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NANTKWEST, INC.

PART I - FINANCIAL INFORMATION
ITEM 1. FINANCIAL STATEMENTS.
NantKwest, Inc.

Condensed Consolidated Balance Sheets

(in thousands, except for share amounts)

ASSETS

Current assets:

Cash and cash equivalents

Receivables, net, prepaid expenses and other current assets
Marketable securities

Total current assets

Marketable securities, noncurrent

Property and equipment, net

Intangible assets, net

Other assets

Total assets

LIABILITIES AND STOCKHOLDERS’ EQUITY
Current liabilities:

Accounts payable

Accrued expenses

Due to related parties

Other current liabilities

Total current liabilities

Build-to-suit liability, less current portion

Deferred rent

Deferred revenue

Deferred tax liability

Other liabilities

Total liabilities

Commitments and contingencies (Note 6)
Stockholders’ equity

Common stock, $0.0001 par value; 500,000,000 shares authorized; 81,770,436

and 81,311,686 issued and outstanding as of June 30, 2016 and

December 31, 2015
Additional paid-in capital
Accumulated other comprehensive income (loss)
Accumulated deficit

June 30,
2016
(Unaudited)

$38,223
4,196
175,540
217,959
107,933
9,507
6,396
1,140

$342,935

$3,303
4,724
1,727
291
10,045
2,417
1,924
197
969
26
15,578

8

651,330
424
(324,405 )

December 31,
2015

$ 175,908
3,322
118,310
297,540
55,135
5,523
7,292
1,359

$ 366,849

$ 2,085
2,575
1,352
136
6,148
2,468
845
228
1,165

10,854

8
606,555
(192
(250,376

)
)
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Total stockholders’ equity 327,357 355,995
Total liabilities and stockholders’ equity $342,935 $ 366,849

The accompanying notes are an integral part of these condensed consolidated financial statements.
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NantKwest, Inc.
Condensed Consolidated Statements of Operations

(in thousands, except for share and per share amounts)

(Unaudited)

Three Months Ended

June 30,

2016 2015

(Restated)

Revenue $12 $91
Operating expenses:
Research and development 6,389 2,074
Selling, general and administrative 28,588 128,412
Total operating expenses 34,977 130,486
Loss from operations (34,965 ) (130,395
Other income (expense):
Investment income, net 739 33
Change in fair value of warrant liability — (483
Other income (expense), net 1 (48
Total other income (expense) 740 (498
Loss before income taxes (34,225 ) (130,893
Income tax (benefit) expense, net (228 ) —
Net loss $(33,997 ) $(130,893
Net loss per share:
Basic and diluted $(0.41 ) $(1.99
Weighted average number of shares during the period:
Basic and diluted 81,959,248 65,789,041

Six Months Ended June 30,
2016 2015
(Restated)
$18 $211
11,344 2,677
55,255 160,030
66,599 162,707

) (66,581 ) (162,496 )

1,507 65
) — (1,366 )
) 29 56
) 1,536 (1,245 )
) (65,045 ) (163,741 )
(371 ) 1
) $(64,674 ) $(163,742 )

) $(0.79 ) $(2.58 )

81,769,964 63,450,609

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

Condensed Consolidated Statements of Comprehensive Loss

(in thousands)

(Unaudited)
Three Months Ended  Six Months Ended
June 30, June 30,
2016 2015 2016 2015
(Restated) (Restated)
Net loss $(33,997) $(130,893) $(64,674) $(163,742)
Other comprehensive income, net of income taxes:
Net unrealized gain on available-for-sale securities 129 — 646 —
Reclassification of net realized gains on available-for-sale securities
included in net loss 23 ) — (30 ) —
Total other comprehensive income 106 — 616 —
Comprehensive loss $(33,891) $(130,893) $(64,058) $(163,742)

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

Condensed Consolidated Statement of Stockholders’ Equity

(in thousands, except for share amounts)

(Unaudited)

Balance at December 31, 2015

Exercise of stock options

Stock-based compensation expense
Vesting of restricted stock units
Employee payroll taxes withheld related
to vesting of

restricted stock units
Exercise of warrants
Change in accounting principle - ASU
2016-09 forfeiture

adjustment
Repurchase of common stock
Other comprehensive income, net
Net loss
Balance at June 30, 2016

Additional
Common Paid-in
Shares AmountCapital
81,311,686 $ 8  $606,555
1,642,264 — 818
— — 43,917
24,166 — —
(4,152 ) — (32 )
25,072 — 41
— — 31
(1,228,600 ) — —

81,770,436 $§ 8 $651,330 §$ 424

Accumulated

Other

Comprehensivéccumulated

Loss Deficit Total

$ (192 ) $(250,376 ) $355,995

— — 818

— — 43,917

— — (32 )

— — 41

_ (31 ) —

— (9,324 ) (9,324 )
616 — 616

— (64,674 ) (64,674)

$ (324,405 ) $327,357

The accompanying notes are an integral part of these condensed consolidated financial statements.
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NantKwest, Inc.
Condensed Consolidated Statements of Cash Flows
(in thousands)

(Unaudited)

For the Six Months

Ended June 30,

2016 2015

(Restated)

Operating activities:
Net loss $(64,674 ) $(163,742)
Adjustments to reconcile net loss to net cash used in operating activities:
Depreciation and amortization 998 986
Stock-based compensation expense 43,917 150,836
Deferred income tax benefit (373 ) —
Change in value of warrant liability — 1,366
Non-cash interest items (516 ) —
Loss incurred by Inex Bio — 57
Loss on disposal of assets 18 —
Amortization of net premiums on marketable securities 943 —
Gain on sales of marketable securities (69 ) —
Gain on settlement of note payable — (133 )
Changes in operating assets and liabilities:
Accounts receivable 3 ) 100
Prepaid and other current assets (355 ) (300 )
Other assets (162 ) (3,592 )
Accounts payable 84 2,048
Accrued expenses and other liabilities 1,638 2,312
Due to related parties 375 —
Deferred rent 1,031 —
Deferred revenue 9 ) (100 )
Net cash used in operating activities (17,157 ) (10,162 )
Investing activities:
Purchases of property and equipment (2,123 ) (152 )
Purchase of Inex Bio Inc., net of cash acquired — (1,818 )
Investment in intangible assets — (483 )
Purchases of marketable securities (165,837) —
Sales/maturities of marketable securities 55,897 —
Net cash used in investing activities (112,063) (2,453 )
Financing activities:
Proceeds from debt and equity offerings, net of issuance costs — 70,976
Payments on notes payable — (132 )
Proceeds from exercise of stock options 818 768
Proceeds from exercise of warrants 41 7,134
Repurchase of common stock 9,324 ) (4,798 )

Net cash (used in) provided by financing activities (8,465 ) 73,948
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Net decrease in cash and cash equivalents
Cash and cash equivalents, beginning of period
Cash and cash equivalents, end of period

Supplemental disclosure of cash flow information:

Cash paid during the period for:

Income taxes

Supplemental disclosure of non-cash investing and financing activities:
Estimated fair value of building under build-to-suit lease

Issuance of warrants in Inex Bio, Inc. acquisition

Lease Incentive

Property and equipment purchases included in accounts payable and accrued

expenses
Cashless exercise of stock options and warrants
Unrealized gain on marketable securities

(137,685) 61,333
175,908 59,104
$38,223  $120,437

$1 $1
$— $2,740
$— $5,170
$50 $—
$2,059 $—
$456 $966
$962 $—

The accompanying notes are an integral part of these condensed consolidated financial statements.
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NantKwest, Inc.
Notes to Unaudited Condensed Consolidated Financial Statements

(in thousands, except share and per share amounts)

1. Description of Business and Basis of Presentation
Organization

NantKwest, Inc. (the Company) was incorporated in Illinois on October 7, 2002 under the name ZelleRx Corporation.
On January 22, 2010, the Company changed its name to Conkwest, Inc., and on July 10, 2015, the Company changed
its name to NantKwest, Inc. In March 2014, the Company redomesticated from the State of Illinois to the State of
Delaware and the Illinois Company ceased to exist. The Company is a biotechnology company headquartered in San
Diego, California with certain operations in Culver City, California and Woburn, Massachusetts. The Company is
commercially developing targeted direct-acting immunotherapeutic agents for a variety of clinical conditions.

The Company holds the exclusive right to commercialize activated natural killer (aNK) cells, a commercially viable
natural killer cell-line, and a variety of genetically modified derivatives capable of killing cancer and virally infected
cells. The Company owns corresponding U.S. and foreign composition and methods-of-use patents and applications
covering the clinical use of aNK cells as a therapeutic to treat a spectrum of clinical conditions.

The Company also licensed exclusive commercial rights to a portfolio of CD16 bearing aNK cells along with the
corresponding U.S. and foreign composition and methods-of-use patents and applications covering the non-clinical
use in laboratory testing of monoclonal antibodies as well as clinical use as a therapeutic to treat cancers in
combination with antibody products. The Company has licensed or sub-licensed its cell lines and intellectual property
to numerous pharmaceutical and biotechnology companies for such non-clinical uses.

The Company retains exclusive worldwide rights to clinical and research data, intellectual property and know-how
developed with the Company’s aNK cells, as well as the only clinical grade master cell bank.

Unaudited Interim Financial Information

The accompanying condensed consolidated balance sheet at June 30, 2016, the condensed consolidated statements of
operations and comprehensive loss for the three and six months ended June 30, 2016, the condensed consolidated
statements of cash flows for the six months ended June 30, 2016, and the condensed consolidated statement of
stockholders’ equity for the six months ended June 30, 2016, have been prepared by management of the Company and
have not been audited. These financial statements have been prepared on the same basis as the audited consolidated
financial statements for the fiscal year ended December 31, 2015 and, in the opinion of management, include all
adjustments (consisting only of normal recurring adjustments) necessary for a fair statement of the Company’s results
for the periods presented. These financial statements should be read in conjunction with the financial statements and
notes thereto for the fiscal year ended December 31, 2015 included in the Company’s Annual Report on Form

10-K. Interim operating results are not necessarily indicative of operating results for the full year. The year-end
condensed consolidated balance sheet data was derived from audited financial statements, but does not include all
disclosures required by accounting principles generally accepted in the United States of America (GAAP).

Principles of Consolidation

11
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The Company’s condensed consolidated financial statements include the accounts of the Company and its
wholly-owned subsidiary, Inex Bio, Inc., and have been prepared in accordance with GAAP. All intercompany
amounts have been eliminated.

