulatory requirements.
Our Nominating and Corporate Governance Committee monitors the effectiveness of our corporate governance practices, including whether they are
successful in preventing illegal or improper liability-creating conduct. Our Compensation Committee assesses and monitors whether any of our
compensation policies and programs has the potential to encourage excessive risk-taking.
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Meetings of the Board of Directors
 

The Board of Directors met four times during the last fiscal year and one time in executive session. All directors who served in 2017 attended 100% of
the aggregate number of meetings of the Board and of the committees on which they served that were held during the portion of the last fiscal year for
which they were directors or committee members, respectively.

 
Information Regarding Committees of the Board of Directors
 

The Board has three committees: an Audit Committee, a Compensation Committee and a Nominating and Corporate Governance Committee. Due to
recent transition in the Company’s Board committee compositions, the following table provides membership and meeting information in 2018 for each of the
Board committees:

 
 Nominating and

Corporate
Name Audit  Compensation  Governance
Jan-Paul Waldin X  X  X*
W. Thorpe McKenzie X*  X  X
Donald H. MacAdam X  X*  X

Total meetings in 2018 1  1  1
 

* Committee Chairperson
 

The following table provides membership and meeting information for 2017 for each of the Board committees:
 
 Nominating and

Corporate
Name Audit  Compensation  Governance
Daniel Vasella X  X*  X
W. Thorpe McKenzie X*  X  X*
Fabrizio Bonanni X*  X  X

Total meetings in 2017✦ 5  3  2
 

* Committee Chairperson
 
✦ As of the final meeting held by Board and Committees on December 8, 2017, Fabrizio Bonanni was no longer serving on the Board and Committees.

 
Below is a description of each committee of the Board of Directors. Each of the committees has authority to engage legal counsel or other experts or

consultants, as it deems appropriate to carry out its responsibilities. Our Board of Directors has determined that each member of each committee meets the
applicable NASDAQ rules and regulations regarding “independence” and that each member is free of any relationship that would impair his or her
individual exercise of independent judgment with regard to the Company.
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Audit Committee
 

The Audit Committee of our Board of Directors was established by our Board of Directors in February 2015 in accordance with Section 3(a)(58)(A) of
the Securities Exchange Act of 1934, as amended (the “Exchange Act”), to oversee the Company’s corporate accounting and financial reporting processes
and audits of its financial statements. For this purpose, our Audit Committee performs several functions. Our Audit Committee evaluates the performance of
and assesses the qualifications of the independent auditors; determines and approves the engagement of the independent auditors; determines whether to
retain or terminate the existing independent auditors or to appoint and engage new independent auditors; reviews and approves the retention of the
independent auditors to perform any proposed permissible non-audit services; monitors the rotation of partners of the independent auditors on the Company’s
audit engagement team as required by law; reviews and approves or rejects transactions between the Company and any related persons; confers with
management and the independent auditors regarding the effectiveness of internal controls over financial reporting; establishes procedures, as required under
applicable law, for the receipt, retention and treatment of complaints received by the Company regarding accounting, internal accounting controls or auditing
matters and the confidential and anonymous submission by employees of concerns regarding questionable accounting or auditing matters; and meets to
review the Company’s annual audited financial statements and quarterly financial statements with management and the independent auditor, including a
review of the Company’s disclosures under “Management’s Discussion and Analysis of Financial Condition and Results of Operations.”

 
Our Audit Committee is currently composed of three directors: Mr. W. Thorpe McKenzie (Chair), Mr. Jan-Paul Waldin and Mr. Donald H. MacAdam.

Our Board of Directors has adopted a written charter of the Audit Committee that is available to stockholders on the Company’s website at
www.xbiotech.com. Our Board of Directors reviews the NASDAQ listing standards definition of independence for Audit Committee members on an annual
basis and has determined that all members of our Audit Committee are independent as defined under NASDAQ listing standards, including the heightened
standards applicable to audit committee members. Our Board of Directors has determined that each member of our Audit Committee meets the
requirements for independence under the NASDAQ listing standards.

 
Our Board of Directors has determined that W. Thorpe McKenzie qualifies as an “audit committee financial expert,” as defined in applicable SEC

rules. Our Board of Directors has made a qualitative assessment of Mr. McKenzie’s level of knowledge and experience based on a number of factors,
including being a graduate of the Wharton Graduate division of the University of Pennsylvania followed by an extenstive career in the finance industry
spanning several decades. The Board also has determined that each Audit Committee member is sufficiently proficient in reading and understanding the
company’s financial statements to serve on the Audit Committee.

 
Report of the Audit Committee of the Board of Directors*
 

The Audit Committee has reviewed and discussed the audited financial statements for the fiscal year ended
December 31, 2017 with management of the Company. The Audit Committee has discussed with the independent registered public accounting firm the
matters required to be discussed by Auditing Standard No. 1301, Communications with Audit Committees, as adopted by the Public Company Accounting
Oversight Board (“PCAOB”). The Audit Committee has also received the written disclosures and the letter from the independent registered public
accounting firm required by applicable requirements of the PCAOB regarding the independent accountants’ communications with the Audit Committee
concerning independence, and has discussed with the independent registered public accounting firm the accounting firm’s independence. Based on the
foregoing, the Audit Committee has recommended to the Board of Directors that the audited financial statements be included in the Company’s Annual
Report on Form 10-K for the fiscal year ended December 31, 2017.

 
THE AUDIT COMMITTEE
Mr. W. Thorpe McKenzie (Chair)
Mr. Jan-Paul Waldin
Mr. Donald MacAdam

 
* This material is not “soliciting material,” is not deemed “filed” with the SEC and is not to be incorporated by reference in any filing of the Company

under the Exchange Act or the Securities Act of 1933, as amended, whether made before or after the date hereof and irrespective of any general
incorporation language in any such filing.
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Compensation Committee
 

The Compensation Committee was established by our Board of Directors in February 2015 and is currently composed of three directors: Mr. Donald
MacAdam (Chair), Mr. W. Thorpe McKenzie and Mr. Jan-Paul Waldin. The Board of Directors reviews the NASDAQ listing standards definition of
independence for Compensation Committee members on an annual basis and has determined that all members of the Company’s Compensation Committee
are independent as defined under NASDAQ listing standards, including the heightened standards applicable to compensation committee members, and are
“outside directors” for purposes of Section 162(m) of the Internal Revenue Code of 1986, as amended. The Compensation Committee has adopted a
written charter that is available to stockholders on the Company’s website at www.xbiotech.com.

 
Compensation Committee Processes and Procedures
 

The Compensation Committee meets at least twice annually and with greater frequency if necessary. Our compensation committee is responsible for
the executive compensation programs for our executive officers and reports to our Board of Directors on its discussions, decisions and other actions. Our
compensation committee reviews and approves corporate goals and objectives relating to the compensation of our Chief Executive Officer, evaluates the
performance of our Chief Executive Officer in light of those goals and objectives and determines and approves the compensation of our Chief Executive
Officer based on such evaluation. Our compensation committee has the sole authority to determine our Chief Executive Officer’s compensation. In
addition, our compensation committee, in consultation with our Chief Executive Officer, reviews and approves all compensation for other officers.

 
The charter of the Compensation Committee grants the Compensation Committee sole authority and right, at the expense of the Company, to retain or

obtain the advice of legal counsel, compensation and other consultants, accountants, experts and advisers of its choice to assist the Committee in connection
with its functions, including any studies or investigations, but only after conducting an independence assessment and taking into consideration all factors
relevant to any adviser’s independence from management, including those specified in Rule 6505(d)(3) of the Nasdaq Rules and those set forth in SEC
rules. In particular, the Compensation Committee has the sole authority to retain compensation consultants to assist in its evaluation of executive and
director compensation, including the authority to approve the consultant’s reasonable fees and other retention terms. During the past fiscal year, the
Compensation Committee determined not to utilize a third party compensation consultant. Due to the Company’s current status as an emerging growth
company, it does not feel that the application of a compensation consultant is an efficient use of funds at the present time.

