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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

WASHINGTON, D.C. 20549

FORM 10-Q

x  QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934
For the quarterly period ended September 30, 2011

or

TRANSITION REPORTS PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934

For the transition period from to

Commission File Number: 0-24006

NEKTAR THERAPEUTICS

(Exact name of registrant as specified in its charter)
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Delaware 94-3134940
(State or other jurisdiction of (IRS Employer
incorporation or organization) Identification No.)

455 Mission Bay Boulevard South
San Francisco, California 94158
(Address of principal executive offices)
415-482-5300
(Registrant s telephone number, including area code)

(Former name, former address and former fiscal year, if changed since last report)

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act
of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject
to such filing requirements for the past 90 days. Yes x No ~

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if any, every Interactive Data
File required to be submitted and posted pursuant to Rule 405 of Regulation S-T (§232.405 of this chapter) during the preceding 12 months (or
for such shorter period that the registrant was required to submit and post such files). Yes x No ~

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, or a smaller reporting
company. See definitions of large accelerated filer, accelerated filer and smaller reporting company in Rule 12b-2 of the Exchange Act.

Large accelerated filer x Accelerated filer

Non-accelerated filer ~ (Do not check if a smaller reporting company) Smaller reporting company
Indicate by check mark whether the registrant is a shell company (as defined by Rule 12b-2 of the Exchange Act). Yes © No x

The number of outstanding shares of the registrant s Common Stock, $0.0001 par value, was 114,426,466 on October 31, 2011.
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Forward-Looking Statements

This report includes forward-looking statements within the meaning of Section 27A of the Securities Act of 1933, as amended (the Securities

Act ), and Section 21E of the Securities Exchange Act of 1934, as amended (the Exchange Act ). All statements other than statements of historical

fact are forward-looking statements for purposes of this quarterly report on Form 10-Q, including any projections of earnings, revenue or other

financial items, any statements of the plans and objectives of management for future operations (including, but not limited to, pre-clinical

development, clinical trials and manufacturing), any statements concerning proposed drug candidates or other new products or services, any

statements regarding future economic conditions or performance, any statements regarding the success of our collaboration arrangements, any

statements regarding our plans and objectives to initiate Phase 3 clinical trials, and any statements of assumptions underlying any of the

foregoing. In some cases, forward-looking statements can be identified by the use of terminology such as may, will, expects, plans, anticipate
estimates, potential or continue, or the negative thereof or other comparable terminology. Although we believe that the expectations reflected in

the forward-looking statements contained herein are reasonable, such expectations or any of the forward-looking statements may prove to be

incorrect and actual results could differ materially from those projected or assumed in the forward-looking statements. Our future financial

condition and results of operations, as well as any forward-looking statements, are subject to inherent risks and uncertainties, including, but not

limited to, the risk factors set forth in Part II, Item 1A Risk Factors below and for the reasons described elsewhere in this quarterly report on

Form 10-Q. All forward-looking statements and reasons why results may differ included in this report are made as of the date hereof and we do

not intend to update any forward-looking statements except as required by law or applicable regulations. Except where the context otherwise

requires, in this quarterly report on Form 10-Q, the Company, Nektar, we, us, and our refer to Nektar Therapeutics, a Delaware corporation,

where appropriate, its subsidiaries.

Trademarks

The Nektar brand and product names, including but not limited to Nektar®, contained in this document are trademarks, registered trademarks or
service marks of Nektar Therapeutics in the United States (U.S.) and certain other countries. This document also contains references to
trademarks and service marks of other companies that are the property of their respective owners.
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PART I: FINANCIAL INFORMATION

Item 1. Condensed Consolidated Financial Statements Unaudited:
NEKTAR THERAPEUTICS

CONDENSED CONSOLIDATED BALANCE SHEETS
(In thousands, except par value)

(Unaudited)

ASSETS
Current assets:
Cash and cash equivalents
Short-term investments
Accounts receivable
Inventory
Other current assets

Total current assets
Long-term investments
Property and equipment, net
Goodwill

Other assets

Total assets

LIABILITIES AND STOCKHOLDERS EQUITY
Current liabilities:
Accounts payable
Accrued compensation
Accrued expenses
Accrued clinical trial expenses
Deferred revenue, current portion
Convertible subordinated notes, current portion
Other current liabilities

Total current liabilities

Convertible subordinated notes

Capital lease obligations, less current portion
Deferred revenue, less current portion
Deferred gain

Other long-term liabilities

Total liabilities

Commitments and contingencies

Stockholders equity:

Preferred stock, 10,000 shares authorized Series A, $0.0001 par value; 3,100 shares designated; no
shares issued or outstanding at September 30, 2011 and December 31, 2010

Table of Contents

September 30,

$

2011

43,008
223,479
12,914
10,654
7,565

297,620
191,478
81,649
76,501
845

648,093

2,175
11,760
11,777
13,612
19,982

214,955

4,781

279,042

15,250
113,045
3,497
6,462

417,296

December 31,
2010

$ 17,755
298,177
25,102
7,266

5,679

353,979

89,773
76,501
972

$ 521,225

$ 7,194
9,252

8,540

12,144
20,584

6,394

64,108
214,955
17,014
124,763
4,152
5,571

430,563
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Common stock, $0.0001 par value; 300,000 authorized; 114,426 shares and 94,517 shares issued and

outstanding at September 30, 2011 and December 31, 2010, respectively 11
Capital in excess of par value 1,592,803
Accumulated other comprehensive (loss) income (987)
Accumulated deficit (1,361,030)
Total stockholders equity 230,797
Total liabilities and stockholders equity $ 648,093

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

Table of Contents

$

9

1,354,232

968
(1,264,547)

90,662

521,225



Edgar Filing: NEKTAR THERAPEUTICS - Form 10-Q

Table of Conten

NEKTAR THERAPEUTICS

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

(In thousands, except per share information)