Prior Restatement

The Company identified material errors in stock compensation expense, property and equipment and build-to-suit
liability balances along with various other immaterial errors during the fourth quarter of fiscal 2015 related to prior
periods. The correction of these errors resulted in the restatement of previously reported unaudited condensed
consolidated financial statements for the second and third quarters of fiscal 2015, which were included in the Annual
Report on Form 10-K for the year ended December 31, 2015. Accordingly, within this Quarterly Report on Form
10-Q, the unaudited condensed consolidated statement of operations for the three and six months ended June 30, 2015
and the unaudited condensed consolidated statement of cash flows for the six months ended June 30, 2015 have been
labeled Restated.

12
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Liquidity

As of June 30, 2016, the Company had an accumulated deficit of approximately $324.4 million. The Company also
had negative cash flow from operations of approximately $17.2 million during the six months ended June 30, 2016.
The Company expects that it will likely need additional capital to further fund development of, and seek regulatory
approvals for, its product candidates, and begin to commercialize any approved products.

The Company is currently focused primarily on the development of immunotherapeutic treatments for cancers and
debilitating viral infections using targeted cancer killing cell lines, and believes such activities will result in the
Company’s continued incurrence of significant research and development and other expenses related to those
programs. If the clinical trials for any of the Company’s product candidates fail or produce unsuccessful results and
those product candidates do not gain regulatory approval, or if any of the Company’s product candidates, if approved,
fails to achieve market acceptance, the Company may never become profitable. Even if the Company achieves
profitability in the future, it may not be able to sustain profitability in subsequent periods. The Company intends to
cover its future operating expenses through cash and cash equivalents and marketable securities on hand and through a
combination of equity offerings, debt financings, government or other third-party funding, marketing and distribution
arrangements and other collaborations, strategic alliances and licensing arrangements. Additional financing may not
be available to the Company when needed and, if available, financing may not be obtained on terms favorable to the
Company or its stockholders.

While the Company expects its existing cash and cash equivalents and marketable securities will enable it to fund
operations and capital expenditure requirements for the foreseeable future, it may not have sufficient funds to reach
commercialization. Failure to obtain adequate financing when needed may require the Company to delay, reduce,
limit or terminate some or all of its development programs or future commercialization efforts or grant rights to
develop and market product candidates that the Company might otherwise prefer to develop and market itself which
could adversely affect the Company’s ability to operate as a going concern. If the Company raises additional funds
from the issuance of equity securities, substantial dilution to existing stockholders may result. If the Company raises
additional funds by incurring debt financing, the terms of the debt may involve significant cash payment obligations
as well as covenants and specific financial ratios that may restrict the Company’s ability to operate its business.

2. Summary of Significant Accounting Policies

With the exception of the preclinical and clinical trial accrual, stock repurchases and stock-based compensation
policies discussed below, there have been no significant changes to the items that the Company disclosed as its
summary of significant accounting policies in the Annual Report on Form 10-K for the year ended December 31,
2015.

Preclinical and Clinical Trial Accruals

As part of the process of preparing the financial statements, the Company is required to estimate expenses resulting
from obligations under contracts with vendors, clinical research organizations and consultants. The financial terms of
these contracts vary and may result in payment flows that do not match the periods over which materials or services
are provided under such contracts.

The Company estimates clinical trial and research agreement related expenses based on the services performed,
pursuant to contracts with research institutions and clinical research organizations and other vendors that conduct
clinical trials and research on the Company’s behalf. In accruing clinical and research related fees, the Company
estimates the time period over which services will be performed and activity expended in each period. If the actual
timing of the performance of services or the level of effort varies from the estimate, the Company will adjust the
accrual accordingly. Payments made to third parties under these arrangements in advance of the receipt of the related
services are recorded as prepaid expenses until the services are rendered.

13
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Stock Repurchases

In November 2015, the board of directors approved a share repurchase program (2015 Share Repurchase Program)
allowing the CEO or CFO, on behalf of the Company, to repurchase from time to time, in the open market or in
privately negotiated transactions, up to $50.0 million of the Company’s outstanding shares of common stock, exclusive
of any commissions, markups or expenses. The timing and amounts of any purchases will be based on market
conditions and other factors, including price, regulatory requirements and other corporate considerations. The 2015
Share Repurchase Program does not require the purchase of any minimum number of shares and may be suspended,
modified or discontinued at any time without prior notice. The Company expects to finance the purchases with
existing cash balances. As it is the intent for the repurchased shares to be retired, the Company has elected to account
for the shares repurchased under the constructive retirement method. For shares repurchased in excess of par, the
Company will allocate the excess value to accumulated deficit.

7

14



Edgar Filing: NantKwest, Inc. - Form 10-Q

Stock-Based Compensation

The Company implemented Financial Accounting Standards Board issued Accounting Standard Update 2016-09,
Stock Compensation (Topic 718): Improvements to Employee Share-Based Payment Accounting, as part of the
initiative to reduce complexity in accounting standards in this reporting period. Therefore, the Company is accounting
for share-based award forfeitures only as they occur rather than applying an estimated forfeiture rate.

Use of Estimates

The preparation of condensed consolidated financial statements in conformity with accounting principles generally
accepted in the United States of America requires management to make certain estimates and assumptions that affect
the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the
condensed consolidated financial statements and the reported amounts of revenues and expenses during the reporting
period. On an ongoing basis, the Company evaluates its estimates, including those related to the valuation of warrants,
stock-based compensation, the valuation allowance for deferred tax assets, preclinical and clinical trial accruals, and
the valuation of build-to-suit lease assets. The Company bases its estimates on historical experience and on various
other market-specific and relevant assumptions that it believes to be reasonable under the circumstances. Actual
results could differ from those estimates.

Basic and Diluted Net Loss per Share of Common Stock

Basic net loss per share is calculated by dividing the net loss by the weighted-average number of common shares
outstanding for the period. Diluted loss per share is computed similarly to basic loss per share except that the
denominator is increased to include the number of additional shares that would have been outstanding if the potential
common shares had been issued and if the additional common shares were dilutive.

For all periods presented, potentially dilutive securities are excluded from the computation of fully diluted loss per

share as their effect is anti-dilutive. The following table details those securities that have been excluded from the
computation of potentially dilutive securities:

As of June 30,

2016 2015
Outstanding options 7,064,002 8,447,209
Outstanding restricted stock units 1,424,772  —
Outstanding warrants 17,794,544 18,417,078
Total 26,283,318 26,864,287

Amounts in the table above reflect the common stock equivalents of the noted instruments.
Recent Accounting Pronouncements

In February 2016, the FASB issued or ASU 2016-02, Leases (Topic 842) which requires lessees to recognize assets
and liabilities for operating leases with lease terms greater than twelve months in the balance sheet. The update also
requires improved disclosures to help users of financial statements better understand the amount, timing and
uncertainty of cash flows arising from leases. ASU 2016-02 is effective for fiscal years beginning after December 15,
2018, including interim periods within those fiscal years, with early adoption permitted. The Company is currently

15
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evaluating the impact of the adoption of ASU 2016-02 on its consolidated financial statements and disclosures.

In March 2016, the FASB issued ASU 2016-09, Stock Compensation (Topic 718): Improvements to Employee
Share-Based Payment Accounting, as part of the initiative to reduce complexity in accounting standards. The areas for
simplification in ASU 2016-09 involve several aspects of the accounting for employee share-based payment
transactions, including the income tax consequences, classification of awards as either equity or liabilities, or
classification on the statement of cash flows. ASU 2016-09 is effective for fiscal years beginning after December 15,
2016, including interim periods within those fiscal years, with early adoption permitted. The Company chose to adopt
this ASU in the second quarter of 2016. There was no material impact on the condensed consolidated financial
statements and disclosures.

8
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The Company has adopted the guidance to 1) account for stock-based award forfeitures as they occur rather than apply
an estimated forfeiture rate, 2) recognize the income tax effects of awards in the income statement when the awards
vest or are settled, thus eliminating additional paid-in capital pools, 3) repurchase more of an employee’s shares for tax
withholding purposes without triggering liability accounting, and 4) elected to adopt the amendments related to the
presentation of excess tax benefits on the statement of cash flows using a prospective transition method.

3. Financial Statement Details

Receivables, Net, Prepaid Expenses and Other Current Assets

As of June 30, 2016 and December 31, 2015, receivables, net, prepaid expenses and other current assets consisted of

(in thousands):

June 30, December 31,

2016 2015

(Unaudited)
Prepaid services $ 1,537 $ 631
Interest receivable - marketable securities 1,428 911
Prepaid license fees 475 101
Prepaid legal fees 350 350
Deposits 141 —
Due from related parties (Note 7) 121 217
Prepaid insurance 84 466
Prepaid rent 46 —
Accounts receivable, net 3 —
Tax refund receivable — 646
Other 11 —

$ 4,196 $ 3,322

Property and Equipment, Net

As of June 30, 2016 and December 31, 2015, property and equipment consisted of (in thousands):

June 30, December 31,

2016 2015

(Unaudited)
Construction in progress $ 7,825 $ 5,136
Equipment 1,021 241
Software 400 6
Leasehold improvements 356 182
Furniture & fixtures 175 125

9,777 5,690

17
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Accumulated depreciation (270 ) (167 )
$ 9,507 $ 5,523

Construction in progress includes the estimated fair market value of the building under the Company’s build-to-suit
lease for $2.7 million of which the Company is the "deemed owner" for accounting purposes only. See Note 7.

Intangible Assets

As of June 30, 2016 and December 31, 2015, intangible assets consisted of (in thousands):

June 30, December 31,

2016 2015
(Unaudited)
Technology license* $ 8,636 $ 8,636

Less accumulated amortization (2,240 ) (1,344 )
$ 6,396 $ 7,292

*Inclusive of $1.5 million intangible asset related to the deferred tax liability, which is not amortized.

9
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Amortization expense was $0.5 million, and $0.4 million for the three months ended June 30, 2016 and 2015,
respectively, and $0.9 million and $0.4 million for the six months ended June 30, 2016 and 2015,

respectively. Amortization for the Company’s technology license is included in research and development expense in
the condensed consolidated statement of operations.