 
Under its charter, the Compensation Committee may form, and delegate authority to, subcommittees as appropriate. In 2017, the Board determined

that for the sake of administrative convenience, it was desirable to delegate John Simard, the President, CEO and Chairman of the Board (the “Executive”),
the authority to grant certain options pursuant to the terms of the Company’s 2015 Equity Incentive Plan (the “Plan”) subject to certain limitations including
(i) without the prior written approval of the Board, Executive shall not in any one calendar year grant options to acquire more than 1,000,000 Shares in the
aggregate or more than 100,000 options to any one individual, provided that options granted pursuant to any such written approval shall not be counted
toward the foregoing thresholds; (ii) without the prior written approval of the Board, Executive shall not grant options to himself; (iii) The exercise price for
options granted by Executive shall be the closing price of the Shares on the date of grant and term of any such options shall not be greater than 10 years;
and (iv) Executive shall make any and all options grants pursuant to the authority delegated by the Board and specify the material terms of such options and
provide that such options will be subject to the terms and conditions of a stock option agreement to be prepared by the Company promptly following the
date of grant. The purpose of this delegation of authority is to enhance the flexibility of option administration within the Company and to facilitate the
timely grant of options to non-management employees, particularly new employees, within specified limits approved by the Compensation Committee.

 
The Compensation Committee will make adjustments, if any, to annual compensation, bonus and equity awards and establish new performance

guidelines at one or more meetings during 2018. Generally, the Compensation Committee’s process comprises two related elements: the determination of
compensation levels and the establishment of performance objectives for the current year. For executives, other than the Chief Executive Officer, the
Compensation Committee solicits and considers evaluations and recommendations submitted to the Committee by the Chief Executive Officer. In the case
of the Chief Executive Officer, the evaluation of his performance is conducted by the Compensation Committee, which determines any adjustments to his
compensation as well as awards to be granted.
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Nominating and Corporate Governance Committee
 

The Nominating and Corporate Governance Committee is currently composed of three directors: Mr. Jan-Paul Waldin (Chair), Mr. W. Thorpe
McKenzie and Mr. Donald MacAdam. All members of the Nominating and Corporate Governance Committee are independent as defined under
NASDAQ listing standards. The Nominating and Corporate Governance Committee has adopted a written charter that is available to stockholders on the
Company’s website and www.xbiotech.com.

 
The Nominating and Corporate Governance Committee was established by the Board of Directors in February 2015 and is responsible for identifying,

reviewing and evaluating candidates to serve as directors of the Company (consistent with criteria approved by the Board), reviewing and evaluating
incumbent directors, recommending to the Board for selection candidates for election to the Board of Directors, making recommendations to the Board
regarding the membership of the committees of the Board, assessing the performance of the Board, and monitoring the Company’s adherence to its Code of
Business Conduct and Ethics.

 
The Nominating and Corporate Governance Committee believes that candidates for director, both individually and collectively, should provide the

integrity, experience, judgment, commitment (including having sufficient time to devote to the Company and level of participation), skills, diversity and
expertise appropriate for the Company. In assessing the directors, both individually and collectively, the Nominating and Corporate Governance Committee
may consider the current needs of the Board and the Company to maintain a balance of knowledge, experience and capability in various areas. However,
the Nominating and Corporate Governance Committee retains the right to modify these qualifications from time to time. Candidates for director nominees
are reviewed in the context of the current composition of the Board, the operating requirements of the Company and the long-term interests of stockholders.
In conducting this assessment, the Nominating and Corporate Governance Committee typically considers diversity, age, skills and such other factors as it
deems appropriate given the current needs of the Board and the Company, to maintain a balance of knowledge, experience and capability. In the case of
incumbent directors whose terms of office are set to expire, the Nominating and Corporate Governance Committee reviews these directors’ overall service
to the Company during their terms, including the number of meetings attended, level of participation, quality of performance and any other relationships
and transactions that might impair the directors’ independence. In the case of new director candidates, the Nominating and Corporate Governance
Committee also determines whether the nominee is independent for NASDAQ purposes, which determination is based upon applicable NASDAQ listing
standards, applicable SEC rules and regulations and the advice of counsel, if necessary. The Nominating and Corporate Governance Committee then uses
its network of contacts to compile a list of potential candidates, but may also engage, if it deems appropriate, a professional search firm. The Nominating
and Corporate Governance Committee will also consider candidates recommended by stockholders. In order to recommend a candidate for consideration,
stockholders should follow the procedures described under “Advance Notice Provisions” below.
 

The Nominating and Corporate Governance Committee conducts any appropriate and necessary inquiries into the backgrounds and qualifications of
possible candidates after considering the function and needs of the Board. The Nominating and Corporate Governance Committee meets to discuss and
consider the candidates’ qualifications and then selects a nominee for recommendation to the Board by majority vote.
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Advance Notice Provisions
 

Our articles contain provisions (Advance Notice Provisions), which provide that advance notice to the Company must be made and the procedures set
out in the articles must be followed for persons to be eligible for election to the Board of Directors. Nomination of persons for election to the Board of
Directors may only be made at an annual meeting of stockholders or at a special meeting of stockholders called for any purpose, which includes the election of
directors.
 

Among other things, the Advance Notice Provisions fix a deadline by which holders of record of common shares must submit director nominations to us
prior to any annual or special meeting of stockholders and set forth the specific information that a stockholder must include in the written notice to the
Company for an effective nomination to occur. No person will be eligible for election as a director of the Company unless nominated in accordance with the
provisions of the Advance Notice Provisions.
 

In the case of an annual meeting of stockholders, notice to us must be made not less than 30 or more than 65 days prior to the date of the annual
meeting; provided, however, that if the annual meeting is to be held on a date that is less than 50 days after the date on which the first public announcement of
the date of the annual meeting was made, notice may be made not later than the close of business on the 10th day following such public announcement. In the
case of a special meeting of stockholders (which is not also an annual meeting), notice to us must be made not later than the close of business on the 15th day
following the day on which the first public announcement of the date of the special meeting was made.
 

The Board of Directors may, in its sole discretion, waive any requirement of the Advance Notice Provisions.
 
Stockholder Communications With the Board of Directors
 

The Company’s Board has adopted a formal process by which stockholders may communicate with the Board or any of its directors. Stockholders
who wish to communicate with the Board may do so by sending written communications addressed to the Secretary of XBiotech Inc. at 8201 E. Riverside
Dr. Bldg. 4, Ste. 100 Austin, TX 78744. Each communication must set forth: the name and address of the Company stockholder on whose behalf the
communication is sent; and the number of Company shares that are owned beneficially by such stockholder as of the date of the communication. Each
communication will be reviewed by the Company’s Secretary to determine whether it is appropriate for presentation to the Board or relevant directors.
Communications determined by the Company’s Secretary to be appropriate for presentation to the Board or any relevant directors are submitted to the
Board or relevant directors on a periodic basis.

 
Code of Ethics
 

The Company has adopted a Code of Business Conduct and Ethics that applies to all directors, officers and employees. The Code of Business Conduct
and Ethics is available on the Company’s website at www.xbiotech.com under the Corporate Governance section of our Investor Relations page. If the
Company makes any substantive amendments to the Code of Business Conduct and Ethics that applies to our principal executive officer, principal financial
officer, principal accounting officer, controller or persons performing similar functions, or grants any waiver from a provision of the Code of Business
Conduct and Ethics to any of these specified individuals that is required to be disclosed pursuant to SEC rules and regulations, the Company will promptly
disclose the nature of the amendment or waiver on its website.

 
Section 16(a) Beneficial Ownership Reporting Compliance
 

Section 16(a) of the Exchange Act requires the Company’s directors and executive officers, and persons who own more than ten percent of a registered
class of the Company’s equity securities, to file with the SEC initial reports of ownership and reports of changes in ownership of common stock and other
equity securities of the Company. Officers, directors and greater than ten percent stockholders are required by SEC regulation to furnish the Company with
copies of all Section 16(a) forms they file.