(Unaudited)
Three months ended
September 30,
2011 2010
Revenue:
Product sales and royalties $ 10,222 $ 7,230
License, collaboration and other 16,846 30,695
Total revenue 27,068 37,925
Operating costs and expenses:
Cost of goods sold 5,038 6,245
Research and development 31,018 27,724
General and administrative 12,350 10,181
Total operating costs and expenses 48,406 44,150
Loss from operations (21,338) (6,225)
Non-operating income (expense):
Interest income 622 369
Interest expense (2,543) (2,826)
Other income (expense), net (717) 249
Total non-operating expense (2,638) (2,208)
Loss before provision for income taxes (23,976) (8,433)
Provision for income taxes 92 278
Net loss $ (24,068) $ (8,711)
Basic and diluted net loss per share $ (0.21) $ (0.09)
Weighted average shares outstanding used in computing basic and diluted net loss
per share 114,413 94,213

Nine months ended

September 30,
2011 2010
$ 26,023 $ 21,968
29,675 91,757
55,698 113,725
16,441 15,430
93,464 76,610
35,262 29,401
145,167 121,441
(89,469) (7,716)
1,583 1,225
(7,698) (8,686)
(599) 436
(6,714) (7,025)
(96,183) (14,741)
300 617
$ (96,483) $ (15,358)
$ (0.86) $ (0.16)
112,435 93,972

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

Table of Contents



Edgar Filing: NEKTAR THERAPEUTICS - Form 10-Q

Table of Conten

NEKTAR THERAPEUTICS

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

Cash flows from operating activities:
Net loss

(In thousands)

(Unaudited)

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

Depreciation and amortization
Stock-based compensation
Other non-cash transactions

Changes in operating assets and liabilities:

Accounts receivable
Inventory

Other assets

Accounts payable

Accrued compensation
Accrued expenses

Accrued clinical trial expenses
Deferred revenue

Other liabilities

Net cash used in operating activities

Cash flows from investing activities:
Purchases of investments

Sales of investments

Maturities of investments

Purchases of property and equipment

Net cash (used in) provided by investing activities

Cash flows from financing activities:

Payments of loan and capital lease obligations
Issuance of common stock, net of issuance costs

Net cash provided by financing activities
Effect of exchange rates on cash and cash equivalents

Net increase (decrease) in cash and cash equivalents
Cash and cash equivalents at beginning of period

Cash and cash equivalents at end of period

Nine months ended

September 30,
2011 2010
$ (96,483) $ (15,358)
11,424 12,499
14,501 12,716
967 (176)
12,188 (752)
(3,388) (4,989)
(1,750) 1
(4,200) 1,755
2,508 500
6,238 4,090
1,468 (1,408)
(12,320) (83,107)
(2,681) (2,049)
(71,528) (76,278)
(627,529) (315,160)
218,660 10,290
290,810 360,906
(8,294) (22,160)
(126,353) 33,876
(1,431) (1,119)
224,072 7,142
222,641 6,023
493 (312)
25,253 (36,691)
17,755 49,597
$ 43,008 $ 12,906

The accompanying notes are an integral part of these unaudited condensed consolidated financial statements.
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NEKTAR THERAPEUTICS
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
September 30, 2011
(Unaudited)
Note 1 Organization and Summary of Significant Accounting Policies
Organization

We are a clinical-stage biopharmaceutical company headquartered in San Francisco, California and incorporated in Delaware. We are
developing a pipeline of drug candidates that utilize our PEGylation and advanced polymer conjugate technology platforms designed to improve
the benefits of drugs for patients.

Our development activities have required significant resources to date and are expected to continue to require significant resources. As a result,
we expect to continue to incur substantial losses and negative cash flows from operations in the future. Historically, we have financed our
operations primarily through cash from licensing, collaboration and manufacturing agreements and public and private placements of debt and
equity securities. At September 30, 2011, we had approximately $458.0 million in cash, cash equivalents, and investments in marketable
securities and $239.8 million in indebtedness, including $215.0 million in outstanding convertible subordinated notes due September 2012. We
are exploring a number of alternatives to provide for the repayment of the convertible notes.

Basis of Presentation and Principles of Consolidation

Our consolidated financial statements include the financial position, results of operations and cash flows of our wholly-owned subsidiaries:
Nektar Therapeutics (India) Private Limited (Nektar India) and Nektar Therapeutics UK Limited and Aerogen, Inc. All intercompany accounts
and transactions have been eliminated in consolidation. On December 2, 2010, we completed the dissolution of Aerogen, Inc. and all remaining
assets were transferred to Nektar Therapeutics.

We prepared our Condensed Consolidated Financial Statements following the requirements of the Securities and Exchange Commission (SEC)
for interim reporting. As permitted under those rules, certain footnotes or other financial information that are normally required by U.S.
generally accepted accounting principles (GAAP) for annual periods can be condensed or omitted. In the opinion of management, these financial
statements include all normal and recurring adjustments that we consider necessary for the fair presentation of our financial position and
operating results.

Our Condensed Consolidated Financial Statements are denominated in U.S. dollars. Accordingly, changes in exchange rates between the
applicable foreign currency and the U.S. dollar will affect the translation of each foreign subsidiary s financial results into U.S. dollars for
purposes of reporting our consolidated financial results. Translation gains and losses are included in accumulated other comprehensive income
in the stockholders equity section of the Condensed Consolidated Balance Sheets. To date, such cumulative currency translation adjustments
have not been material to our consolidated financial position.

Revenue, expenses, assets, and liabilities can vary during each quarter of the year. The results and trends in these interim Condensed
Consolidated Financial Statements may not be indicative of the results to be expected for the full year or any other periods.

The accompanying Condensed Consolidated Balance Sheet as of September 30, 2011, the Condensed Consolidated Statements of Operations for
the three and nine months ended September 30, 2011 and 2010, and the Condensed Consolidated Statements of Cash Flows for the nine months
ended September 30, 2011 and 2010 are unaudited. The Condensed Consolidated Balance Sheet data as of December 31, 2010 was derived from
the audited consolidated financial statements which are included in our Annual Report on Form 10-K filed with the SEC on March 1, 2011. The
information included in this quarterly report on Form 10-Q should be read in conjunction with the consolidated financial statements and the
accompanying notes to those financial statements included in our Annual Report on Form 10-K for the year ended December 31, 2010.