Other Assets

As of June 30, 2016 and December 31, 2015, other assets consisted of (in thousands):

June 30, December 31,

2016 2015

(Unaudited)
Equipment not placed in service $ 567 $ 624
License fees 308 —
Security deposit 248 344
Software license and implementation costs 17 391

$ 1,140 $ 1,359

Accrued Expenses

As of June 30, 2016 and December 31, 2015, accrued expenses consisted of (in thousands):

June 30, December 31,

2016 2015

(Unaudited)
Accrued bonus $ 2,179 $ 1,359
Accrued professional and service fees 616 367
Accrued construction costs 610 132
Accrued compensation 590 348
Accrued preclinical and clinical trial costs 449 —
Accrued trade shows 109 —
Accrued franchise and property taxes 39 225
Other 132 144

$ 4,724 $ 2,575

Investment Income, Net
Net investment income includes interest income from all bank accounts as well as marketable securities, net realized

gains or losses on sales of investments and the amortization of the premiums and discounts of the investments and is
as follows for the three and six months ended June 30, 2016 and 2015 (in thousands).

Three Months Six Months
Ended Ended

19



Edgar Filing: NantKwest, Inc. - Form 10-Q

June 30, June 30,
2016 2015 2016 2015
Interest income $1,239 $33 $2,431 $65
Investment amortization accretion expense, net (516 ) — (942 ) —
Net realized gains on investments 16 — 18 —

$739  $33 $1,507 $65

Interest income includes interest from the Company’s bank deposits. The Company did not recognize an impairment
loss on any investments for the three and six months ended June 30, 2016 and 2015.

10
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4. Cash Equivalents and Marketable Securities

As of June 30, 2016, all of the Company’s marketable securities are classified as available-for-sale and are scheduled
to mature within 4.0 years. At June 30, 2016, the detail of the Company’s cash equivalents and marketable securities is
as follows (in thousands):

June 30, 2016
Amortized Unrealized Unrealized Fair

Cost Gains Losses Value
Current:
Commercial paper $4,993 $ 4 $ — $4,997
Government sponsored securities 21,384 32 — 21,416
Corporate debt securities 138,173 80 (17 ) 138,236
Foreign government bonds 10,880 13 2 ) 10,891
Current portion 175,430 129 (19 ) 175,540
Noncurrent:
Government sponsored securities 27,022 166 — 27,188
Corporate debt securities 80,241 510 (6 ) 80,745
Noncurrent portion 107,263 676 (6 ) 107,933
Total $282,693 $ 805 $ 25 ) $283,473

At June 30, 2016, 29 of the securities and bonds are in an unrealized loss position. No securities have been in an
unrealized loss position for greater than 12 months. Available-for-sale investments that had been in an unrealized loss
position for less than 12 months at June 30, 2016 are as follows (in thousands):

June 30, 2016

Estimated Gross

Fair Unrealized

Value Losses
Corporate debt securities  $60,926 $ (23 )
Foreign government bonds 1,864 2 )
Total $62,790 $ (25 )

The Company evaluated its securities for other-than-temporary impairment and concluded that the decline in value
was primarily caused by current economic and market conditions. The Company does not intend to sell the
investments and it is not more likely than not that the Company will be required to sell the investments before
recovery of their amortized cost bases. Therefore, the Company did not recognize any other-than-temporary
impairment loss during the three and six months ended June 30, 2016 and 2015.

5. Fair Value Measurements

In accordance with the authoritative guidance for financial assets and liabilities measured at fair value on a recurring
basis (ASC Topic 820), the Company prioritizes the inputs used to measure fair value from market-based assumptions

21
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to entity specific assumptions as follows:

-Level 1—Inputs based on quoted market prices for identical assets or liabilities in active markets at the measurement
date.

-Level 2—Observable inputs other than quoted prices in Level 1, such as quoted prices for similar assets and liabilities
in active markets; quoted prices for identical or similar assets and liabilities in markets that are not active; or other
inputs that are observable or can be corroborated by observable market data.

-Level 3—Inputs which reflect management’s best estimate of what market participants would use in pricing the asset or
liability at the measurement date. The inputs are unobservable in the market and significant to the instruments
valuation.

11
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The following table presents the Company’s hierarchy for its assets measured at fair value on a recurring basis as of
June 30, 2016 and December 31, 2015:

Fair Value Measurements at June

30, 2016
Level Level

Total 1 Level2 3
Assets:
Current:
Commercial paper $4997 $ — $4997 § —
Government sponsored securities 21,416 — 21,416 —
Corporate debt securities 138,236 — 138,236 —
Foreign government bonds 10,891 — 10,891 —
Noncurrent:
Government sponsored securities 27,188 — 27,188 —
Corporate debt securities 80,745 — 80,745 —

Total assets measured at fair value $283,473 $§ — $283473 $§ —

This table excludes $38.2 million in depository institutions that are classified as Level 1 assets.

Fair Value Measurements at
December 31, 2015

Level Level
Total 1 Level2 3

Assets:

Current:

Cash and cash equivalents* $18,039 $ — $18,039 $ —
Commercial paper 24917 — 24917 —
Corporate debt securities 86,450 — 86,450 —
Foreign government bonds 6,943 — 6,943 —
Noncurrent:

Corporate debt securities 51,131 — 51,131 —
Foreign government bonds 4,004 — 4,004 —

Total assets measured at fair value $191,484 $ — $191,484 $ —

*This amount excludes $157.9 million in depository institutions which are classified as Level 1 assets.

6. Commitments and Contingencies
Contingencies

In March 2009, the Company received a final rejection in one of the Company’s original patent applications pertaining
to certain limited methods of use claims for NK-92 from the U.S. Patent and Trademark Office (the USPTO) (but the
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USPTO allowed claims on all of the other proposed claims, including other methods of use). The Company appealed
this decision with the USPTO Board of Appeals and, in the fall of 2013, the Board of Appeals reversed the Examiner’s
rejection of the claim to certain limited methods of use with NK-92, but affirmed the Examiner’s rejection of the
remaining patent claims. In December 2013, the Company brought an action in the U.S. District Court for the Eastern
District of Virginia to review the decision of the USPTO as the Company disagreed with the decision as to the certain
limited non-allowed claims. On September 2, 2015, the U.S. District Court granted the USPTO’s motion for summary
judgment. The Company is in the process of appealing the decision. Based on the information available at present, the
Company cannot reasonably estimate a range of loss for this action. Accordingly, no liability associated with this

action has been accrued. The Company is expensing legal costs associated with defending this litigation as the costs
are incurred.

12
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Securities Litigation

In March 2016, a securities class action complaint captioned Sudunagunta v. NantKwest, Inc., et al., No. 16-cv-01947
was filed in federal district court for the Central District of California related to the Company’s restatement of certain
interim financial statements for the periods ended June 30, 2015 and September 30, 2015. In May 2016 a similar
complaint was filed, captioned Forsythe v. NantKwest, Inc., et al., No. 16-cv-03438; those two cases subsequently
were consolidated and a consolidated complaint was filed on August 4, 2016. The consolidated complaint names as
defendants the Company, certain of its current and former officers and directors, and various investment banks which
served as underwriters for the Company’s initial public offering. The consolidated complaint alleges violations of
Sections 11 and 15 of the Securities Act of 1933 and Sections 10(b) and 20(a) of the Securities Exchange Act of 1934
and Rule 10b-5 promulgated thereunder. The complaint seeks unspecified damages, costs and attorneys’ fees, and
equitable/injunctive or other relief on behalf of putative classes of persons who purchased or acquired the Company’s
securities during various time periods from July 28, 2015 through March 11, 2016. Management intends to vigorously
defend these proceedings. At this time, the Company cannot predict how the Court will rule on the merits of the
claims and/or the scope of the potential loss in the event of an adverse outcome. Therefore, based on the information
available at present, the Company cannot reasonably estimate a range of loss for this action. Should the Company
ultimately be found liable, the liability could have a material adverse effect on the Company’s results of operations for
the period or periods in which it is incurred.

In May 2016, the first of several complaints was filed in California Superior Court, Los Angeles County also related
to the Company’s restatement of certain interim financial statements. Those complaints are captioned Wagner v.
NantKwest, Inc., et al., No. BC621292, Frye v. NantKwest, Inc., et al., No. BC621665, Hare v. NantKwest, Inc., No.
BC621836, and Wiencek v. NantKwest, Inc. et al., No. BC623233. The complaints allege violations of the Securities
Act of 1933 based on alleged misrepresentations or omissions in the Company’s initial public offering registration
statement. The complaints name as defendants the Company, certain of its current and former officers and directors,
various investment banks which served as underwriters for the Company’s initial public offering, and two venture
funds. The complaints seek unspecified damages, costs and attorneys’ fees, and recession or other relief on behalf of
putative classes of persons who purchased common stock in and/or traceable to the Company’s July 28, 2015 initial
public offering. Management intends to vigorously defend these proceedings. At this time, the Company cannot
predict how the Court will rule on the merits of the claims and/or the scope of the potential loss in the event of an
adverse outcome. Should the Company ultimately be found liable, the liability could have a material adverse effect on
the Company’s results of operations for the period or periods in which it is incurred.

Contractual Obligations - Leases

The Company leases: (i) office space in Cardiff-by-the-Sea, California; (ii) a research facility in Boston,
Massachusetts on a month-to-month basis; (iii) a research facility in Woburn, Massachusetts (discussed further below)
that replaced the Boston facility upon occupancy in May 2016; (iv) office space in Cary, North Carolina; (iv) a
research facility in San Diego, California and; (v) research and manufacturing space in Culver City, California from a
related party (Note 7). There were no new leases entered into during the three months ended June 30, 2016

In March 2016, the Company entered into a lease agreement for an approximately 7,893 square foot facility in
Woburn, Massachusetts for a research and development laboratory, related office and other related uses. In June
2016, the lease was amended to add 260 square feet, for a total of 8,153 square feet. The base rent, including the
amendment, is $0.2 million per year with a $1 per square foot annual increase on each anniversary date.

The Company recognizes rent expense under its operating leases on a straight-line basis. Rent expense for the three
months ended June 30, 2016 and 2015 was $0.7 million and $0.1 million, respectively, and $1.4 million and $0.2
million for the six months ended June 30, 2016 and 2015, respectively.

Commitments
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The Company has not entered into any new significant contracts during the three months ended June 30, 2016.