 
To the Company’s knowledge, based solely on a review of the copies of such reports furnished to the Company and written representations that no

other reports were required, during the fiscal year ended December 31, 2017, all Section 16(a) filing requirements applicable to its officers, directors and
greater than ten percent beneficial owners were complied with, except that Dr. Daniel Vasella filed one Form 4 three business days late, and each of John
Simard, Queena Han, Michael Stecher, Sushma Shivaswamy, W. Thorpe McKenzie and Fabrizio Bonanni filed one Form 4 two business days late.
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PROPOSAL 2

 
RATIFICATION OF SELECTION OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

 
The Audit Committee has selected Ernst & Young LLP as the Company’s independent registered public accounting firm for the fiscal year ending

December 31, 2018 and has further directed that management submit the selection of independent registered public accounting firm for ratification by the
stockholders at the annual meeting. Ernst & Young has audited the Company’s financial statements since its incorporation in 2005. Representatives of Ernst
& Young are expected to be present at the annual meeting. They will have an opportunity to make a statement if they so desire and will be available to
respond to appropriate questions.

 
Neither the Company’s Articles nor other governing documents or law require stockholder ratification of the selection of Ernst & Young as the

Company’s independent registered public accounting firm. However, the Audit Committee is submitting the selection of Ernst & Young to the stockholders
for ratification as a matter of good corporate practice. If the stockholders fail to ratify the selection, the Audit Committee will reconsider whether or not to
retain that firm. Even if the selection is ratified, the Audit Committee in its discretion may direct the appointment of different independent auditors at any
time during the year if they determine that such a change would be in the best interests of the Company and its stockholders.

 
The affirmative vote of the holders of a majority of the shares present in person or represented by proxy and entitled to vote at the annual meeting

will be required to ratify the selection of Ernst & Young. Abstentions will be counted toward the tabulation of votes on proposals presented to the
stockholders and will have the same effect as negative votes. Broker
non-votes (if any) are counted towards a quorum, but are not counted for any purpose in determining whether this matter has been approved.

 
Principal Accountant Fees and Services
 

The following table represents aggregate fees billed to the Company for the fiscal years ended December 31, 2017 and December 31, 2016, by Ernst &
Young, the Company’s principal accountant. All fees described below were
pre-approved by the Audit Committee.
 

  Fiscal Year Ended
  2017  2016
  (in thousands)
Audit Fees(1)  $ 255  $ 405 
Audit-related Fees   —   — 
Tax Fees   —   — 
All Other Fees   —   — 
Total Fees  $ 255  $ 405 
 

(1) Audit fees consist of fees billed for professional services by Ernst & Young for audit and quarterly review of our financial statements and related
services that are normally provided in connection with statutory and regulatory filings or engagements.

 
In connection with the audit of each of the 2017 and 2016 financial statements, the Company entered into an engagement agreement with Ernst &
Young which sets forth the terms by which Ernst & Young will perform audit services for the Company. Such agreements are subject to alternative
dispute resolution procedures.

 
During the fiscal years ended December 31, 2017 and December 31, 2016, none of the total hours expended on the Company’s financial audit by Ernst
& Young were provided by persons other than Ernst & Young full-time permanent employees.
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Auditor Independence

 
In our fiscal years ended December 31, 2017 and December 31, 2016, there were no other professional services provided by Ernst & Young, other than

those listed above, that would have required our audit committee to consider their compatibility with maintaining the independence of Ernst & Young.
 

PRE -APPROVAL POLICIES AND PROCEDURES
 

The Audit Committee must pre-approve the audit and non-audit services rendered by the Company’s independent registered public accounting firm.
 

THE BOARD OF DIRECTORS RECOMMENDS
A VOTE FOR PROPOSAL 2

 
EXECUTIVE OFFICERS

 
The following table sets forth our current executive officers, their ages, and the positions held by each such person with the Company:

 
Name Age Position Held With the Company
   
John Simard 55 Founder, President, Chief Executive Officer & Chairman
Dr. Sushma Shivaswamy, Ph.D. 39 Chief Scientific Officer
Queena Han, C.P.A., C.G.A. 50 Vice President, Finance and Human Resources and Secretary
 

John Simard’s biographical information is set forth above under Proposal 1.
 
Sushma Shivaswamy, Ph.D. was appointed as the Company’s Chief Scientific Officer in November 2017. As CSO Dr. Shivaswamy oversees all

scientific and technical operations with respect to research and development and Good Manufacturing Practice production of antibody. Dr. Shivaswamy has
previously served as the Company’s Vice President of Research and Development since January 2015 where she led teams involved in various Research &
Development projects at XBiotech including Antibody Discovery, Cell Line Development, and pre-clinical toxicology and efficacy studies using animal
models. Dr. Shivaswamy has been with the Company since 2009 also holding positions of Director of Research & Development (2011-2015) and Senior
Scientist (2009-2011). Prior to joining XBiotech, Dr. Shivaswamy was a postdoctoral researcher at the Center for Systems and Synthetic Biology at the
University of Texas at Austin. She has a Ph.D. degree in Molecular Biology from the Center for Cellular and Molecular Biology, India. Dr. Shivaswamy’s
academic studies have involved elucidating mechanisms for regulation of gene expression.

 
Queena Han has been employed by XBiotech since April 2008 beginning as our controller, and was promoted to Vice President of Finance and

Human Resources and Secretary in June 2012. Prior to joining XBiotech, she served as Chief Financial Officer (CFO) for a public company with a nation-
wide pay phone hardware and service business. Ms. Han has a B.A. in accounting, holds a Chartered Professional Accountants designation in Canada, is a
professional member of SHRM and holds the Human Resource Management Certification from the University of Texas at Austin.
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SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT

 
The following table sets forth certain information regarding the ownership of the Company’s common stock as of March 15, 2017 by: (i) each of our

directors; (ii) each of our Named Executive Officers as defined below under the heading “Executive Compensation”; (iii) each person known by us to
beneficially own more than 5% of our outstanding common stock and (iv) all of our current executive officers and directors as a group.

 
Beneficial ownership is determined in accordance with the rules of the SEC and includes voting and investment power with respect to the securities.

This table is based upon information supplied by officers, directors and principal stockholders and Schedules 13D and 13G filed with the SEC. Except as
indicated by footnote, and subject to applicable community property laws, we believe the persons named in the table have sole voting and investment power
with respect to all shares of common stock shown as beneficially owned by them. The number of shares of common stock used to calculate the percentage
ownership of each listed person includes the shares of common stock underlying options held by such persons that are exercisable as of May 14, 2018,
which is 60 days after March 15, 2018.

 
Percentage of beneficial ownership is based on 35,439,272 shares of common stock outstanding as of March 15, 2018.

 
  Beneficial Ownership

Beneficial Owner  
Number of

Shares  
Percent of

Total
Greater than 5% Stockholders     
Josef Karl Gut (1)

UFC Ltd. Family Office 
Selnaustrasse 5
8001 Zurich, Switzerland

  2,908,989    8.2%

Thomas Gut (2)

UFC Ltd. Family Office
Selnaustrasse 5
8001 Zurich, Switzerland

  2,758,989    7.8%

Rennes Fondation (3)

Rätikonstrasse 13, Vaduz
Principality of Liechtenstein
Liechtenstein
Selnaustrasse 5
8001 Zurich, Switzerland
FL-9490

  2,189,088    6.2%

 
Named Executive Officers and Directors (4)     

John Simard (5)   7,343,727   20.1%
Mr. Jan-Paul Waldin (6)   -   * 
W. Thorpe McKenzie (7)   5,555,100   15.1%
Mr. Donald MacAdam (8)   -   * 
Dr. Sushma Shivaswamy   79,500   * 
Dr. Michael Stecher   78,200   * 
All current executive officers and directors as a group (6 persons) (9)   13,114,755   37%

 
 

  * Less than one percent.
(1) Includes shares of common stock held by Josef Gut as of March 15, 2017 as reflected on a Schedule 13G filed with the SEC on March 17, 2017.
(2) Includes shares of common stock held by Thomas Gut as of December 31, 2017 as reflected on a Schedule 13G filed with the SEC on February 14,

2018. The Reporting Person’s spouse owns, controls and holds sole dispositive power to 10,000 shares for which the Reporting Person disclaims
beneficial ownership of according to Rule 13d-4.
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(3) As of December 31, 2016 based on information set forth in a Schedule 13G filed with the SEC on February 2, 2017.
(4) These figures include shares of common stock underlying stock options held by our Chief Executive Officer and directors that are

immediately exercisable or scheduled to become immediately exercisable within 60 days of March 15, 2018. Underlying stock options
include the following amounts: John Simard-1,083,333; Thorpe McKenzie-1,445,000; Sushma Shivaswamy-79,500 and Michael Stecher-
78,200 (Note: as disclosed in a Form 8-K filed by the Company on April 11, 2018, Michael Stecher stepped down from his position as
Medical Director for the Company on April 9, 2018, but pursuant to the Company’s stock option plans, options will remain exercisable for 90
days after the date the participant ceases to be an Eligible Person, see “Equity Compensation Plans and Other Benefits Plans” section in this
document).