Use of Estimates

The preparation of financial statements in conformity with U.S. GAAP requires management to make estimates and assumptions
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that affect the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial statements
and the reported amounts of revenue and expenses during the reporting period. Actual results could differ materially from these estimates. On an
ongoing basis, we evaluate our estimates, including those related to deferred revenue recognition periods, inventories, the impairment of
investments and long-lived assets, contingencies, stock-based compensation, and litigation, amongst others. We base our estimates on historical
experience and on other assumptions that management believes are reasonable under the circumstances. These estimates form the basis for
making judgments about the carrying values of assets and liabilities when these values are not readily apparent from other sources.

Reclassifications

Certain items previously reported in specific financial statement captions have been reclassified to conform to the current period presentation.
Such reclassifications do not impact previously reported revenue, operating loss or net loss or total assets, liabilities or stockholders equity.

Segment Information

We operate in one business segment which focuses on applying our technology platforms to improve the performance of established and novel
medicines. We operate in one segment because our business offerings have similar economics and other characteristics, including the nature of
products and manufacturing processes, types of customers, distribution methods and regulatory environment. We are comprehensively managed
as one business segment by our Chief Executive Officer and his management team.

Significant Concentrations

Our customers are primarily pharmaceutical and biotechnology companies that are located in the U.S. and Europe. Our accounts receivable
balance contains billed and unbilled trade receivables from product sales, royalties, and other amounts due under collaborative research,
development and commercialization agreements. We provide for an allowance for doubtful accounts by reserving for specifically identified
doubtful accounts. We generally do not require collateral from our customers. We regularly review our customers payment histories and
associated credit risk. We have not experienced significant credit losses from our accounts receivable and therefore recorded no allowance for
doubtful accounts at either September 30, 2011 or December 31, 2010.

We are dependent on our suppliers and contract manufacturers to provide raw materials, drugs and devices of appropriate quality and reliability
and to meet applicable regulatory requirements. In certain cases, we rely on single sources of supply. Consequently, in the event that supplies are
delayed or interrupted for any reason, our ability to develop and produce our products could be impaired, which could have a material adverse
effect on our business, financial condition and results of operations.

Revenue

We enter into license and manufacturing agreements and collaborative research, development and commercialization arrangements with
pharmaceutical and biotechnology partners that may involve multiple deliverables. Our arrangements may contain one or more of the following
elements: upfront fees, contract research and development, milestone payments, manufacturing and supply, royalties, and license fees. Each
deliverable in the arrangement is evaluated to determine whether it meets the criteria to be accounted for as a separate unit of accounting or
whether it should be combined with other deliverables. Revenue is recognized for each element.

On January 1, 2011, we adopted on a prospective basis Accounting Standards Update (ASU) 2009-13, which amends the criteria to identify
separate units of accounting within Subtopic 605-25, Revenue Recognition-Multiple-Element Arrangements. The adoption of the standard did
not impact our financial position or results of operations as of and for the three and nine months ended September 30, 2011 as we did not enter
into or materially modify any multiple-element arrangements during that period. However, the adoption of this standard may result in revenue
recognition patterns for future agreements that are materially different from those recognized for our existing multiple-element arrangements.

Product sales and royalties

Product sales are primarily derived from cost-plus and fixed price manufacturing and supply agreements with our collaboration partners and
revenue is recognized when there is persuasive evidence that an arrangement exists, delivery has occurred, the price is fixed or determinable, and
collection is reasonably assured. We have not experienced any significant returns from our customers.

Generally, we are entitled to royalties from our partners based on their net sales of approved drugs. We recognize royalty revenue when the cash
is received or when the royalty amount to be received is estimable and collection is reasonably assured.
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License, collaboration and other

Upfront fees received for license and collaborative agreements entered into prior to January 1, 2011 are recognized ratably over our expected
performance period under the arrangement. Management makes its best estimate of the period over which we expect to fulfill our performance
obligations, which may include technology transfer assistance, clinical development activities, and manufacturing activities from development
through the commercialization of the product. Given the uncertainties of these collaborative arrangements, significant judgment is required to
determine the duration of the performance period.

On January 1, 2011, we elected to prospectively adopt ASU 2010-17, Milestone Method of Revenue Recognition . Under the milestone method,
contingent consideration received from the achievement of a substantive milestone is recognized in its entirety in the period in which the
milestone is achieved, which we believe is more consistent with the substance of our performance under our various license and collaboration
agreements. A milestone is defined as an event (i) that can only be achieved based in whole or in part on either the entity s performance or on the
occurrence of a specific outcome resulting from the entity s performance, (ii) for which there is substantive uncertainty at the date the
arrangement is entered into that the event will be achieved, and (iii) that would result in additional payments being due to the entity. A milestone
is substantive if the consideration earned from the achievement of the milestone is consistent with our performance required to achieve the
milestone or the increase in value to the collaboration resulting from our performance, relates solely to our past performance, and is reasonable
relative to all of the other deliverables and payments within the arrangement.