7. Related Party Agreements

The Company’s Chairman and CEO founded and has a controlling interest in NantWorks, which is a collection of
multiple companies in the healthcare and technology space. As described below, the Company has entered into
arrangements with NantWorks and certain affiliates of NantWorks to facilitate the development of new genetically

modified NK cells for the Company’s product pipeline.

13

26



Edgar Filing: NantKwest, Inc. - Form 10-Q

In March 2016, NantBioScience, Inc. (NantBioScience), a NantWorks company, and the National Cancer Institute
entered into a cooperative research and development agreement. The agreement covers NantBioScience and its
affiliates, including the Company. Under the agreement, the parties will collaborate on the preclinical and clinical
development of proprietary recombinant NK cells and monoclonal antibodies in monotherapy and in combination
immunotherapies. The Company expects to benefit from the preclinical and clinical research conducted during the
first year under this agreement and is providing the first year of funding under the five-year agreement. In April 2016,
the Company paid $0.6 million to the National Cancer Institute as a prepayment for this first year of funding. The
Company recognizes research and development expense ratably over a 12-month period and recorded $0.2 million as
of June 30, 2016.

Under the NantWorks shared services agreement executed in November 2015, but effective August 2015, NantWorks
provides corporate, general and administrative, manufacturing strategy, research and development, regulatory and
clinical trial strategy and other support services, and the Company is charged for the services at cost plus reasonable
allocations for indirect costs that relate to the employees providing the services. In June 2016, the Company amended
the existing shared services agreement with NantWorks whereby the Company can provide such support services to
NantWorks and/or any of its affiliates. For the three and six months ended June 30, 2016, the Company recorded $0.7
million and $1.5 million, respectively, to selling, general and administrative expense and $0.5 million and $0.8
million, respectively, to research and development expense under this arrangement on the condensed consolidated
statement of operations. For the three months ended June 30, 2016, the Company recorded expense reimbursements
of $9,000 to selling, general and administrative expense and $42,000 to research and development expense. No
expenses were incurred during the three and six months ended June 30, 2015. The Company owed NantWorks a net
amount of $1.7 million for all agreements between the two affiliates at June 30, 2016, which is included in due to
related parties on the condensed consolidated balance sheet.

Under the November 2015 facility license agreement with NantWorks for office and laboratory space, which was
effective May 22, 2015, the Company recorded rent expense of $0.1 million and $0.3 million for the three and six
months ended June 30, 2016, respectively, and $0.1 million for the three and six months ended June 30, 2015, which
is included in research and development expense on the condensed consolidated statement of operations. The
Company is responsible for costs to build out the laboratory and has incurred costs of approximately $3.5 million as of
June 30, 2016, which is reflected in property and equipment, net on the condensed consolidated balance sheet. In
addition, as the Company concluded that it was the “deemed owner” of the building (for accounting purposes only)
during the construction period, the Company recorded a non-cash built-to-suit lease asset of $2.7 million representing
its estimate of the fair market value of the building and a corresponding construction build-to-suit lease liability,
recorded as a component of other current and non-current liabilities on the condensed consolidated balance sheet as of
June 30, 2016.

Under the June 2015 agreement with NantOmics, LLC (NantOmics) to obtain genomic sequencing and proteomic
analysis services, as well as related data management and bioinformatics services, exclusively from NantOmics, the
Company incurred $0 and $0.1 million of cost in the three and six months ended June 30, 2016, respectively, which is
included in research and development expense on the condensed consolidated statement of operations. No expense
was incurred in the three months ended June 30, 2015. The Company is obligated to pay NantOmics a fixed, per
sample fee, determined based on the type of services being provided. The agreement has an initial term of five years
and renews automatically for successive one year periods, unless terminated earlier.

14
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8. Spinout of Brink Biologics and Coneksis

On June 9, 2015, the Company spun out its business related to testing and diagnostic products and services into the
entity, Brink Biologics, Inc. (Brink Biologics) in exchange for all of the issued and outstanding shares of Brink
Biologics which were subsequently distributed by a dividend to the Company’s stockholders. Under the spin-out
arrangement, the Company transferred to Brink Biologics all of the Company’s existing revenue-earning,
non-exclusive license agreements that allow third parties to use the Company’s cell lines and intellectual property for
non-clinical laboratory testing. In addition, the Company transferred or licensed to Brink Biologics the Company’s
other assets associated with testing and diagnostics products and services. The Company granted to Brink Biologics
worldwide, exclusive licenses to the use of certain cell lines limited to the field of in vitro and in vivo testing and
diagnostic products and services, trademarks, intellectual property, and patents, including the Company’s rights under
its license agreement with Fox Chase Cancer Center. As part of the agreement, the Company also has a non-exclusive
license to any results and data arising from Brink Biologics’ use of the Company’s cell lines and intellectual property
for the Company’s use for internal research purposes and outside of Brink Biologics’ field. In consideration for the
license grants, Brink Biologics is obligated to pay the Company a low single-digit royalty on amounts received for the
sale of licensed products and services, as well as a low single-digit percentage share of other revenue received by
Brink Biologics from the grant of sublicenses under the Company’s rights. For the three and six months ended June 30,
2016, the Company recorded $6,000 and $7,000, respectively, in revenue for royalties. Brink Biologics and the
Company have the right to terminate the license agreement under certain conditions. Also, as part of the spin-out
arrangement, the Company has agreed to provide certain services to Brink Biologics for a transitional period on a
fee-for-service basis. In the three and six months ended June 30, 2016, the Company recorded $7,000 and
$14,000,respectively, for services provided to Brink Biologics, which is included in other income on the condensed
consolidated statement of operations. No charges were incurred for services from June 9, 2015 to June 30,

2015. Brink Biologics owed the Company $0.1 million at June 30, 2016, which is recorded in due from related parties
which is included in receivables, net, prepaid expenses and other current assets on the condensed consolidated balance
sheet.

On June 9, 2015, the Company spun out its business related to veterinary oncology into the entity, Coneksis in
exchange for all of the issued and outstanding shares of Coneksis which were subsequently distributed by a dividend
to our stockholders. In connection with the spin-out arrangement, the Company granted to Coneksis worldwide,
exclusive licenses for use of certain cell lines in the field of veterinary medical research and therapeutics, trademarks,
intellectual property, and patents, including the Company’s rights under its license agreement with Fox Chase Cancer
Center. As part of the agreement, the Company also has a non-exclusive license to any results and data arising from
Coneksis’ use of the Company’s cell lines and intellectual property for the Company’s use for internal research purposes
and outside of Coneksis’ field. In consideration for the license grants, Coneksis is obligated to pay the Company a
single-digit royalty on amounts received for the sale of licensed products and services, as well as a single-digit
percentage share of other revenue received by Coneksis from the grant of sublicenses under the Company’s rights.
Coneksis and the Company have the right to terminate the license agreement under certain conditions. Also, as part of
the spin-out arrangement, the Company has agreed to provide certain services to Coneksis for a transitional period on
a fee-for-service basis. For the three and six months ended June 30, 2016, the Company recorded $1,500 and $3,000,
respectively, for services provided to Coneksis, which is included in other income on the condensed consolidated
statement of operations. No charges were incurred for services from June 9, 2015 to June 30, 2015. At June 30, 2016,
Coneksis owes the Company $9,000, which has been fully reserved.

The Company determined it has a variable interest in Brink Biologics and Coneksis through its royalty agreements.
Based upon the level of equity investment at risk, Brink Biologics and Coneksis are considered variable interest
entities (VIEs). The Company considered whether it is the primary beneficiary of the Brink Biologics and Coneksis
VIEs and required to consolidate the entities. As the Company does not control the research and development or the
sales of the potential licensed or commercialized products, the Company does not direct the activities of Brink
Biologics and Coneksis that most significantly impact their economic performance. Therefore, the Company
determined that it is not the primary beneficiary of the entities and does not consolidate the Brink Biologics VIE and
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the Coneksis VIE.

9. Stockholders’ Equity

Stock Repurchase—In November 2015, the board of directors approved a share repurchase program (2015 Share
Repurchase Program) allowing the CEO or CFO, on behalf of the Company, to repurchase from time to time, in the
open market or in privately negotiated transactions, up to $50.0 million of the Company’s outstanding shares of
common stock, exclusive of any commissions, markups or expenses. The timing and amounts of any purchases will
be based on market conditions and other factors, including price, regulatory requirements and other corporate
considerations. The 2015 Share Repurchase Program does not require the purchase of any minimum number of shares
and may be suspended, modified or discontinued at any time without prior notice. The Company expects to finance
the purchases with existing cash balances.
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During the three and six months ended June 30, 2016, the Company repurchased 928,600 and 1,228,600 shares of its
common stock, respectively, at prices ranging between $6.05 per share and $8.50 per share for a total of $9.3 million.
The shares were formally retired through board approval on June 15, 2016. The Company incurred approximately
$28,000 of broker commissions on the repurchases. The Company accounted for the repurchases under the
constructive retirement method and allocated the excess of the repurchase price over par value to accumulated deficit.
At June 30, 2016, $40.7 million remained authorized for repurchase under the Company’s 2015 Share Repurchase
Program.