(5) Due to options (granted on June 15, 2007 with a strike price of $1.25 CAD, which was converted to $0.9317 USD using an exchange rate of
0.7454) expiring on June 15, 2017, Mr. Simard agreed to exercise these options through the "net exercise" method on May 24, 2017. Mr.
Simard received 123,793 shares of common stock on a net exercise to purchase 240,000 shares of common stock. Mr. Simard forfeited
116,207 shares of common stock underlying the option in payment of the exercise price and associated taxes, using the closing stock price on
May 24, 2017 of $8.17.

(6) No stock options held are exercisable currently or within 60 days of March 15, 2018.
(7) Includes 100,000 shares held by the McKenzie Foundation, 100,000 shares held by Mr. McKenzie’s spouse and 11,500 shares held in a Trust for Mr.

McKenzie’s stepchildren.
(8) No stock options held are exercisable currently or within 60 days of March 15, 2018.
(9) Includes 13,192,955 shares of common stock underlying stock options held by our executive officers and directors (6 persons total) that are

immediately exercisable or are scheduled to become exercisable within 60 days of March 15, 2018.
 

EXECUTIVE COMPENSATION
 

For the year ended December 31, 2017, our principal executive officer and our two other most highly compensated executive officers (the
“Named Executive Officers”) were as follows:

 
• John Simard, Founder, President, Chief Executive Officer & Chairman;

 
• Sushma Shivaswamy, Ph.D., Chief Scientific Officer; and

 
• Michael Stecher, M.D., Medical Director*

 
*As disclosed in a Form 8-K filed by the Company on April 11, 2018, Michael Stecher stepped down from his position as Medical Director for the Company
on April 9, 2018.
 

Processes and Procedures for Compensation Decisions
 

Our compensation committee is responsible for the executive compensation programs for our executive officers and reports to our Board of Directors on its
discussions, decisions and other actions. Our compensation committee reviews and approves corporate goals and objectives relating to the compensation of our
Chief Executive Officer, evaluates the performance of our Chief Executive Officer in light of those goals and objectives and determines and approves the
compensation of our Chief Executive Officer based on such evaluation. Our compensation committee has the sole authority to determine our Chief Executive
Officer’s compensation. In addition, our compensation committee, in consultation with our Chief Executive Officer, reviews and approves all compensation for
other officers, including the directors. The compensation committee is authorized to retain the services of one or more executive compensation and benefits
consultants or other outside experts or advisors as it sees fit, in connection with the establishment of our compensation programs and related policies.
 
Summary Compensation Table
 

The following table shows for the fiscal years ended December 31, 2017 and December 31, 2016, compensation awarded to, paid to, or earned by,
the Named Executive Officers.
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Summary Compensation Table for Fiscal Years 2017 and 2016

 

  Salary  Option Awards  Bonus  
All Other

Compensation  Total
Name and Principal Position  Year  ($)  ($)(1)  ($)(2)  ($)(3)  ($)
John Simard   2017    566,440   127,917   0   7,195   701,552 

President & Chief Executive
Officer   2016    566,440   1,220,953   193,000   7,444   1,987,837 

Sushma Shivaswamy, Ph.D. (4)   2017    199,048   23,179   —   4,800   227,027 
Chief Scientific Officer   2016    177,240   121,031   —   4,800   303,071 

Michael Stecher, M.D.   2017    321,168   23,179   —   7,195   351,542 
Medical Director   2016    301,440   60,516   —   7,444   369,400 

 
 

 (1) In accordance with SEC rules, this column reflects the aggregate grant date fair value of the option awards granted during 2017 and 2016, as
applicable, computed in accordance with Financial Accounting Standard Board ASC Topic 718 for stock-based compensation transactions, or ASC
718. Assumptions used in the calculation of these amounts are included in Note 2 to the Financial Statements in our Annual Report on Form 10-K for
the year ended December 31, 2017. These amounts do not reflect the actual economic value that will be realized by the Named Executive Officer
upon the vesting of the stock options, the exercise of the stock options, or the sale of the common stock underlying such stock options.

(2) Amounts shown represent performance bonuses earned for 2016. Mr. Simard was granted a cash bonus of $193,000 in 2016, which was paid in the
second quarter of 2016.

(3) Amounts shown represent premiums for health and life insurance as well as short and long-term disability insurance paid by us on behalf of the
Named Executive Officers. All of these benefits are provided to the Named Executive Officers on the same terms as provided to all of our regular full-
time employees in the United States. For more information regarding these benefits, see below under “Perquisites, Health, Welfare and Retirement
Benefits.”

(4) Dr. Shivaswamy was elected by the Board of Directors to serve as the Company’s Chief Scientific Officer on November 20, 2017 (was previously the Company’s
Vice President of Research & Development). Pursuant to this election, the Company’s Compensation Committee authorized an increase in Dr. Shivaswamy’s
gross annual salary to $300,000 and on November 20, 2017 (the Grant Date) the reporting person was granted incentive stock options under the Company's 2015
Equity Incentive Plan to purchase shares of the Company's Common Stock at an exercise price equal to the closing sales price of the Shares on the Grant Date as
quoted by the Nasdaq Stock Market, which vest in three equal annual installments commencing as of the first anniversary of the Grant Date with an expiry of ten
years from the Grant Date.

 
Compensation Committee Interlocks and Insider Participation
 

As indicated above, the Compensation Committee currently consists of Donald MacAdam (Chair), W. Thorpe McKenzie, and Jan-Paul Waldin. No
member of the Compensation Committee has ever been an officer or employee of ours and no member is party to a related party transaction with us. None
of our executive officers currently serves, or has served during the last completed fiscal year, on the compensation committee or Board of Directors of any
other entity that has one or more executive officers serving as a member of our Board of Directors or Compensation Committee.
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Outstanding Equity Awards at Fiscal Year End

 
The following table shows for the fiscal year ended December 31, 2017, certain information regarding outstanding equity awards at fiscal year

end for the Named Executive Officers.
 