Our license and collaboration agreements with our partners provide for payments to us upon the achievement of development milestones, such
as the completion of clinical trials or regulatory submissions and approvals for drug candidates. As of January 1, 2011, our agreements with
partners included potential future payments for development milestones totaling approximately $183.8 million. In addition, we are entitled to
receive up to $235.0 million and $75.0 million of contingent payments related to NKTR-118 and NKTR-119, respectively, based on
development events to be pursued and completed solely by AstraZeneca. Given the challenges inherent in developing and obtaining approval for
pharmaceutical and biologic products, there was substantial uncertainty whether any such milestones would be achieved at the time these
licensing and collaboration agreements were entered into. In addition, we evaluated whether the development milestones met the remaining
criteria to be considered substantive. As a result of our analysis, we consider our development milestones to be substantive and, accordingly, we
expect to recognize as revenue future payments received from such milestones as each milestone is achieved. This policy election may result in
revenue recognition patterns for future milestones that are materially different from those recognized for milestones received prior to adoption.
During the three and nine months ended September 30, 2011, we achieved two development milestones totaling $4.5 million from two of our
collaboration agreements. Under the milestone method of revenue recognition, these substantive milestones were recognized in their entirety
upon achievement in the three months ended September 30, 2011, whereas under our previous milestone revenue recognition policy, we would
have recognized approximately $0.4 million related to such amounts during this period. As a result, in each of the three months and nine months
ended September 30, 2011, this change in accounting policy results in increased revenues and a corresponding decrease to net loss of
approximately $4.1 million and an increase of $0.04 per share.

Milestone payments received prior to January 1, 2011 have been deferred and are recognized as revenue ratably over the period of time from the
achievement of the milestone to our estimated date on which the next milestone will be achieved. Management makes its best estimate of the
period of time until the next milestone is expected to be reached. Final milestone payments were recorded and recognized upon achieving the
respective milestone. The Company will continue to recognize milestones payments received prior to January 1, 2011 in this manner. As of
September 30, 2011, deferred revenue from milestone payments received prior to January 1, 2011 is not significant.

Our license and collaboration agreements with certain partners also provide for contingent payments to us based solely upon the performance of
the respective partner. For such contingent amounts we expect to recognize the payments as revenue when earned under the applicable contract,
provided that collection is reasonably assured.

Our license and collaboration agreements with our partners also provide for payments to us upon the achievement of specified sales volumes of
approved drugs. We consider these payments to be similar to royalty payments and we will recognize such sales-based payments upon
achievement of such sales volumes, provided that collection is reasonably assured.

Income Taxes

We account for income taxes under the liability method, in which deferred tax assets and liabilities are determined based on
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differences between the financial reporting and tax reporting bases of assets and liabilities and are measured using enacted tax rates and laws that
are expected to be in effect when the differences are expected to reverse. Realization of deferred tax assets is dependent upon future earnings,
the timing and amount of which are uncertain. We record a valuation allowance against deferred tax assets to reduce their carrying value to an
amount that is more likely than not to be realized.

For the three months and nine months ended September 30, 2011 and 2010, we recorded an income tax provision for our Nektar India operations
at an effective tax rate of approximately 33% and 34%, respectively. The U.S. Federal deferred tax assets generated from our net operating
losses have been fully reserved as we believe it is not more likely than not that the benefit will be realized.

Note 2 Cash, Cash Equivalents, and Available-For-Sale Investments
Cash, cash equivalents, and available-for-sale investments are as follows (in thousands):

Estimated Fair Value at

September 30, December 31,
2011 2010
Cash and cash equivalents $ 43,008 $ 17,755
Short-term investments 223,479 298,177
Long-term investments 191,478
Total cash, cash equivalents, and available-for-sale investments $ 457,965 $ 315932

Our portfolio of cash, cash equivalents, and available-for-sale investments includes (in thousands):

Estimated Fair Value at

September 30, December 31,

2011 2010
Corporate notes and bonds $ 342,278 $ 190,527
U.S. corporate commercial paper 49,941 82,361
Obligations of U.S. government agencies 22,738 25,289
Cash and money market funds 43,008 17,755
Total cash, cash equivalents, and available-for-sale investments $ 457,965 $ 315,932

The following table summarizes our portfolio of available-for-sale investments reported as short-term and long-term investments by contractual
maturity (in thousands):

Estimated Fair Value at

September 30, December 31,
2011 2010
Less than one year $ 223,479 $ 298,177
Greater than one year but less than two years 191,478
Total available-for-sale investments $ 414,957 $ 298,177

We invest in liquid, high quality debt securities. Our investments in debt securities are subject to interest rate risk. To minimize the exposure due
to an adverse shift in interest rates, we invest in securities with maturities of two years or less and maintain a weighted average maturity of one
year or less. Investments in securities with maturities of less than one year are classified as short-term investments.

During the nine months ended September 30, 2011 and 2010, realized gains and losses from sales of available-for-sale securities were not
significant in each of the periods. The cost of securities sold is based on the specific identification method.

Gross unrealized gains and losses were not significant at September 30, 2011 and December 31, 2010. The gross unrealized losses were
primarily due to changes in interest rates on fixed income securities. Based on our available cash and our expected operating cash requirements,
we do not intend to sell these securities and it is more likely than not that we will not be required to sell these securities before we recover the

Table of Contents 15



Edgar Filing: NEKTAR THERAPEUTICS - Form 10-Q

amortized cost basis. Accordingly, we believe there are no other-than-temporary impairments on these securities and have not recorded a
provision for impairment.

We use a market approach to value our Level 2 investments as described in the table below. The disclosed fair value related to our investments is
based primarily on the reported fair values in our period-end brokerage statements. We independently validate these fair values using available
market quotes and other information.
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The following table represents the fair value hierarchy for our financial assets measured at fair value on a recurring basis as of September 30,
2011 and December 31, 2010 (in thousands):

Level 1 Level 2 Level 3 Total

As of September 30, 2011:

Money market funds $42,276 $ $ $ 42,276
U.S. corporate commercial paper 49,941 49,941
Corporate notes and bonds 342,278 342,278
Obligations of U.S. government agencies 22,738 22,738
Cash equivalents and available-for-sale investments $42,276 $414,957 $ $457,233
Cash 732
Cash, cash equivalents, and available-for-sale investments $ 457,965
As of December 31, 2010:

Money market funds $ 16,028 $ $ $ 16,028
U.S. corporate commercial paper 82,361 82,361
Corporate notes and bonds 190,527 190,527
Obligations of U.S. government agencies 25,289 25,289
Cash equivalents and available-for-sale investments $16,028 $ 298,177 $ $ 314,205
Cash 1,727
Cash, cash equivalents, and available-for-sale investments $315,932

Level 1 Quoted prices in active markets for identical assets or liabilities.