A summary of common stock repurchases for the six months ended June 30, 2016 is as follows:

Total
number of
shares
purchased
as part of
Total Average publicly
number of price announced
shares paid per plans or Maximum approximate dollar value of shares that may yet be purchased
purchased share programs  under the plans or programs
February 300,000 $8.50 300,000  $47.5 million
May 346,200 $6.77 646,200  $45.1 million
June 582,400 $7.56 1,228,600 $40.7 million
Total 1,228,600 $ 7.57

10. Stock-Based Compensation

Stock-Based Compensation

The following table presents stock-based compensation included on the Company’s condensed consolidated statements
of operations (in thousands):

Three Months Six Months Ended

Ended June 30, June 30,

2016 2015 2016 2015
(Restated) (Restated)

Stock-based compensation expense:
Warrants for Class A common stock to an officer $15,182 $122,190 $27,272 $122,190
Warrants for Class A common stock to an officer

and a director related to Inex Bio, Inc.

acquisition — — — 22,747
Employee stock options 4,858 2,521 9,751 3,609
Non-employee stock options — 1,602 — 2,290
Employee restricted stock units 3,148 — 6,530 —
Non-employee restricted stock units 167 — 364 —
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$23,355 $126,313 $43,917 $150,836
Stock-based compensation expense in operating

expenses:
Research and development 291 $587 $564 $776
Selling, general and administrative 23,064 125,726 43,353 150,060

$23,355 $126,313 $43,917 $150,836
16
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In the second quarter of 2016, the Company adopted ASU 2016-09, Stock Compensation (Topic 718): Improvements
to Employee Share-Based Payment Accounting. ASU 2016-09 requires that certain other amendments relevant to the
Company be applied using a modified-retrospective transition method by means of a cumulative-effect adjustment to
accumulated deficit as of the beginning of the period in which the guidance is adopted. As a result of adopting ASU
2016-09 during the three months ended June 30, 2016, the Company adjusted accumulated deficit for amendments
related to an entity-wide accounting policy election to recognize share-based award forfeitures only as they occur
rather than an estimate by applying a forfeiture rate. The Company recorded a $31,000 charge to accumulated deficit
as of January 1, 2016 and an associated charge to additional paid-in capital for previously unrecognized stock
compensation expense as a result of applying this policy election. The Company also recorded $27,000 in additional
stock compensation expense for the three months ended March 31, 2016 as a result of applying this policy election.
That is, the Company’s condensed consolidated statement of operations for the six months ended June 30, 2016 reflects
this additional expense, but the condensed consolidated statement of operations for the three months ended June 30,
2016 reflects only stock compensation expense for the three months then ended. When the condensed consolidated
statement of operations for the three months ended March 31, 2016 is presented in future periods, it will include
$27,000 of additional stock compensation expense (i.e., the March 31, 2016 condensed consolidated statement of
operations will reflect the adoption of ASU 2016-09 as of the beginning of the fiscal year).

ASU 2016-09 also requires the recognition of the income tax effects of awards in the condensed consolidated
statement of operations when the awards vest or are settled, thus eliminating addition paid-in capital pools. The
Company elected to adopt the amendments related to the presentation of excess tax benefits on the condensed
consolidated statement of cash flows using a prospective transition method.

Stock Options

The following table summarizes stock option activity under the equity incentive plans for the six months ended
June 30, 2016 (in thousands, except for share and per share amounts):

Weighted-
Average
Weighted- Aggregate Remaining
Number of Average Intrinsic ~ Contractual Life
Shares Exercise Price Value (in years)
Outstanding at December 31, 2015 8,777,893 $ 5.36 $116,273 7.2
Options forfeited (71,627 ) $ 2.00
Options exercised (1,642,264) $ 0.78
Outstanding at June 30, 2016 7,064,002 $ 645 $25,677 6.4

Vested and Exercisable at June 30, 2016 4,480,534

The aggregate intrinsic value of stock options exercised during the six months ended June 30, 2016 was $11.9 million.

The total unrecognized compensation cost related to non-vested stock options as of June 30, 2016 is $14.0 million,
which is expected to be recognized over a weighted-average period of 2.2 years.
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Restricted Stock Units

The following table summarizes the activity for restricted stock units under the 2015 Plan:

17

Unvested balance at December 31, 2015
Granted

Vested

Forfeited

Unvested balance at June 30, 2016

Number of
Restricted

Stock Units

Outstanding
1,129,638
407,800
(24,166 )
(88,500 )
1,424,772

Weighted-Average
Grant Date

Fair Value
$ 20.51
$ 7.76
$ 995
$ 12.07
$ 17.73
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During the six months ended June 30, 2016, the Company granted restricted stock units of 407,800 shares of common
stock, of which 340,300 were granted to employees of the Company and 67,500 were granted to employees of related
companies under the Company’s shared services agreement with NantWorks (Note 7). As of June 30, 2016, there was
$8.8 million of unrecognized stock-based compensation expense related to restricted stock units that is expected to be
recognized over a weighted-average period of 1.8 years. Of that amount, $6.5 million of unrecognized expense is
related to employee grants with a weighted-average period of 1.3 year and $2.3 million of unrecognized expense is
related to non-employee grants with a weighted-average period of 3.3 years and is impacted by periodic
mark-to-market adjustments.

Warrants

The following table summarizes the warrant activity for the six months ended June 30, 2016:

Outstanding at December 31, 2015 17,819,616
Warrants exercised (25,072 )
Outstanding at June 30, 2016 17,794,544

Vested and exercisable at June 30, 2016 11,109,000

The total unrecognized compensation cost related to non-vested warrants as of June 30, 2016 is $72.6 million, which
is expected to be recognized over a weighted-average period of 2.0 years.

11. Acquisition of Inex Bio, Inc.

In April 2012, the Company made a strategic decision to enter into a License Agreement with Inex Bio, Inc. (Inex
Bio), a Republic of Korea corporation (the Inex License Agreement). Under the Inex License Agreement, the
Company provided Inex Bio with an exclusive license to the Company’s technology to be used in products only in
certain Asian countries. In exchange for the Inex License Agreement, the Company received a $0.3 million up-front
license fee. In addition, the Company was eligible to receive milestone payments of up to $0.8 million based upon
completion of clinical trials and a 5% royalty on net sales of applicable products using the aNK cells. No milestone
payments were due or received for the three months ended March 31, 2015, the quarter in which the Company
completed its acquisition of Inex Bio, as further discussed below.

In May 2012, the Company acquired 57,000 shares of Inex Bio for $0.2 million, which represented 22.2% of the
outstanding shares and 17.4% of the fully-diluted shares of Inex Bio. The Company accounted for its investment
under the equity method. The Company reviewed its investment for impairment in accordance with ASC Topic 320,
Investments—Debt and Equity Securities.

In February and March 2015, InexBio Holdings, LLC (Holdings), an entity owned 50% by Cambridge Equities, L.P.,
an entity in which the Company’s CEO is the sole member of its general partner, and 50% Eragon Ventures, LLC, an
entity of which one of the Company’s former directors is managing member, acquired 220,000 shares or 67.3% of Inex
Bio from third party owners for $1.1 million.

On March 30, 2015, the Company entered into a Stock Purchase Agreement with Holdings and the third party owners,
pursuant to which the Company acquired all the remaining outstanding shares of Inex Bio not previously held by the
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Company.

The Company paid to the other owners of Inex Bio cash of $1.5 million and issued warrants to acquire 593,072 shares
of the Company’s Class A common stock at an exercise price of $2.00 per share. The Company valued the warrants
using the Black-Sholes option-pricing model with a stock price of $10.72 per share as of March 30, 2015, an expected
term of 0.04 years, and a volatility of 80%. This resulted in a total fair value of the warrants of $5.2 million. In April
2015, the Company received $1.2 million for the full exercise of the warrants.

The Company recorded the transaction as an asset purchase because Inex Bio was a shell corporation without any
employees or other significant assets and it did not meet the definition of a business under ASC Topic 805, Business

Combinations.

The purchase price paid to acquire Inex Bio from the other owners is as follows (in thousands):

Consideration Total

Cash paid by InexBio Holdings, LLC $1,100
Cash paid by Company 1,482
Fair value of warrants 5,170
Aggregate purchase price $7,752
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The following table summarizes the assets acquired and liabilities assumed (in thousands):

Cash $763
Intangible assets—reacquired rights of Company technology* 8,636
Other assets 42
Investment in Inex Bio 221 )
Deferred tax liability (1,467)
Accounts payable ¢! )
Total assets acquired and liabilities assumed $7,752

* Inclusive of $1.5 million intangible asset related to deferred tax liability.

The license solely covers pending patent applications at this time. The Company amortizes the intangible assets over 4
years, which represents the period until the next action date of the pending patent application in the territory of the
license issued to Inex Bio.

The Company paid Holdings cash of $6.5 million and issued warrants to acquire 2,609,520 shares of the Company’s
Class A common stock at an exercise price of $2.00 per share for its assistance in negotiating the acquisition of Inex
Bio from the other owners. The Company valued the warrants using the Black-Sholes option-pricing model with a
stock price of $10.72 per share as of March 30, 2015, an expected term of 0.04 years, and a volatility of 80%. This
resulted in a fair value of total warrants of $22.7 million. In April 2015, the Company received $5.2 million for the
full exercise of the warrants.

The following summarizes the net consideration paid to Holdings (in thousands):

Consideration Total
Cash $6,518
Fair value of warrants 22,747
Less cash paid to acquire shares in Inex Bio (1,100 )
Net consideration $28,165

The Company recorded compensation expense for the portion of the cash and warrants issued to Holdings that
exceeded the fair value of the shares acquired consistent with ASC Topic 718. The Company recorded $22.7 million
of stock-based compensation and $5.4 million of cash compensation to the Company’s chief executive officer and the
former director as a result of acquiring their interest in Inex Bio.

12. Income Taxes

The difference between the federal statutory tax rate of 34% and the Company’s 0% tax rate is due to losses in
jurisdictions from which the Company cannot benefit.

Intraperiod tax allocation rules require the Company to allocate the provision for income taxes between continuing
operations and other categories of earnings, such as other comprehensive income. In periods in which the Company
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has a year-to-date pre-tax loss from continuing operations and pre-tax income in other categories of earnings, such as
other comprehensive income, the Company must allocate the tax provision to the other categories of earnings. The
Company then records a related tax benefit in continuing operations. During the six months ended June 30, 2016, the
Company recorded unrealized gains on its marketable securities in other comprehensive income, net of taxes. As a
result, for the six months ended June 30, 2016 and 2015, the Company recorded a $0.2 million and $0 tax benefit,
respectively, on the condensed consolidated statement of operations and $0.4 million and $0, respectively, in other
comprehensive income.

The Company is operating in Korea. During the six months ended June 30, 2016 and 2015, the tax benefit related to
Korea is $0.2 million and $0, respectively.

The Company currently files federal and state income tax returns in the United States and in Korea.

Income tax expense consists of U.S. federal, state, and Korean income taxes. To date, the Company has not been
required to pay U.S. federal income taxes because of current and accumulated net operating losses.
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Under ASU 2016-09, all excess tax benefits and tax deficiencies (including tax benefits of dividends on share-based
payment awards) should be recognized as income tax expense or benefit in the statement of operations. The tax
effects of exercised or vested awards should be treated as discrete items in the reporting period in which they

occur. An entity also should recognize excess tax benefits regardless of whether the benefits reduce tax payable in the
current period. The Company made an early adoption on the ASU 2016-09 effect in the second quarter of

2016. There is no cumulative impact as the federal excess deduction recognition of $40,000 and the state excess
deduction recognition of $34,000 are offset by a corresponding change to the valuation allowance. The current year
excess benefit of $6.2 million is offset by a corresponding change in the valuation allowance.
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ITEM 2. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS.