Outstanding Equity Awards at December 31, 2017
Option Awards

 
 

Name  Grant Date  

Number of 
Securities

Underlying
Unexercised

Options 
(#) 

Exercisable  

Number of 
Securities

Underlying
Unexercised

Options 
(#) 

Unexercisable  

Awards: Number
of Securities
Underlying 
Unexercised
Unearned

Options (#)  

Option
Exercise
Price ($)  

Option
Expiration

Date
John Simard   01/01/2009(1)  50,000         $ 2.50   01/03/2019 

   04/12/2011(2)  500,000          $ 7.50   02/09/2021 
   03/31/2014(3)  500,000          $ 10.00   12/11/2024 
   03/31/2016(4)      50,000      $ 9.45   03/31/2026 
   06/19/2017(5)      75,000      $ 4.24   06/19/2027 

Sushma Shivaswamy   05/27/2009(6)  45,00          $ 2.50    05/27/2019 
   02/28/2011(7)  40,000          $ 7.50    02/28/2021 
   12/12/2012(8)  5,000          $ 15.00   12/12/2022 
   11/05/2014(9)  30,000          $ 15.00   11/05/2024 
   6/19/2017(10)      50,000      $ 4.24   06/19/2027 
   11/20/2017(11)      150,000      $ 4.13   11/20/2027 

Michael Stecher   06/03/2010(12)  58,200          $ 5.00   08/12/2020 
   12/12/2012(13)  5,000          $ 15.00   12/12/2022 
   11/05/2014(14)  15,000          $ 15.00   11/05/2024 
   06/19/2017(15)  50,000   50,000      $ 4.24   06/19/2027 

 
(1) Fully vested as of January 1, 2009.
(2) Fully vested as of April 12, 2014.
(3) Fully vested as of July 31, 2016.
(4) The options vest at a rate of one-third of the total number of shares subject to the option over three years with the initial vesting event on March 31,

2017.
(5) The options vest at the rate of one-third of the total number of shares subject to the option over three years with the initial vesting event on June 8,

2016, provided that the option holder continues to provide services to us through such dates.
(6) Fully vested as of May 27, 2013.
(7) Fully vested as of February 28, 2014.
(8) Fully vested as of December 12, 2012.
(9) Fully vested as of November 5, 2016.
(10) The options vest at a rate of one-third of the total number of shares subject to the option over three years with the initial vesting event on June 19,

2018.
(11) The options vest at a rate of one-third of the total number of shares subject to the option over three years with the initial vesting event on November

20, 2018.
(12) Fully vested as of August 12, 2014.
(13) Fully vested as of December 12, 2012.
(14) Fully vested as of November 5, 2016.
(15) None vested. The options ceased to vest as of April 9, 2018, when Michael Stecher was no longer employed with the Company. The options were

originally scheduled to vest at a rate of one-third of the total number of shares subject to the option over three years with the initial vesting event on
June 19, 2018.
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We did not engage in any repricings or other modifications or cancellations to any of our Named Executive Officers’ outstanding equity awards

during 2017.
 
Employment Agreements with Named Executive Officers
 

All of our Named Executive Officers have employment agreements and/or offer letters with us that provide that their employment is at will and may
be terminated at any time by the executive or by us with or without cause and without notice. The employment agreements provide for certain base salary,
target bonus and severance payments to our Named Executive Officers as follows:

 
Employment Agreement with John Simard. We entered into an employment agreement and change of control agreement with John Simard, our Chief

Executive Officer and President on March 22, 2005. The employment agreement is for an indefinite term. Mr. Simard’s current annual base salary is
$565,000 per year, and he is eligible for an annual incentive cash payment of up to 35% of his base salary, subject to the achievement of short-term and
long-term business performance objectives as well as personal performance objectives, as established from time to time by the board or compensation
committee. The employment agreement contains customary non-competition and non-solicitation provisions which apply for a period of six (6) months
after Mr. Simard’s employment is terminated for any reason. In addition, Mr. Simard agrees that all intellectual property developed by him during the term
of his employment agreement shall be our property. If Mr. Simard is terminated without cause, if he resigns for good reason or if there is a change in
control, he is entitled to certain severance benefits. Mr. Simard may voluntarily resign for any reason by providing us with three months prior notice. We
may elect to waive all or a portion of such notice by paying to Mr. Simard his base salary that he would have earned if he had remained employed by us for
the full duration of such notice period. If Mr. Simard terminates his employment within 12 months after a “change of control” for “good reason” or if he is
terminated without cause, we will make a lump sum payment to him equal to twelve month of his base salary, plus other sum owed to him for arrears of
salary, vacation pay and, if awarded, his performance bonus, subject to his prior resignation as a director. Additionally, if Mr. Simard terminates his
employment within 12 months after a change of control or for good reason, all unvested stock options held by him will immediately vest on such
termination and will survive and be exercisable by Mr. Simard, along with his vested options, in accordance with the terms of the option agreements. To
the extent permitted by applicable law, we will provide health, medical, dental and other insurance benefits to Mr. Simard for a period of one year after his
termination date.

 
We do not have employment agreements, only initial offer letters upon hiring, for Dr. Shivaswamy or Dr. Stecher. Per the terms of Dr. Shivaswamy’s

original offer letter with the Company, dated May 27, 2009, she was paid an annual base salary of $70,000 per year as well as granted stock options on this
same date as referenced in the outstanding equity awards table above. Per the terms of Dr. Stecher’s original offer letter with the Company, dated June 3,
2010, he was paid an annual base salary of $120,000 per year as well as granted stock options on this same date as referenced in the outstanding equity
awards table above.

 
None of the Named Executive Officers’ employment agreements provide for the gross up of any excise taxes imposed by Section 4999 of the Internal

Revenue Code of 1986, as amended (the “Code”). If any of the payments under the employment agreements would constitute a “parachute payment” within
the meaning of Section 280G of the Code, subject to the excise tax imposed by Section 4999 of the Code, the employment agreements provide for a best-
after tax analysis with respect to such payments, under which the executive will receive whichever of the following two alternative forms of payment would
result in the executive officer’s receipt, on an after-tax basis, of the greater amount of the transaction payment notwithstanding that all or some portion of
the transaction payment may be subject to the excise tax: (i) payment in full of the entire amount of the transaction payment, or (ii) payment of only a part
of the transaction payment so that the executive receives the largest payment possible without the imposition of the excise tax.
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EQUITY COMPENSATION PLANS AND OTHER BENEFITS PLANS

 
2005 Incentive Stock Option Plan.
 

Our Board of Directors adopted and our stockholders approved the 2005 Plan on November 11, 2005 for eligible employees, directors and consultants.
Our Board of Directors administers the 2005 Plan including, without limitation, the selection of recipients of stock options under the 2005 Plan, the grant of
stock options, the determination of the terms and conditions of any such options, the interpretation of the 2005 Plan and any other action they deem
appropriate in connection with the administration of the 2005 Plan. The exercise price of the incentive stock options must equal at least 100% of the fair
market value of our common stock on the date of grant, as determined by the Board of Directors, in its sole discretion, provided that such price may not be
less than the lowest price permitted under the applicable rules and regulations of all regulatory authorities to which XBiotech is subject, including the stock
exchange on which XBiotech’s shares are listed. The term of the options is at the discretion of the Board of Directors, but may not exceed 10 years from the
grant date. The options expire on the earlier of the expiration date or the date three months following the day on which the participant ceases to be a
director, officer or employee of, or consultant to, XBiotech, or in the event of the termination of the participant with cause, the date of such termination, and
in all cases, is subject to extension at the discretion of the Board of Directors. All options are nontransferable and may be exercised only by the participant,
or in the event of the death of the participant, a legal representative until the earlier of the options’ expiry date of the first anniversary of the participants’
death or such other date as may be specified by the Board of Directors. Pursuant to the terms of the 2005 Plan, the Plan automatically terminated on the
tenth anniversary of its effective date, namely, November 11, 2015. Following this expiry, no additional awards have been or will be granted under the 2005
Plan. However, all stock options granted under the 2005 Plan prior to the initial public offering continue to be governed by the terms of the 2005 Plan.

 
2015 Equity Incentive Plan.
 

The 2015 Plan was adopted by the Board of Directors on April 1, 2015, and approved by the Company’s stockholders on March 13, 2015. The 2015
Plan is not subject to the provisions of the Employee Retirement Income Security Act of 1974 because it is not an “employee benefit plan” as defined in
that Act. The Plan is not a pension, profit-sharing or stock bonus plan within the meaning of Section 401(a) of the Internal Revenue Code of 1986, as
amended (the “Code”). The purpose of the Plan is to promote the interests of the Company by (i) providing directors, officers, employees and consultants
of the Company or any of its subsidiaries or other persons as the Board may approve (“Eligible Persons”) with greater incentive to further develop and
promote the business and financial success of the Company; (ii) aligning the interests of participants with those of Company stockholders and (iii)
assisting the Company in attracting, retaining and motivating its directors, officers and employees. The 2015 Plan became effective March 13, 2015 and
will continue in effect for a term of ten (10) years from the date adopted by the Board, unless terminated earlier by the Board. Upon adoption, the Plan
initially had one million (1,000,000) common shares of the Company available for issuance under the Plan. If any award (or portion thereof) expires or
terminates without having been exercised in full or is forfeited to or repurchased by the Company, the number of Common Shares subject to such award
will again be available for issuance under the Plan. Common Shares used to pay the exercise price of an award or to satisfy the tax withholding
obligations related to an award will become available for future grant under the Plan. To the extent an award under the Plan is paid out in cash rather than
Common Shares, such cash payment will not result in a reduction in the number of Common Shares available for issuance under the Plan.