Level 2 Inputs other than Level 1 that are observable, either directly or indirectly, such as quoted prices for similar assets or liabilities;
quoted prices in markets that are not active; or other inputs that are observable or can be corroborated by observable market data for
substantially the full term of the assets or liabilities.

Level 3 Unobservable inputs that are supported by little or no market activity and that are significant to the fair value of the assets or
liabilities.
Note 3 Inventory

Inventory consists of the following (in thousands):

September 30, December 31,
2011 2010
Raw materials $ 9,305 $ 6,101
Work-in-process 1,349
Finished goods 1,165
Total $ 10,654 $ 7,266

Inventory is manufactured upon receipt of firm orders from our collaboration partners. Inventory includes direct materials, direct labor, and
manufacturing overhead and is determined on a first-in, first-out basis. Inventory is stated at the lower of cost or market and is net of reserves of
$3.2 million and $4.0 million as of September 30, 2011 and December 31, 2010, respectively. Reserves are determined using specific
identification plus an estimated reserve for potential defective or excess inventory based on historical experience or projected usage.

Note 4 Commitments and Contingencies
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Legal Matters

From time to time, we are involved in lawsuits, arbitrations, claims, investigations and proceedings, consisting of intellectual property,
commercial, employment and other matters, which arise in the ordinary course of business. We make provisions for liabilities when it is both
probable that a liability has been incurred and the amount of the loss can be reasonably estimated. Such provisions, if necessary, are reviewed at
least quarterly and adjusted to reflect the impact of settlement negotiations, judicial and administrative rulings, advice of legal counsel, and other
information and events pertaining to a particular case. Litigation is inherently unpredictable. If any unfavorable ruling were to occur in any

specific period, there exists the possibility of a material adverse impact on the results of operations of that period or on our cash flows and
liquidity.
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In October 2011, we entered into a settlement agreement with a third party in order to resolve a trade secret and breach of contract litigation
matter. While we believe the claims made in this litigation matter were without merit, we determined that it was in our best interests to settle this
matter to avoid the substantial cost and uncertainty of further litigation. The terms of this settlement included an upfront payment of $2.7 million
by us to the third party and a contingent payment of $3.0 million by us to the third party in the event that a certain drug candidate in our pipeline
receives the approval of the United States Food and Drug Administration. As of September 30, 2011, we have accrued the $2.7 million
settlement payment to general and administrative expense. However, we have not accrued any amounts related to the $3.0 million contingent
payment as that payment is contingent upon a future event that, given the challenges inherent in developing and obtaining approval for any early
stage drug candidate, is not considered by management to be probable at this time.

Indemnifications in Connection with Commercial Agreements

As part of our collaboration agreements with our partners related to the license, development, manufacture and supply of drugs based on our
proprietary technologies, we generally agree to defend, indemnify and hold harmless our partners from and against third party liabilities arising
out of the agreement, including product liability (with respect to our activities) and infringement of intellectual property to the extent the
intellectual property is developed by us and licensed to our partners. The term of these indemnification obligations is generally perpetual any
time after execution of the agreement. There is generally no limitation on the potential amount of future payments we could be required to make
under these indemnification obligations.

As part of our pulmonary asset sale to Novartis that was effective as of December 31, 2008, we and Novartis made representations and
warranties and entered into certain covenants and ancillary agreements which are supported by an indemnity obligation. In the event it were
determined that we breached certain of the representations and warranties or covenants and agreements made by us in the transaction documents,
we could incur an indemnification liability depending on the timing, nature, and amount of any such claims.

To date we have not incurred costs to defend lawsuits or settle claims related to these indemnification obligations. If any of our indemnification
obligations is triggered, we may incur substantial liabilities. Because the obligated amount under these agreements is not explicitly stated, the
overall maximum amount of any such obligations cannot be reasonably estimated. No liabilities have been recorded for these obligations on our
Condensed Consolidated Balance Sheets at either September 30, 2011 or December 31, 2010.

Note 5 Stockholders Equity

On January 24, 2011, we completed the issuance and sale of 19,000,000 shares of our common stock for gross proceeds to the Company of
approximately $220.4 million. Additionally, we incurred approximately $0.6 million in legal and accounting fees, filing fees, and other offering
expenses.

Note 6 License and Collaboration Agreements

We have entered into various license and manufacturing agreements and collaborative research, development and commercialization agreements
with pharmaceutical and biotechnology companies. Under these arrangements, we are entitled to receive license fees, upfront payments,
milestone payments when and if certain development or regulatory milestones are achieved, royalties, sales milestones when and if certain
annual sales levels are achieved, payment for the manufacture and supply of certain drug materials, and/or reimbursement for research and
development activities. All of our research, development and commercialization agreements are generally cancelable by our partners without
significant financial penalty. Our costs of performing these services are included in research and development expense in the accompanying
Condensed Consolidated Statements of Operations.