Forward-Looking Statements

The following discussion and analysis should be read together with our condensed consolidated financial statements
and the notes to those statements included elsewhere in this Quarterly Report on Form 10-Q, or Form 10-Q. This

Form 10-Q contains forward-looking statements within the meaning of Section 27A of the Securities Act of 1933, as
amended, or Securities Act, and Section 21E of the Securities Exchange Act of 1934, as amended, or Exchange Act,
that are based on our management’s beliefs and assumptions and on information currently available to our
management. The forward-looking statements are contained principally in the section entitled “Risk Factors” and this
Management’s Discussion and Analysis of Financial Condition and Results of Operations. Forward-looking statements
include, but are not limited to:

-Our ability to successfully remediate the control deficiencies that gave rise to the material weaknesses in our internal
control over financial reporting discussed in Part I, Item 4, “Controls and Procedures;”

-our ability to pioneer immunotherapy, implement precision cancer medicine and change the current paradigm of
cancer care;

-our expectations regarding the potential benefits of our strategy and technology;

-our expectations regarding the operation of our product candidates and related benefits;

-our ability to utilize multiple modes to induce cell death;

-our beliefs regarding the benefits and perceived limitations of competing approaches, and the future of competing
technologies and our industry;

-details regarding our strategic vision and planned product candidate pipeline;

-our beliefs regarding the success, cost and timing of our product candidate development activities and clinical trials;

-our expectations regarding our ability to utilize the Phase I aNK clinical trial data to support the development of all
of our product candidates;

-the timing or likelihood of regulatory filings or other actions and related regulatory authority responses, including
any planned IND filings or pursuit of accelerated regulatory approval pathways or orphan drug status and
breakthrough therapy designations;

-our ability to implement an integrated discovery ecosystem and the operation of that planned ecosystem, including
being able to regularly add neoepitopes and subsequently formulate new product candidates;

-the ability and willingness of strategic collaborators, including certain affiliates of NantWorks and Sorrento, to share
our vision and effectively work with us to achieve our goals;

-the ability and willingness of various third parties to engage in research and development activities involving our
product candidates, and our ability to leverage those activities;

-our ability to attract additional third party collaborators;

-our expectations regarding the ease of administration associated with our product candidates;

-our expectations regarding the patient compatibility associated with our product candidates;

-our beliefs regarding the potential markets for our product candidates and our ability to serve those markets;

-our ability to produce an “off-the-shelf” therapy;

-our beliefs regarding the potential manufacturing and distribution benefits associated with our product candidates,
and our ability to scale up the production of our product candidates;

-our plans regarding our planned manufacturing facility and CMO engagement;

-the ability to obtain and maintain regulatory approval of any of our product candidates, and any related restrictions,
limitations and/or warnings in the label of any approved product candidate;

-our ability to commercialize any approved products;

-the rate and degree of market acceptance of any approved products;

-our ability to attract and retain key personnel;
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-the accuracy of our estimates regarding our future revenue as well as our future operating expenses, future revenue,
capital requirements and needs for additional financing;
-our ability to obtain funding for our operations, including funding necessary to complete further development and
any commercialization of our product candidates;
-our ability to obtain and maintain intellectual property protection for our product candidate and not infringe upon the
intellectual property of others;
-regulatory developments in the United States and foreign countries;
-our expectations regarding the period during which we qualify as an emerging growth company under the JOBS Act;
and
-our use of proceeds from our initial public offering and recent private placements.
Forward-looking statements include statements that are not historical facts and can be identified by terms such as
“anticipates,” “believes,” “could,” “seeks,” “estimates,” “expects,” “intends,” “may,” “plans,” “potential,” “predicts,
“would,” or similar expressions and the negatives of those terms.

9 ¢ 99 ¢ 99 ¢ 9 ¢

projects

Forward-looking statements involve known and unknown risks, uncertainties, and other factors that may cause our
actual results, performance, or achievements to be materially different from any future results, performance, or
achievements expressed or implied by the forward-looking statements. We discuss these risks in greater detail in Part
IL, Item 1A, “Risk Factors,” elsewhere in this Form 10-Q filed with the Securities and Exchange Commission, or SEC.
Given these uncertainties, you should not place undue reliance on these forward-looking statements. Also,
forward-looking statements represent our management’s beliefs and assumptions only as of the date of this Form 10-Q.

Except as required by law, we assume no obligation to update these forward-looking statements, or to update the
reasons actual results could differ materially from those anticipated in these forward-looking statements, even if new
information becomes available in the future. You should read this Form 10-Q completely and with the understanding
that our actual future results may be materially different from what we expect.

This Form 10-Q contains references to our trademarks and to trademarks belonging to other entities. Solely for
convenience, trademarks and trade names referred to in this Form 10-Q, including logos, artwork and other visual
displays, may appear without the ® or TM symbols, but such references are not intended to indicate, in any way, that
we will not assert, to the fullest extent under applicable law, our rights or the rights of the applicable licensor to these
trademarks and trade names. We do not intend our use or display of other companies’ trade names or trademarks to
imply a relationship with, or endorsement or sponsorship of us by, any other companies.

2 <.

In this Form 10-Q, “the Company,” “we,” “us” and “our” refer to NantKwest, Inc. and its subsidiaries

Overview

We are a pioneering clinical-stage immunotherapy company focused on harnessing the power of the innate immune
system by using the natural killer cell to treat cancer, infectious diseases and inflammatory diseases. Natural killer, or
NK, cells are the body’s first line of defense due to their innate ability to rapidly seek and destroy abnormal cells, such
as cancer or virally-infected cells, without prior exposure or activation by other support molecules required to activate
adaptive immune cells such as T-cells.

We believe that our proprietary NK cell line, coupled with our planned integrated discovery ecosystem, positions us to
implement precision cancer medicine by leveraging the advances that have evolved during the past decade and
addressing newly discovered challenges of cancer. Cancer is only recently understood to be a complex of rare
diseases, with hundreds of patient-specific, cancer-promoting mutated proteins, some known and many more
unknown called neoepitopes. Identifying and targeting these mutated proteins is our strategy to overcome the
challenges of cancer in the era of genomics, transcriptomics and immuno-oncology. We believe neoepitopes, which
are newly discovered antigens selectively expressed on the cancer cells and not on the essential normal tissue,
represent large untapped targeting opportunities for immune effector cells such as our activated NK cells.
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Multiple Modes of Tumor Cell Killing. Our immuno-oncology NK platform has multiple modes to potentially induce
cell death against the tumor or infected cell by: (1) direct killing by binding to stress ligands expressed by the diseased
cell with the release of toxic granules directly into the tumor cell; (2) antibody mediated killing by binding to
antibodies administered in combination and enhancing the cancer killing effect of the administered antibody, enabling
targeted cell killing through antibody dependent cellular cytotoxicity, or ADCC; and (3) target activated killing by
binding to known or newly discovered tumor-specific antigens expressed on the surface of tumor cells and inducing
cell death by the release of toxic granules directly into the tumor cell and by the release of cytokines and chemokines
that recruit additional innate and adaptive immune responses, including the recruitment of cytotoxic T-cells.

Our targeted therapeutic areas include: (1) cancer, focusing on bulky hematological cancers and solid tumors as well
as cancer stem cells, (2) infectious diseases, including viral, fungal and bacterial infections, and (3) inflammatory
diseases, ranging from rare inherited diseases to more prevalent autoimmune disorders.

Our Integrated Discovery Ecosystem for Precision Medicine. In order to effectively target newly discovered
neoepitopes, we plan to integrate the following ecosystem to help drive the development of genetically modified NK
cells anticipated to be directed against these cancer-promoting mutated proteins: (1) a high-speed supercomputing
infrastructure to help identify both known antigens on the surface of tumor cells and neoepitopes in clinical patients
suffering from cancer, in a timely manner and at large scale; (2) a next-generation genomic and transcriptomic
sequencing infrastructure to identify the expression of the neoepitopes on the surface of the tumor cell, GPS Cancer
developed by our affiliate entity NantOmics; (3) delivering the neoepitope via an adenoviral vector developed by an
affiliate entity to induce IgG1 in-vivo production and ADCC activity by our High Affinity NK Cell (haNK); (4) a
diverse library of human antibodies from which to interrogate and extract an antibody matching the neoepitope; and
(5) an aNK and haNK cell potentially capable of being produced as a scalable cell-based “off-the-shelf” therapy without
the need for patient compatibility matching. We expect to regularly add newly discovered neoepitopes from our
discovery engine, and we believe the thousands of newly discovered antigens selectively expressed on the cancer cells
and not on the essential normal tissue will provide us with the ability to create new and targeted libraries of antibodies
to be potentially delivered as living drugs for metastatic cancer cells and cancer stem cells.

We retain exclusive worldwide rights to clinical and research data, intellectual property and know-how developed
with our aNK cells, as well as what we believe is the only clinical grade master cell bank of aNK cells in existence.

Since our inception in 2002, we have devoted substantially all of our resources to the discovery and development of
our product candidates, including conducting clinical trials, and funding general and administrative support for these
operations. As of the date of this filing, the efficacy criterion for the first stage of our phase II Merkel cell carcinoma
(MCQ) study has been met, with a patient with advanced MCC refractory to multiple prior therapies including
checkpoint blockade. This patient demonstrated an impressive partial response, with more than 70% tumor regression
that was maintained beyond the 16-week objective. Treatment related adverse events in the three patients that have
been treated on-protocol thus far have been grade II or milder, with no serious or dose-limiting adverse events.
Consequently, this trial will now recruit an additional twelve study subjects after the initial twelve.

To date, we have generated minimal revenue from non-exclusive license agreements with numerous pharmaceutical
and biotechnology companies granting the right to use our cell lines and intellectual property for non-clinical use. As
described below, on June 9, 2015, we spun out these non-exclusive license agreements for non-clinical uses to Brink
Biologics, Inc. (Brink Biologics) in exchange for all of the issued and outstanding shares of Brink Biologics, which
were subsequently distributed by a dividend to our stockholders. We have not generated any revenue from product
sales. We have incurred net losses in each year since our inception and, as of June 30, 2016, we had an accumulated
deficit of approximately $324.4 million. Our net losses were approximately $236.9 million and $6.2 million for the
years ended December 31, 2015 and 2014, respectively, approximately $34.0 million and $130.9 million for the three
months ended June 30, 2016 and 2015, and approximately $64.7 million and $163.7 million for the six months ended
June 30, 2016 and 2015, respectively. Substantially all of our net losses resulted from stock-based compensation
expense and costs incurred in connection with our research and development programs and from selling, general and
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administrative costs associated with our operations.