 
Adjustments. In the event that any dividend or other distribution (whether in the form of cash, Common Shares, other securities, or other property),

recapitalization, stock split, reverse stock split, reorganization, merger, consolidation, split-up, spin-off, combination, repurchase, or exchange of Common
Shares or other securities of the Company, or other change in the corporate structure of the Company affecting the Common Shares occurs, the Board, in
order to prevent diminution or enlargement of the benefits or potential benefits intended to be made available under the 2015 Plan, will adjust the number
and class of Common Shares that may be delivered under the 2015 Plan and/or the number, class, and price of Common Shares covered by each
outstanding award.

 
Administration. The Plan is administered by the Board, which may delegate some or all of its administrative authority and functions to a

committee or committees. The Board may retain the authority to concurrently administer the 2015 Plan with the Committee and may, at any time, revest to
itself some or all of the powers previously delegated. The Board of Directors has the authority to determine all questions arising out of the 2015 Plan and
any award granted pursuant to the 2015 Plan, which interpretations and determinations will be conclusive and binding on the Company and all other
affected persons.
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To the extent that the Board determines it to be desirable to qualify awards granted hereunder as “performance-based compensation” within the

meaning of Section 162(m) of the Code, the 2015 Plan will be administered by a Committee of two (2) or more “outside directors” within the meaning of
Section 162(m) of the Code.
 

Recoupment. All awards granted under the Plan shall be subject to recoupment in accordance with any clawback policy that the Company is
required to adopt pursuant to the listing standards of any stock exchange on which the Company’s securities are listed or as is otherwise required by other
applicable law. In addition, an Award Agreement may contain such other clawback, recovery or recoupment provisions as the Board determines necessary
or appropriate, including but not limited to a reacquisition right in respect of previously acquired Common Shares.
 

Limitations on Transfer. Unless the Board expressly provides otherwise in the Award Agreement, an award may not be sold, pledged, assigned,
hypothecated, transferred, or disposed of in any manner other than by will or by the laws of descent or distribution and may be exercised, during the
lifetime of the participant, only by the participant.

 
Merger or Change in Control. In the event of a merger or change of control, as defined in the Plan, an outstanding award may, at the determination of

the Board (i) be assumed or substantially equivalent award substituted by the acquiring or succeeding corporation; (ii) be terminated upon or immediately
prior to the merger or change of control (with or without payment or receipt of any consideration); (iii) vest and become exercisable, realizable or payable,
or applicable restrictions lapse prior to or upon consummation of the merger or change of control; or (iv) any combination of the foregoing. If a successor
corporation does not assume or provide a substitute for an outstanding award, such award shall fully vest and the participant shall have the right to exercise
all of his or her outstanding Options and SARs and all restrictions on Restricted Share Awards and RSU Awards will lapse, and, with respect to awards
subject to performance-based vesting, all performance goals or other vesting criteria will be deemed achieved at one hundred percent (100%) of target
levels and all other terms and conditions met.

 
Suspension, Termination or Amendment. Subject to any limitations imposed by the Plan, the Board has the right at any time and from time to time to

suspend, amend or terminate the Plan in any manner without consent or approval from participants or stockholders. No such suspension, amendment or
termination shall materially prejudice the rights of any participant under any outstanding award without the participant’s consent. The full powers of the
Board as provided for in the Plan will survive the termination of the Plan until all awards have been exercised or settled in full or have otherwise expired.
 

Stock Options. Options under the Plan can take the form of both incentive stock options (“ISOs”), under which favorable tax treatment will be
afforded the holder if certain conditions are met (see “Federal Income Tax Consequences”) and options not intended to qualify as ISOs (“NQSOs”). The
exercise price under both ISOs and NQSOs shall be at least 100% (or 110% in the case of an ISO granted to a participant who owns 10% or more of the total
voting power of all classes of the Company’s shares) of the fair market value of the Common Share on the date of grant. An option does not convey any
rights of a stockholder to the participant until the underlying shares have been issued. Only Eligible Persons who are employees of the Company or its parent
or subsidiaries may be granted ISOs.

 
The Board may impose such limitations or conditions on the exercise or vesting of any option as it deems appropriate. Each Award Agreement will

provide that the Option granted thereunder may be exercised by notice signed by the participant and accompanied by full payment for the Common Shares
being purchased or by other means, including without limitation electronic means via on-line arrangements, as the Board may from time to time approve and
allow. Acceptable form of consideration for payment of the exercise price may include: (i) cash or check (ii) tendering to the Company Common Shares
already owned by the participant, and registered in his or her name, having a fair market value equal to the option price, (iii) a broker-assisted cashless
exercise arrangement; (iv) net exercise; (v) such other consideration and method of payment permissible under applicable law; or (vi) by any combination of
any of the foregoing payment methods.
 

Except as otherwise specified in the Award Agreement, (i) an option will remain exercisable for 90 days after the date the participant ceases to be an
Eligible Person due to his or her termination without cause or resignation (or 180 days in the case of the participant’s retirement); (ii) if a participant ceases to
be an Eligible Person due a termination of employment or service on account of disability, the option may be exercised by the participant or a representative
within 365 days after such termination; (iii) in the event of death of the participant while an Eligible Person or within 90 days after ceasing to be an Eligible
Person, the option shall be exercisable within 365 days after the date of the participant’s death; and (iv) an option shall immediately terminate and cease to be
exercisable upon a participant’s termination for cause. However, in no event may an option be exercised more than ten years (five years in the case of a
participant who owns Common Shares possessing more than 10% of the total combined voting power of class of shares of the Company) after the grant date
or after the expiration of the option.
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Stock Appreciation Rights. Awards under the Plan may also be in the form of stock appreciation rights (“SARs”), which are generally intended to give a

participant the right to receive the difference between the fair market value per Common Share on the date of exercise over the exercise price, subject to the
terms, conditions and vesting requirements imposed by the Board and set forth in the Award Agreement evidencing the SAR award. The exercise under each
SAR will be determined by the Board by reference to the fair market price(s) of the Common Shares on the primary Stock Exchange for which most trading
of the Common Shares occurs, generally by reference to the closing market price of the Common Shares, provided that such price may not be less than one
hundred percent (100%) of the Fair Market Value Price per Common Share on the date of grant. To exercise a SAR, the participant must provide written
notice of exercise to the Company in compliance with the provisions of the Award Agreement. No SAR shall be exercisable after the expiration of ten (10)
years from the date of its grant or such shorter period specified in the Award Agreement. The appreciation distribution in respect of a SAR shall be paid in
Common Shares, in cash, in any combination of the two or in any other form of consideration, as determined by the Board and set forth in the Award
Agreement.

 
Restricted Share Awards. The Board may grant Common Shares which are subject to restrictions on transferability as established by the Board and set

forth in the Award Agreement evidencing such Restricted Share Award. A Restricted Share Award may be awarded in consideration for (i) cash, check, bank draft
or money order payable to the Company; (ii) past services actually rendered to the Company or an Affiliate; or (iii) any other form of legal consideration that may
be acceptable to the Board, in its sole discretion, and permissible under applicable law. Common Shares subject to a Restricted Share Award may be subject to
forfeiture to or repurchase by the Company in accordance with a vesting schedule or other restrictions to be determined by the Board as specified in the
Award Agreement. The Board, in its discretion, may accelerate the time at which any vesting conditions or other restrictions will lapse or be removed. Except
as otherwise provided in the Award Agreement, a participant holding a Restricted Share Award may exercise full voting rights and be entitled to receive all
dividends and distributions paid with respect to such Common Shares prior to the vesting of the award. If any such dividends or distributions are paid in
Common Shares, the Common Shares will be subject to the same restrictions on transferability and forfeitability as the Common Shares subject to the
Restricted Share Award with respect to which they were paid. Except as otherwise provided in the Plan, Common Shares subject to the Restricted Share
Award will be held in escrow and released after such Common Shares vest or the restrictions lapse or at such other time as determined by the Board.