In accordance with these agreements, we recorded license, collaboration and other revenue as follows (in thousands):

Three months ended Nine months ended
September 30, September 30,
Partner Drug or Drug Candidate 2011 2010 2011 2010
F. Hoffmann- LaRoche PEGASYS® $ 1,283 $ 1,283 $ 3,849 $ 3,849
Amgen, Inc. Neulasta® 1,250 3,750
AstraZeneca AB NKTR-118 and NKTR-119 1,395 26,788 2,481 80,094
Bayer Healthcare LLC BAY41-6551 (Amikacin 750 818 2,250 2,523
Inhale)

Other 12,168 1,806 17,345 5,291

Table of Contents 19



Edgar Filing: NEKTAR THERAPEUTICS - Form 10-Q

License, collaboration, and other revenue

Table of Contents

12

$ 16,846

$ 30,695

$ 29,675

$91,757

20



Edgar Filing: NEKTAR THERAPEUTICS - Form 10-Q

Table of Conten
F. Hoffmann-LaRoche Ltd and Hoffmann-LaRoche Inc.
PEGASYS®

In February 1997, we entered into a license, manufacturing and supply agreement with F. Hoffmann-La Roche Ltd and Hoffmann-La Roche Inc.
(Roche), under which we granted Roche a worldwide, exclusive license to use certain PEGylation materials in the manufacture of PEGASYS.
As a result of Roche exercising a license extension option in December 2009, Roche has the right to manufacture all of its requirements for our
proprietary PEGylation materials for PEGASYS and we will perform additional manufacturing, if any, only on an as-requested basis. In
connection with Roche s exercise of the license option extension in December 2009, we received a payment of $31.0 million. As of

September 30, 2011, we have deferred revenue of approximately $21.8 million related to this agreement, which we expect to amortize through
December 2015, the period through which we are required to provide back-up manufacturing and supply services on an as-requested basis.

Amgen, Inc.
Neulasta®

On October 29, 2010, we amended and restated an existing supply and license agreement by entering into a supply, dedicated suite and
manufacturing guarantee agreement (the amended and restated agreement) and a license agreement with Amgen Inc. and Amgen Manufacturing,
Limited (together referred to as Amgen). Under the terms of the amended and restated agreement, we guarantee the manufacture and supply of
our proprietary PEGylation materials (Polymer Materials) to Amgen in an existing manufacturing suite to be used exclusively for the
manufacture of Polymer Materials for Amgen (the Manufacturing Suite) in our manufacturing facility in Huntsville, Alabama (Facility). This
supply arrangement is on a non-exclusive basis (other than the use of the Manufacturing Suite and certain equipment) whereby Nektar is free to
manufacture and supply the Polymer Materials to any other third party and Amgen is free to procure the Polymer Materials from any other third
party. Under the terms of the amended and restated agreement, we received a $50.0 million payment in the fourth quarter of 2010 in return for
our guaranteeing the supply of certain quantities of Polymer Materials to Amgen including without limitation the Additional Rights described
below and manufacturing fees that are calculated based on fixed and variable components applicable to the Polymer Materials ordered by
Amgen and delivered by us. Amgen has no minimum purchase commitments. If quantities of the Polymer Materials ordered by Amgen exceed
specified quantities, significant additional payments become payable to us in return for our guaranteeing the supply of additional quantities of
the Polymer Materials.

The term of the amended and restated agreement ends on October 29, 2020. In the event we become subject to a bankruptcy or insolvency
proceeding, we cease to own or control the Facility, we fail to manufacture and supply or certain other events, Amgen or its designated third
party will have the right to elect, among certain other options, to take title to the dedicated equipment and access the Facility to operate the
Manufacturing Suite solely for the purpose of manufacturing the Polymer Materials (the Additional Rights). Amgen may terminate the amended
and restated agreement for convenience or due to an uncured material default by us.

As of September 30, 2011, we have deferred revenue of approximately $45.4 million related to this agreement, which we expect to amortize
through October 2020, the estimated end of our obligations under the amended and restated agreement.

Bayer Healthcare LLC
BAY41-6551 (Amikacin Inhale)

On August 1, 2007, we entered into a co-development, license and co-promotion agreement with Bayer Healthcare LLC (Bayer) to develop a
specially-formulated inhaled Amikacin. We are responsible for development and manufacturing and supply of the nebulizer device included in
the Amikacin product. Bayer is responsible for most future clinical development and commercialization costs, all activities to support worldwide
regulatory filings, approvals and related activities, further development of Amikacin Inhale and final product packaging and distribution. We
received an upfront payment of $40.0 million in 2007 and performance milestone payments of $20.0 million, of which $10.0 million will be
used to reimburse Bayer for Phase 3 clinical trial costs. We are entitled to up to $60.0 million of development milestones upon achievement of
certain development objectives, sales milestones upon achievement of annual sales targets, and royalties based on annual worldwide net sales of
Amikacin Inhale. As of September 30, 2011, we have deferred revenue of approximately $28.1 million related to this agreement, which we
expect to amortize through July 2021, the estimated end of our obligations under this agreement.

13
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AstraZeneca AB
NKTR-118 and NKTR-119

On September 20, 2009, we entered into a License Agreement with AstraZeneca AB, a Swedish corporation (AstraZeneca), under which we
granted AstraZeneca a worldwide, exclusive, perpetual, royalty-bearing, and sublicensable license under our patents and other intellectual
property to develop, market, sell and otherwise commercially exploit NKTR-118 and NKTR-119. AstraZeneca is responsible for all costs
associated with research, development and commercialization and will control drug development and commercialization decisions for
NKTR-118 and NKTR-119. Under the terms of the agreement, AstraZeneca paid us an upfront payment of $125.0 million, which we received in
the fourth quarter of 2009. As of December 31, 2010, we completed our obligations under the license agreement and related manufacturing
technology transfer agreement. The upfront payment was amortized over approximately 15 months beginning in October 2009 in accordance
with our performance obligation period and was fully recognized as of December 31, 2010. We are entitled to receive up to $235.0 million and
$75.0 million of contingent payments related to NKTR-118 and NKTR-119, respectively, based on development and commercial events to be
pursued and completed solely by AstraZeneca. We are also entitled to sales milestones and royalties based on annual worldwide net sales of
NTKR-118 and NKTR-119 products.

Other

In addition to the revenues recognized from the collaboration agreements discussed above, during the three months and nine months ended
September 30, 2011, we recorded license, collaboration and other revenue of approximately $12.2 million and $17.3 million, which primarily
consisted of the following license and development milestone revenues.