As of June 30, 2016 we had 56 employees and currently, we have 62 employees. We expect to continue to incur
significant expenses and increasing operating losses for the foreseeable future, which may fluctuate significantly from
quarter-to-quarter and year-to-year. We anticipate that our expenses will increase substantially as we:

-continue research and development, including preclinical and clinical development of our existing product
candidates;
-potentially seek regulatory approval for our product candidates;
-seek to discover and develop additional product candidates;
23
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-establish a commercialization infrastructure and scale up our manufacturing and distribution capabilities to
commercialize any of our product candidates for which we may obtain regulatory approval;
-seek to comply with regulatory standards and laws;
-maintain, leverage and expand our intellectual property portfolio;
-hire clinical, manufacturing, scientific and other personnel to support our product candidates development and future
commercialization efforts;
add operational, financial and management information systems and
personnel; and
-incur additional legal, accounting and other expenses in operating as a public company.
We do not expect to generate any revenue from product sales unless and until we successfully complete development
and obtain marketing approval for one or more of our product candidates, which we do not expect to happen for at
least the next several years, if ever. Until such time that we can generate substantial revenue from product sales, if
ever, we expect to finance our operating activities through a combination of equity offerings, debt financings,
government or other third-party funding, marketing and distribution arrangements and other collaborations, strategic
alliances and licensing arrangements. However, we may be unable to raise additional funds or enter into such other
arrangements when needed on favorable terms or at all, which would have a negative impact on our financial
condition and could force us to delay, limit, reduce or terminate our research and development programs or
commercialization efforts. Failure to receive additional funding could cause us to cease operations, in part or in full.

Agreements with Affiliates of NantWorks

Our Chairman and Chief Executive Officer, or CEO, Dr. Soon-Shiong, founded and has a controlling interest in
NantWorks, LLC (NantWorks), which is a collection of multiple companies in the healthcare and technology space.
We have entered into arrangements with certain affiliates of NantWorks described below that, taken together, we
expect will facilitate the development of new genetically modified NK cells for our product pipeline.

In March 2016, NantBioScience, Inc. (NantBioScience), a NantWorks company, and the National Cancer Institute
entered into a cooperative research and development agreement. The agreement covers NantBioScience and its
affiliates, including NantKwest. Under the agreement, we will collaborate on the preclinical and clinical development
of proprietary recombinant NK cells and monoclonal antibodies in monotherapy and in combination
immunotherapies. We expect to benefit from the preclinical and clinical research conducted during the first year under
this agreement and are providing the first year of funding under the five-year agreement. In April 2016, we paid $0.6
million to the National Cancer Institute as a prepayment for this first year of funding. We recognize research and
development expense ratably over a 12-month period and recorded $0.2 million as of June 30, 2016.

In November 2015, we entered into a shared services agreement with NantWorks under which NantWorks will
provide corporate, general and administrative, manufacturing strategy, research and development, regulatory and
clinical trial strategy and other support services to us, effective August 1, 2015. In June 2016, we entered into an
amended shared services agreement with NantWorks to allow for the provision of such support services by us to
NantWorks and/or any of its affiliates. We will continue to be charged for the services at cost plus reasonable
allocations for indirect costs that relate to the employees providing the services and will charge out our services in the
same manner. For the three and six months ended June 30, 2016, we recorded $0.7 million and $1.5 million of
selling, general and administrative expenses, respectively, as well as $0.5 million and $0.8 million of research and
development expenses, respectively, on the condensed consolidated statement of operations under this
arrangement. For the three months ended June 30, 2016, we recorded reimbursements of $9,000 to selling, general
and administrative expense and $42,000 to research and development expense on the condensed consolidated
statement of operations under this arrangement.

In November 2015, we entered into a facility license agreement with NantWorks, effective in May 2015, for

approximately 9,500 square feet of office space in Culver City, California, which is to be converted to a research and
development laboratory and a Good Manufacturing Practices, or GMP, laboratory. The term of the license extends
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through December 2020. We have the option to extend the license through December 2023. The annual license fee is
$0.6 million with annual increases of three percent (3%) beginning in January 2017. Additional terms for the license
shall be determined at fair market value. For the three and six months ended June 30, 2016, we recorded rent expense
of $0.1 million and $0.3 million, respectively, and $0.1 million for the three and six months ended June 30, 2015,
included in research and development on the condensed consolidated statement of operations.
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Under the facility license agreement with NantWorks, we are responsible for costs to build out the laboratory and have
incurred costs of approximately $3.5 million as of June 30, 2016, which are reflected as construction in progress.
Additionally, in order for the facility to meet our research and development and GMP laboratory specifications, we
have made structural changes as part of the conversion from office to laboratory space, and as a result, have concluded
that we are the “deemed owner” of the building (for accounting purposes only) during the construction period.
Accordingly, we recorded a non-cash build-to-suit lease asset of $2.7 million on the condensed consolidated balance
sheet, representing our estimate of the fair market value of the building, and a corresponding construction build-to-suit
lease liability.

In June 2015, we entered into an agreement with NantOmics, LLC, or NantOmics, to obtain genomic sequencing and
proteomic analysis services, as well as related data management and bioinformatics services, exclusively from
NantOmics. We will have rights to use the data and results generated from NantOmics’ services in connection with the
performance of the particular oncology trial with respect to which the services were performed, but NantOmics will
own the data and results, as well as any other intellectual property it creates in performing these services for us. We
incurred $0 and $0.1 million in costs for the three and six months ended June 30, 2016, respectively. No expense was
recorded for the three months ended June 30, 2015. We are obligated to pay NantOmics a fixed, per sample fee,
determined based on the type of services being provided. The agreement has an initial term of five years and renews
automatically for successive one year periods, unless terminated by us or NantOmics. We and NantOmics have the
right to terminate the agreement for convenience on 90 days prior written notice, or in the event there is a material,
uncured breach of the agreement by the other party.

In June 2015, we spun out Brink Biologics, Inc., or Brink Biologics, and Coneksis, Inc., or Coneksis. Our Chairman
and CEO has a controlling interest in Brink Biologics and Coneksis. For a description of each of these transactions
see the disclosure under “Spin-Out of Testing and Diagnostic Products and Services” and “Spin-Out of Veterinary
Oncology Rights” below.

Spin-Out of Testing and Diagnostic Products and Services

On June 9, 2015, we spun out our business relating to testing and diagnostic products and services to Brink Biologics
in exchange for all of the issued and outstanding shares of Brink Biologics. We subsequently distributed the shares of
Brink Biologics by a dividend to our stockholders of record on June 9, 2015, on a pro rata basis. Under the spin-out
arrangement, we transferred to Brink Biologics all of our existing, revenue-earning, non-exclusive license agreements
that allow third parties to use our cell lines and intellectual property for non-clinical laboratory testing, and also
transferred or licensed to Brink Biologics our other assets pertaining to testing and diagnostics products and services.
Our board of directors determined that our strategic focus is to utilize our resources to pursue the potential treatment
of cancer, infectious diseases and inflammatory diseases, rather than to utilize our resources and intellectual property
to focus on non-clinical laboratory testing for minimal revenue opportunities as compared to the potential market
opportunity that may exist for our therapeutic focus. We granted to Brink Biologics worldwide, exclusive licenses, for
use only in the field of in vitro and in vivo testing and diagnostic products and services and under certain cell lines,
trademarks, know-how and patents, including the intellectual property rights licensed to us under our license
agreement with Fox Chase Cancer Center. Brink Biologics is restricted in its ability to modify the licensed cell lines,
and we will have at least joint ownership of any such modifications and the ability to use those modifications outside
Brink Biologics’ field. We also have a non-exclusive license to any results and data arising from Brink Biologics’ use
of our cell lines and intellectual property for our use for internal research purposes and outside of Brink Biologics’
field. In consideration for the license grants, Brink Biologics is obligated to pay us a low single-digit royalty on
amounts received for the sale of licensed products and services, as well as a low single-digit percentage share of other
revenue received by Brink Biologics from the grant of sublicenses under our rights. For the three and six months
ended June 30, 2016 we recorded $6,000 and $7,000, respectively, in revenue for royalties. All royalty revenue for
the three and six months ended June 30, 2015 was recognized by the Company. Brink Biologics has the right to
terminate the license agreement for convenience. We have the right to terminate the license agreement if Brink
Biologics challenges any of our patents or the patents licensed to us by Fox Chase Cancer Center. We and Brink
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Biologics each have the right to terminate the license agreement if the other party is dissolved or is declared bankrupt,
or remains in breach of any material obligation following a sixty day cure period to remedy the breach. Also, as part
of the spin-out arrangement, we have agreed to provide certain services to Brink Biologics for a transitional period on
a fee-for-service basis. For the three and six months ended June 30, 2016, we recorded $7,000 and $14,000,
respectively, for service fees from Brink Biologics, which is recorded in other income on our condensed consolidated
statements of operations. No charges were incurred for services from June 9, 2015 to June 30, 2015. We further
determined that we have a variable interest in Brink Biologics through our royalty agreement with Brink

Biologics. However, we are not the primary beneficiary, and as such, do not consolidate the entity.
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Spin-Out of Veterinary Oncology Rights

On June 9, 2015, we spun out our business relating to veterinary oncology to Coneksis in exchange for all of the
issued and outstanding shares of Coneksis. We subsequently distributed the shares of Coneksis by a dividend to our
stockholders of record on June 9, 2015, on a pro rata basis. In connection with the spin-out arrangement, we granted to
Coneksis worldwide, exclusive licenses, for use only in the field of veterinary medical research and therapeutics,
under certain cell lines, trademarks, know-how and patents, including the intellectual property rights licensed to us
under our license agreement with Fox Chase Cancer Center. Like Brink Biologics, Coneksis is restricted in its ability
to modify the licensed cell lines, and we will have at least joint ownership of any such modifications and the ability to
use those modifications outside Coneksis’ field. We also have a non-exclusive license to any results and data arising
from Coneksis’ use of our cell lines and intellectual property for our use for internal research purposes and outside of
Coneksis’ field. In consideration for the license grants, Coneksis is obligated to pay us a low single-digit royalty on
amounts received for the sale of licensed products and services, as well as a low single-digit percentage share of other
revenue received by Coneksis from the grant of sublicenses under our rights. Coneksis has the right to terminate the
license agreement for convenience. We have the right to terminate the license agreement if Coneksis challenges any of
our patents or the patents licensed to us by Fox Chase Cancer Center. We and Coneksis each have the right to
terminate the license agreement if the other party is dissolved or is declared bankrupt, or remains in breach of any
material obligation following a sixty day cure period to remedy the breach. Finally, as part of the spin-out
arrangement, we have agreed to provide certain services to Coneksis for a transitional period on a fee-for-service
basis. For the three and six months ended June 30, 2016, we recorded $1,500 and $3,000, respectively, for service fees
from Coneksis, which is recorded in other income on our condensed consolidated statements of operations. No
charges were incurred for services from June 9, 2015 to June 30, 2015. We further determined that we have a variable
interest in Coneksis through our royalty agreement with them. However, we are not the primary beneficiary, and as
such, do not consolidate the entity.