 
Restricted Share Unit Awards. Awards under the Plan may be in the form of a Restricted Share Unit (RSU) Award, which represent the right to

receive Common Shares (or its cash equivalent or combination thereof) at a designated time in the future, subject to participant’s satisfaction of the
restrictions and conditions to vesting established by the Board and set forth in the Award Agreement evidencing the RSU Award. At the time of grant of a
RSU Award, the Board will determine the consideration, if any, to be paid by the participant upon delivery of each Common Share subject to the RSU Award.
The consideration to be paid (if any) by the participant for each Common Share subject to a Restricted Share Unit Award may be paid in any form of legal
consideration that may be acceptable to the Board of Directors in its sole discretion and permissible under applicable law. A participant may be credited with
dividend equivalents, which at the discretion of the Board, may be converted into additional common shares covered by the RSU Award. Since RSUs are not
actual ownership interests in the underlying Common Shares, a participant holding an RSU Award is not entitled to voting, dividend or other stockholder
rights unless or until the RSUs vest and the Common Shares thereunder are transferred to the participant. Except as otherwise provided in the Award
Agreement, the RSU Award (or vested portion thereof) shall be settled upon the participant’s satisfaction of the applicable vesting criteria.

 
Performance Share Awards. The Board shall determine the terms and conditions applicable to a Performance Share Award, including the performance

period, the performance objectives or other vesting provisions (including, without limitation, continued status as an Eligible Person). Performance objectives
may be based upon the achievement of Company-wide, divisional, business unit or individual goals. After the applicable performance period has ended, a
participant will be entitled to receive a payout of the number of Common Shares subject to the Performance Share Award earned over the performance
period, to be determined as a function of the extent to which the corresponding performance objectives or other vesting provisions have been achieved. The
Board, in its sole discretion, may reduce or waive any performance objectives or other vesting provisions for such Common Shares subject to the
Performance Share Award. A vested Performance Share Award may be settled in Common Shares, its cash equivalent, or in any combination thereof, as
determined by the Board and contained in the Award Agreement.
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401(k) Plan

 
All of our full-time employees in the United States, including our Named Executive Officers, are eligible to participate in our 401(k) plan, which is a

retirement savings defined contribution plan established in accordance with Section 401(a) of the Code. Pursuant to our 401(k) plan, employees may elect
to defer their eligible compensation into the plan on a pre-tax basis, up to the statutorily prescribed annual limit of $18,000 in 2016 (additional salary
deferrals not to exceed $6,000 are available to those employees 50 years of age or older) and to have the amount of this reduction contributed to our 401(k)
plan. In general, eligible compensation for purposes of the 401(k) plan includes an employee’s wages, salaries, fees for professional services and other
amounts received for personal services actually rendered in the course of employment with us to the extent the amounts are includible in gross income, and
subject to certain adjustments and exclusions required under the Code. The 401(k) plan currently does not offer the ability to invest in our securities.

 
Potential Payments Upon Termination or Change in Control
 

Pursuant to his employment agreement, Mr. Simard is eligible to receive severance and change in control benefits under the terms of his employment
agreement described above under “—Employment Agreements with Named Executive Officers.” Additionally, stock options granted to our Named
Executive Officers are subject to the change in control provisions set forth in the 2005 Plan and the 2015 Plan, as applicable and as further described above
under “—Equity Compensation Plans and Other Benefit Plans.”

 
Compensation Committee Report*

 
The compensation committee has reviewed and discussed the section titled “Executive Compensation” with management. Based on such review and

discussion, the compensation committee has recommended to the Board of Directors that the section titled “Executive Compensation” be included in this
proxy statement.

 
Respectfully submitted by the members of the compensation committee of the Board of Directors:
 

Donald MacAdam (Chair)
W. Thorpe McKenzie
Jan-Paul Waldin

 
* This material is not “soliciting material,” is not deemed “filed” with the SEC and is not to be incorporated by reference in any filing of the Company

under the Exchange Act or the Securities Act of 1933, as amended, whether made before or after the date hereof and irrespective of any general
incorporation language in any such filing.
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Equity Compensation Plan Information

 
The following table provides information as of December 31, 2017, with respect to shares of our common stock that may be issued under our

existing equity compensation plans:
 

 (a) (b) (c)

Plan Category

Number of securities to be issued upon
exercise of outstanding options,

warrants and rights

Weighted-average exercise
price of outstanding

options, warrants and
rights

Number of securities
remaining available for
future issuance under

equity compensation plans
(excluding securities

reflected in column (a))
Equity compensation plans approved by stockholders:    

2005 Incentive Stock Option Plan 3,596,574(1) $5.43 — (2)

2015 Equity Incentive Plan 1,707,050(1) $5.17 2,292,950
Equity compensation plans not approved by stockholders:    

None    
 
(1) All shares issuable upon exercise of options.
(2) The 2005 Incentive Stock Option Plan expired in November 2015.
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DIRECTOR COMPENSATION

 
We compensate non-employee members of the Board of Directors in the form of annual equity grants. Directors who are also employees do not receive
cash or equity compensation for service on the Board of Directors in addition to compensation payable for their service as our employees. The non-
employee members of our Board of Directors are reimbursed for travel, lodging and other reasonable expenses incurred in attending Board of Directors or
committee meetings. Our directors received equity grants annually at the fair market value of our common stock at the time of grant under our 2015 Plan.
 

The following table shows for the fiscal year ended December 31, 2017* certain information with respect to the compensation of all non-employee
directors of the Company: Due to the fact that John Simard serves as Chief Executive Officer of XBiotech Inc., he does not receive compensation for his
services as Chairman of the Board. Note that Fabrizio Bonanni (as of November 8, 2017) and Dr. Daniel Vasella (as of January 16, 2018), are no longer
serving on the Company’s Board of Directors or any of the Company’s Committees.

 
* Fabrizio Bonanni resigned from the Company’s Board and Committees effective as of November 8, 2017.
 

Director Compensation for Fiscal Year 2017
 

Name  

Fees Earned or
Paid in Cash 

($)  

Option
Awards
($)(1)(2)  

All Other
Compensation

($)  
Total

($)
Fabrizio Bonanni   —   262,638   —   262,638 
W. Thorpe McKenzie   —   262,638   —   262,638 
Daniel Vasella, M.D.   —   262,638   —   262,638 
 

(1) Amounts listed represent the aggregate grant date fair value amount computed as of the grant date of each option awarded during 2017 in accordance
with ASC 718. Assumptions used in the calculation of these amounts are included in Note 2 to the Financial Statements in our Annual Report on
Form 10-K for the year ended December 31, 2017. As required by SEC rules, the amounts shown exclude the impact of estimated forfeitures related
to service-based vesting conditions. Our directors will only realize compensation to the extent the trading price of our common stock is greater than
the exercise price of such stock options. As required by SEC rules, the amounts shown exclude the impact of estimated forfeitures related to service-
based vesting conditions.

(2) On June 19, 2017, in accordance with the director compensation policy adopted by the Board in March 2016, each non-employee Director was granted
50,000 nonstatutory stock options under the Company’s 2015 Equity Incentive Plan at the closing sales price per share of the Company’s Common
Stock on the date of issuance. The Options vest in two equal portions at six months and one year from the Grant Date with an expiry of ten years from
the Grant Date.