In September 2011, we entered into a license agreement with a third party under which we granted a worldwide, exclusive, and sublicensable
license under certain of our patents and other intellectual property for a limited field that is unrelated to any of the therapeutic areas where we or
our existing collaboration partners are currently developing drug candidates. Under the terms of the agreement, we are due total license fee
payments of $10 million, of which $5.0 million was receivable at September 30, 2011 and collected in October 2011. We are due the remaining
license fee payments of $3.0 million and $2.0 million in 2013 and 2015, respectively. We completed our contractual performance obligations
upon the execution of the agreement and recognized the initial $5.0 million payment into revenue in the three months ended September 30,
2011.

During the three months ended September 30, 2011, we achieved two development milestones totaling $4.5 million from two of our
collaboration agreements. Under our milestone method revenue recognition policy, these substantive milestones were recognized in their entirety
upon achievement.

Note 7 Stock-Based Compensation
Total stock-based compensation expense was recognized in our Condensed Consolidated Financial Statements as follows (in thousands):

Three months

ended Nine months ended
September 30, September 30,
2011 2010 2011 2010
Cost of goods sold $ 295 $ 258 $ 957 $ 693
Research and development expense 2,020 1,967 6,109 5,268
General and administrative expense 2,504 2,386 7,435 6,755
Total stock-based compensation $4,819 $4,611 $ 14,501 $12,716

During the three months ended September 30, 2011 and 2010, we granted 331,480 and 560,320 stock options, respectively. The weighted
average grant-date fair value of options granted during the three months ended September 30, 2011 and 2010 was $2.79 per share and $6.75 per
share, respectively.

During the nine months ended September 30, 2011 and 2010, we granted 2,723,445 and 5,035,475 stock options, respectively. The weighted
average grant-date fair value of options granted during the nine months ended September 30, 2011 and 2010 was $5.30 per share and $6.24 per
share, respectively.
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As a result of stock issuances under our equity compensation plans, during the three months ended September 30, 2011 and 2010, we issued
121,705 and 142,257 common shares, respectively, and during the nine months ended September 30, 2011 and 2010, we issued 909,181 and
992,680 common shares, respectively.

Note 8 Net Loss Per Share

Basic net loss per share is calculated based on the weighted-average number of common shares outstanding during the periods presented. For all
periods presented in the accompanying Condensed Consolidated Statements of Operations, the net loss available to common stockholders is
equal to the reported net loss. Basic and diluted net loss per share are the same due to our historical net losses and the requirement to exclude
potentially dilutive securities which would have an anti-dilutive effect on net loss per share. The weighted average of these potentially dilutive
securities has been excluded from the diluted net loss per share calculation and is as follows (in thousands):

Three months ended Nine months ended
September 30, September 30,
2011 2010 2011 2010
Convertible subordinated notes 9,989 9,989 9,989 9,989
Stock options 14,471 9,142 11,423 9,273
Total 24,460 19,131 21,412 19,262
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Item 2. Management s Discussion and Analysis of Financial Condition and Results of Operations

The following discussion contains forward-looking statements that involve risks and uncertainties. Our actual results could differ materially
from those discussed here. Factors that could cause or contribute to such differences include, but are not limited to, those discussed in this
section as well as factors described in  Part II, Item 1A-Risk Factors.

Overview
Strategic Direction of Our Business

We are a clinical-stage biopharmaceutical company developing a pipeline of drug candidates that utilize our PEGylation and advanced polymer
conjugate technology platforms, which are designed to improve the benefits of drugs for patients. Our current pipeline is comprised of drug
candidates across a number of therapeutic areas, including oncology, pain, anti-infectives, anti-viral and immunology. Our research and
development activities involve small molecule drugs, peptides and other potential biologic drug candidates. We create our innovative drug
candidates by using our proprietary PEGylation and advanced polymer conjugate technologies and expertise to modify the chemical structure of
drugs to create new molecular entities. Polymer chemistry is a science focused on the synthesis or bonding of polymer architectures with drug
molecules to alter the properties of the molecule when it is bonded with polymers. Additionally, we may utilize established pharmacologic
targets to engineer a new drug candidate relying on a combination of the known properties of these targets and our proprietary polymer
chemistry technology and expertise. Our drug candidates are designed to improve the pharmacokinetics, pharmacodynamics, half-life,
bioavailability, metabolism or distribution of drugs in order to increase the overall benefits and use of a drug for the patient. Our objective is to
apply our PEGylation and advanced polymer conjugate technology platforms to create new drugs in multiple therapeutic areas.

We have a number of existing license and collaboration agreements with third parties in which we have an economic interest and which could
have a material impact on our business, results of operations and financial condition. In particular, the future clinical and commercial success or
failure of our collaborations, described below, with AstraZeneca AB for NKTR-118 and NKTR-119 and Bayer Healthcare LLC (Bayer) for
BAY41-6551 (Amikacin Inhale) will have a material impact on our business and financial condition over the next several years. In addition, the
amount of revenue that we derive from UCB s CIMZI&, Roche s MIRCERA&, Map s Levadex and Affymax s peginesatide, among other of our
collaboration agreements, could together have a material impact on our business, financial results and cash position. Because drug development
and commercialization is subject to numerous risks and uncertainties, there is a substantial risk that our future revenue from one or more of these
agreements will be less than our projections.

Our most advanced proprietary product candidate, NKTR-118 (oral PEG-naloxol), is a peripheral opioid antagonist that is currently being
evaluated for the treatment of opioid-induced constipation. We are a party to an exclusive worldwide license agreement with AstraZeneca for the
global development and commercialization of NKTR-118 and NKTR-119. NKTR-119 is an early stage research and development program that
is designed to combine various opioids with NKTR-118. On March 15, 2011, AstraZeneca announced enrollment of the first patient in the Phase
3 clinical study for NKTR-118. This Phase 3 clinical program is designed to investigate the safety and efficacy of NKTR-118 as a medicine to
relieve opioid-induced constipation, a common side effect of prescription opioids when used for chronic pain management.