Inex Bio Acquisition

In April 2012, we made a strategic decision to enter into a License Agreement, or the Inex License Agreement, with
Inex Bio, Inc. or Inex Bio, a Republic of Korea corporation. Under the Inex License Agreement, we provided Inex Bio
with an exclusive license to our technology to be used in products only in certain Asian countries. In exchange for the
exclusive license, we received a $0.3 million up-front license fee. In addition, we were entitled to receive milestone
payments of up to $0.8 million based upon the completion of certain clinical trials and a 5% royalty on the net sales of
applicable products using our aNK cells. No milestone payments or royalties have ever been due or received under
this agreement.

In May 2012, we acquired 57,000 shares of Inex Bio for $0.2 million, which represented 22.2% of the outstanding
shares and 17.4% of the fully-diluted shares of Inex Bio. At that time, Inex Bio had only one other stockholder and
one option holder.

In February 2015, following Dr. Soon-Shiong and Dr. Henry Ji, one of our former directors, joining us, we determined
that reacquiring the rights licensed in certain Asian countries was of strategic importance to our future potential
commercial strategy. Drs. Soon-Shiong and Ji helped facilitate our reacquisition of these rights through the acquisition
of Inex Bio, using their relationships with the other Inex Bio stockholders. Drs. Soon-Shiong and Ji facilitated the
acquisition through the formation of Inex Bio Holdings, LLC, or Inex Bio Holdings, which purchased shares of Inex
Bio from third party stockholders. Cambridge Equities, LP, an entity of which Dr. Soon-Shiong is the sole member of
its general partner, and Eragon Ventures, LLC, an entity of which Dr. Ji was the managing member, each owned fifty
percent (50%) of InexBio Holdings.

In February and March 2015, InexBio Holdings paid $1.1 million in cash to the third party stockholders to acquire a

67.3% interest in Inex Bio. Following this transaction, we owned a 22.2% interest in Inex Bio, InexBio Holdings
owned a 67.3% interest in Inex Bio and the third party stockholders held the remainder of the Inex Bio shares. We
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believed that it was in our best interest for InexBio Holdings to acquire the shares directly from the third party
stockholders of Inex Bio because of Dr. Soon-Shiong’s and Dr. Ji’s relationships with the stockholders and our belief
that this would be the quickest manner to effect the acquisition and at the lowest price.
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On March 30, 2015, we entered into a Stock Purchase Agreement with InexBio Holdings and certain other parties, or
the purchase agreement, pursuant to which we acquired all the remaining outstanding shares of Inex Bio not
previously owned by us for cash consideration of $8.0 million and the issuance of a warrant to purchase 3,202,593
shares of our Class A common stock at an exercise price of $2.00 per share. We paid (1) $1.5 million in cash and
warrants to purchase 593,072 shares of our Class A common stock valued at approximately $5.2 million to the third
party stockholders; and (2) $6.5 million of cash and warrants to purchase 2,609,520 shares of our Class A common
stock valued at $22.7 million to Inex Bio Holdings. The purpose of providing the warrants was primarily to avoid
having to use additional cash consideration for the acquisition. In addition, the subsequent exercise of the warrants by
InexBio Holdings and other former shareholders of Inex Bio provided us with additional cash to fund our operations.
At the time of our acquisition of the remaining shares of Inex Bio, Dr. Simon, our President and Chief Operating
Officer, or COO, and one of our former directors, was on the board of directors of Inex Bio. Subsequent to the closing
of the transaction, InexBio Holdings exercised the warrant we issued in connection with the transaction for 2,609,520
shares of our common stock for aggregate cash consideration to us of $5.2 million.

During the second quarter of 2015, due to the price at which our common stock sold in a series of private placement
transactions, we retroactively reassessed the estimated fair value per share of our common stock for financial reporting
purposes. As a result of its reassessment, we determined that, solely for financial reporting purposes, the fair value of
our common stock was higher than the fair market values determined in good faith by our board of directors for each
of the option grant dates from and after January 2015. The exercise price of $2.00 per share for the warrants issued to
InexBio Holdings in March 2015 was based upon the fair market value determined in good faith by our board of
directors. As a result of the retroactive reassessment in the second quarter of 2015, the issuance of the warrants
resulted in compensation expense to Dr. Soon-Shiong and to Dr. Ji of $22.7 million.

Components of our Results of Operations
Revenue

To date, we have derived substantially all of our revenue from non-exclusive license agreements with numerous
pharmaceutical and biotechnology companies granting them the right to use our cell lines and intellectual property for
non-clinical use. These agreements generally include upfront fees and annual research license fees for such use, as
well as commercial license fees for sales of our licensee’s products developed or manufactured using our intellectual
property and cell lines. Our license agreements may also include milestone payments, although to date, we have not
generated any revenue from milestone payments. We recognize revenue when there is persuasive evidence of an
arrangement, delivery has occurred or we have provided the service, the fees are fixed and determinable and
collectibility is reasonably assured. Our revenue from non-clinical license agreements decreased to a nominal amount
as we have transferred virtually all of our revenue-generating license agreements to Brink Biologics in the spin-out
transaction described above. In the future, we may generate revenue from license agreements entered into for
therapeutic uses. To date, we have not generated any revenue from product sales. If we fail to complete the
development of our product candidates in a timely manner or fail to obtain regulatory approval for them, we may
never be able to generate substantial future revenue.

Operating Expenses

We classify our operating expenses into research and development and selling, general and administrative expenses.
Personnel costs including salaries, benefits, bonuses and specifically the stock-based compensation expense comprise
a significant component of our research and development and selling, general and administrative expense categories.
We allocate expenses associated with our facilities and information technology costs between these two categories

based on the nature of each cost.

Research and Development
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Research and development expense consists of expenses incurred while performing research and development
activities to discover and develop our product candidates. This includes conducting preclinical studies and clinical
trials, manufacturing development efforts and activities related to regulatory filings for product candidates. We
recognize research and development expenses as they are incurred. Our research and development expense primarily
consists of:

-clinical trial and regulatory-related costs;
-expenses incurred under agreements with investigative sites and consultants that conduct our clinical trials;
-manufacturing and testing costs and related supplies and materials;
-employee-related expenses, including salaries, benefits, travel and stock-based compensation; and
-facility expenses dedicated to research and development.
27
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We typically use our employee, consultant and infrastructure resources across our development programs. We track
outsourced development costs by product candidate or development program, but we do not allocate personnel costs,
other internal costs or external consultant costs to specific product candidates or development programs.

Substantially all of our research and development expenses to date have been incurred in connection with our product
candidates. We expect our research and development expenses to increase significantly for the foreseeable future as
we advance an increased number of our product candidates through clinical development, including the conduct of our
planned clinical trials. The process of conducting clinical trials necessary to obtain regulatory approval is costly and
time consuming. The successful development of product candidates is highly uncertain. At this time, we cannot
reasonably estimate the nature, timing or costs required to complete the remaining development of any product
candidates. This is due to the numerous risks and uncertainties associated with the development of product candidates.

The costs of clinical trials may vary significantly over the life of a project owing to, but not limited to, the following:

-per patient trial costs;

-the number of sites included in the clinical trials;

-the countries in which the clinical trials are conducted;

-the length of time required to enroll eligible patients;

-the number of patients that participate in the clinical trials;

-the number of doses that patients receive;

-the cost of comparative agents used in clinical trials;

-the drop-out or discontinuation rates of patients;

-potential additional safety monitoring or other studies requested by regulatory agencies;

-the duration of patient follow-up; and

-the efficacy and safety profile of the product candidate.
We do not expect any of our product candidates to be commercially available for at least the next several years, if
ever.

Selling, General and Administrative

Selling, general and administrative expense consists primarily of salaries and personnel-related costs, including
employee benefits and any stock-based compensation, for employees performing functions other than research and
development. This includes personnel in executive, finance, human resources and administrative support functions.
Other selling, general and administrative expenses include facility-related costs not otherwise allocated to research
and development expense, professional fees for auditing, tax and legal services, advertising costs, expenses associated
with obtaining and maintaining patents, consulting costs, royalties and licensing costs, and costs of our information
systems.

Although our selling, general and administrative costs declined during the three months ended June 30, 2016 as
compared to the three months ended June 30, 2015, we expect that our selling, general and administrative expenses
will increase for the foreseeable future as we expand operations, internalize the manufacturing of our product
candidates (including costs related to building out a state-of-the-art manufacturing facility as well as hiring additional
employees to support our manufacturing and processing department), and operate as a public reporting company
(including increased fees for outside consultants, lawyers and accountants, as well as increased directors’ and officers’
liability insurance premiums). We have incurred and expect that we will continue to incur in the future, additional
costs associated with operating as a public company, including costs to comply with stock exchange listing and SEC
requirements, corporate governance, internal controls, investor relations, disclosure and similar requirements
applicable to public companies. Additionally, if and when we believe that regulatory approval of a particular product
candidate appears likely, we expect to incur significant increases in our selling, general and administrative expenses
relating to the sales and marketing of the approved product candidate.

52



Edgar Filing: NantKwest, Inc. - Form 10-Q

Other Income (Expense)

Other income (expense) consists primarily of income from our investments in marketable securities, non-cash costs
related to fair value adjustments to our derivat