 
It was determined at a meeting of the Board of Directors held in March 2016 that Director compensation will be provided exclusively in the form of stock
options under the Company’s 2015 Equity Incentive Plan. The Committee concluded that in order to conserve cash, align incentives and provide consistency
with respect to Director compensation, it would be advisable and in the best interests of the Company to provide for a uniform, annual equity award to each
non-employee Director. The Committee further determined that in order to appropriately incentivize the Directors, the exercise provisions of each outstanding
option award to the non-employee Directors should be amended to make the exercise period coterminous with the term of the options, and that the term of any
such award that is less than ten years should be extended to equal ten years. Therefore, it was resolved that each non-employee Director will be granted non-
qualified stock options under the Company’s 2015 Equity Incentive Plan to purchase 50,000 shares of the Company’s common stock, which options will be
granted annually on or about the date of the Company’s annual stockholders meeting, be exercisable at a price equal to the closing price of the Company’s
common stock, as reported by NASDAQ, on the date of grant, and vest in two equal installments occurring six months and 12 months following the date of
grant, subject to continued service as a Director. It was further resolved that each outstanding option award to a non-employee Director should be amended to
make the exercise period coterminous with the term of the options, and that the term of any such award that is less than ten years should be extended to equal
ten years. This compensation plan remained the same in 2017.
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Transactions with Related Parties
 

Policies and Procedures for Related Party Transactions. As set forth in our audit committee charter, our audit committee is responsible for reviewing and approving, in
accordance with the Company’s Related Party Transaction Policy, any proposed transaction between the Company and any related party as defined by applicable law, the SEC
rules and the Nasdaq Rules, which consist of all transactions and series of similar transactions to which we were a party or will be a party and in which any of our directors,
executive officers and holders of more than 5% of our voting securities and their respective affiliates has a direct or indirect material interest. As used in this section, the terms
“related person” and “transaction” have the meanings set forth in Item 404(a) of Regulation S-K under the Securities Act. In the course of its review and approval of
transactions with related persons, the audit committee considers:

 
· the nature of the related person’s interest in the transaction;
 
· the material terms of the transaction, including the amount involved and the type of the transaction;
 
· the importance of the transaction to the related person and to XBiotech;
 
· whether the transaction would impair the judgment of a director or executive officer to act in our best interest and the best interest of our stockholders; and
 
· any other matters the audit committee deems appropriate.

 
Any member of the audit committee who is a related person with respect to a transaction under review will not be able to participate in the discussions or vote on the approval
or ratification of the transaction, other than to provide all material information regarding the transaction, including information regarding the extent of the member’s interest in
the transaction, to the audit committee. However, such a director may be counted in determining the presence of a quorum at a meeting of the committee that considers the
transaction. Any material changes to the terms of, or any renewal of, any of these transactions will also require the same approval. If a related party transaction will be ongoing,
the audit committee may establish guidelines or other parameters or conditions relating to our participation in the transaction. The audit committee may from time to time pre-
approve types or categories of transactions by related persons but we have no such pre-approved types or categories of transactions at this time.

 
Related Transactions. Since January 1, 2013, we have not been a party, to any transaction or series of transactions in which the amount involved exceeds $120,000, in

which any of our directors, executive officers, or holders of more than 5% of our shares, or an affiliate or immediate family member thereof, had or will have a direct or indirect
material interest, other than compensation arrangements which are described under the sections of this proxy captioned “Director Compensation” and “Executive
Compensation.”

 
Related Person Transaction Policy. We have adopted a formal, written policy, which became effective as of February 2015, that our executive officers, directors

(including director nominees), holders of more than 5% of any class of our voting securities, and any member of the immediate family of or any entities affiliated with any of
the foregoing persons, are not permitted to enter into a related party transaction with us without the prior approval or, in the case of pending or ongoing related party
transactions, ratification of our audit committee. For purposes of our policy, a related party transaction is a transaction, arrangement or relationship where we were, are or will
be involved and in which a related party had, has or will have a direct or indirect material interest, other than transactions available to all of our employees.

 
Indemnification Agreements and Directors’ and Officers’ Liability Insurance. We have entered into indemnification agreements with our directors in addition to the

indemnification provided for under the British Columbia Business Corporations Act (BCBCA) and in our articles. These agreements, among other things, require us to
indemnify our directors for certain expenses, including attorneys’ fees, judgments, fines and settlement amounts incurred by a director in any action or proceeding arising out of
their services as one of our directors or any other company or enterprise to which the person provides services at our request. We believe that these indemnification agreements
are necessary to attract and retain qualified persons as directors.
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Requirements under the British Columbia Business Corporations Act. Pursuant to the BCBCA, directors and officers are required to act honestly and in good faith with a

view to the best interests of the company. Under the BCBCA, subject to certain limited exceptions, a director who holds a disclosable interest in a material contract or
transaction is not entitled to vote on any director’s resolution approving such contract or transaction. A director or senior officer, with certain exceptions, has a disclosable
interest in a contract or transaction if:

 
(a) the contract or transaction is material to the company;
(b) the company has entered, or proposes to enter, into the contract or transaction;
(c) either of the following applies to the director or senior officer:

(i) the director or senior officer has a material interest in the contract or transaction;
(ii) the director or senior officer is a director or senior officer of, or has a material interest in, a person who has a
material interest in the contract or transaction.

 
As required under the NASDAQ Stock Market (“NASDAQ”) listing standards, a majority of the members of a listed company’s Board of Directors

must qualify as “independent,” as affirmatively determined by the Board of Directors. The Board consults with the Company’s counsel to ensure that the
Board’s determinations are consistent with relevant securities and other laws and regulations regarding the definition of “independent,” including those set
forth in pertinent listing standards of NASDAQ, as in effect from time to time.

 
Consistent with these considerations, after review of all relevant identified transactions or relationships between each director, or any of his or her

family members, and the Company, its senior management and its independent auditors, the Board has affirmatively determined that the following three
directors are independent directors within the meaning of the applicable NASDAQ listing standards: Mr. Waldin, Mr. McKenzie and Dr. MacAdam. In
making this determination, the Board found that none of these directors or nominees for director had a material or other disqualifying relationship with the
Company.

 
Householding of Proxy Materials
 

The SEC has adopted rules that permit companies and intermediaries (e.g., brokers) to satisfy the delivery requirements for Notices of Internet
Availability of Proxy Materials or other annual meeting materials with respect to two or more stockholders sharing the same address by delivering a single
Notice of Internet Availability of Proxy Materials or other annual meeting materials to those stockholders. This process, which is commonly referred to as
“householding,” potentially means extra convenience for stockholders and cost savings for companies.

 
This year, a number of brokers with account holders who are XBiotech Inc. stockholders will be “householding” the Company’s proxy materials. A

single Notice will be delivered to multiple stockholders sharing an address unless contrary instructions have been received from the affected stockholders.
Once you have received notice from your broker that they will be “householding” communications to your address, “householding” will continue until you
are notified otherwise or until you revoke your consent. If, at any time, you no longer wish to participate in “householding” and would prefer to receive a
separate Notice or set of annual meeting materials, please notify your broker or XBiotech Inc. Direct your written request to XBiotech Inc., Attn: Director
of Investor Relations, 8201 E. Riverside Dr. Bldg. 4, Ste. 100, Austin, TX 78744, or contact our Director of Investor Relations at XBiotech Inc. by
telephone at (512) 386-2930. Stockholders who currently receive multiple Notices at their addresses and would like to request “householding” of their
communications should contact their brokers.

 
OTHER MATTERS
 

The Board of Directors knows of no other matters that will be presented for consideration at the annual meeting. If any other matters are properly
brought before the meeting, it is the intention of the persons named in the proxy to vote on such matters in accordance with their best judgment.

 
 By Order of the Board of Directors
  
 

 John Simard
 President & CEO

 
April 30, 2018
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A copy of the Company’s Annual Report to the Securities and Exchange Commission on Form 10-K for the fiscal year ended December 31, 2017 is available
without charge upon written request to: Corporate Secretary, XBiotech Inc., 8201 E. Riverside Dr. Bldg. 4, Ste. 100 Austin, TX 78744.
 
 
 
 
 
 
 
 

29



 

 

30



 
 

 
 
 

31



 

32
 