We have a collaboration with Bayer for Amikacin Inhale, an inhaled solution of amikacin, an aminoglycoside antibiotic, that has completed
Phase 2 development. Preparations for a Phase 3 clinical study, which we currently expect to start in the second half of 2012, are continuing. The
program is significantly behind schedule due to our plan with Bayer to finalize the design of the nebulizer device for commercial manufacturing
prior to initiating Phase 3 clinical development, with the objective of commencing Phase 3 clinical trials as soon as possible following
completion of this work.

We continue to make substantial investments in our drug candidate pipeline from early stage discovery research through clinical development.
We continue to advance Phase 2 clinical trials for NKTR-102 (topoisomerase I inhibitor-polymer conjugate) in metastatic breast cancer,
platinum resistant/refractory ovarian cancer and metastatic colorectal cancer. The Phase 2 clinical trial for metastatic breast cancer was fully
enrolled in 2010, with patients continuing in the study into 2011. In June 2010, we expanded the Phase 2 clinical trial in platinum
resistant/refractory ovarian cancer by 50 patients and, in March 2011, we announced that we expanded the clinical study in platinum
resistant/refractory ovarian cancer by up to 60 additional patients. Ovarian cancer patients eligible for our Phase 2 expansion study are required
to have received prior Doxil® therapy. Due to an ongoing supply shortage of Doxil®, we anticipate future enrollment in this study to be very
limited. On November 2, 2011, we announced that we would start compiling, reviewing and analyzing the data from the patients enrolled in the
study to date. Following our review and analysis of the data, we will determine our future regulatory and development options for NKTR-102 in
ovarian cancer. The Phase 2 clinical study in metastatic colorectal cancer patients is still enrolling. Enrollment in the colorectal cancer study has
been challenging due to the fact that the comparator arm of this study, single-agent irinotecan, is not the standard of care for second line
metastatic colorectal therapy in the United States or Europe.

Table of Contents 25



Table of Contents

Edgar Filing: NEKTAR THERAPEUTICS - Form 10-Q

16

26



Edgar Filing: NEKTAR THERAPEUTICS - Form 10-Q

Table of Conten

We expect to start a Phase 3 clinical study for NKTR-102 in metastatic breast cancer prior to the end of 2011. In platinum resistant/refractory
ovarian cancer, we also plan to evaluate NKTR-102 in combination with DOXIL® in a Phase 1 clinical study in 2012 as well as continue to
develop plans for a potential Phase 3 clinical study in this indication. The size, scope and timing of our investment in comparative Phase 3
clinical studies in platinum resistant/refractory ovarian cancer will depend upon a number of important variables, including our evaluation of the
expanded Phase 2 study results, discussions with health authorities and key opinion leaders, evolving regulatory standards and requirements, the
estimated cost of these studies, and our prioritization of research and development opportunities. We anticipate our Phase 3 development plans
for NKTR-102 to require substantial investment over the next several years.

Our focus on research and clinical development requires substantial investments that continue to increase as we advance each drug candidate
through each phase of the development cycle. In addition to advancing our proprietary programs that are currently in clinical development, we
are committed to continuing to make significant investments to advance new opportunities from our earlier stage research discovery pipeline.
For example, we started a Phase 1 clinical study for NKTR-181 on March 21, 2011 and on September 8, 2011, we initiated a second Phase 1
clinical study for this drug candidate. While we believe that our substantial investment in research and development has the potential to create
significant value if one or more of our drug candidates demonstrates positive clinical results and/or receives regulatory approval in one or more
major markets, drug research and development is an inherently uncertain process and there is a high risk of failure at every stage prior to
approval and the timing and outcome of clinical trial results is extremely difficult to predict. In addition, we continually prioritize our programs.
For example, as a result of prioritization of our drug candidate pipeline opportunities, we do not currently intend to advance NKTR-105
(PEGylated docetaxel) into Phase 2 clinical studies. Clinical development successes and failures can have a disproportionate positive or negative
impact on our scientific and medical prospects, financial prospects, financial condition, and market value.

Historically, we have entered into a number of license and supply contracts under which we manufactured and supplied our proprietary
PEGylation reagents on a cost-plus or fixed price basis. Our current strategy is to manufacture and supply PEGylation reagents to support our
proprietary drug candidates or our third party collaborators where we have a strategic development and commercialization relationship or where
we derive substantial economic benefit. As a result, whenever possible, we are renegotiating or not seeking renewal of legacy manufacturing
supply arrangements that do not include a strategic development or commercialization component. For example, in October 2010, we entered
into a supply, dedicated suite and manufacturing guarantee agreement with Amgen Inc. and Amgen Manufacturing, Limited, which has
significantly amended economic and other terms in the non-exclusive supply and license agreement we previously entered into with Amgen in
1995. In addition, in December 2010, we entered into an amended manufacturing and supply agreement with Merck (through its acquisition of
Schering-Plough Corporation) to provide for transfer to an alternative manufacturer and revised economics for an interim supply arrangement
until that transition is completed.

Key Developments and Trends in Liquidity and Capital Resources

On January 24, 2011, we completed a public offering of our common stock with gross proceeds of approximately $220.4 million. As part of the
public offering, we incurred approximately $0.6 million in legal and accounting fees, filing fees, and other offering expenses. At September 30,
2011, we had approximately $458.0 million in cash, cash equivalents, and investments in marketable securities and $239.8 million in
indebtedness. We have $215.0 million in outstanding convertible subordinated notes due September 2012. We have no material credit facility or
other material committed sources of capital. We expect the Phase 3 clinical studies of NKTR-102 to require significant resources as we
anticipate bearing a majority or all of the development costs for that drug candidate. We do not currently have sufficient resources to fund our
current research and development plans and repay these convertible notes. We are exploring a number of alternatives to provide for the
repayment of the convertible notes.

Historically, we have financed our operations primarily through cash from licensing, collaboration and manufacturing agreements and public
and private placements of debt and equity securities. While in the past we have received a number of significant payments from license and
collaboration agreements and other significant transactions, we do not currently anticipate completing new transactions with substantial upfront
payments in the near future. In addition, we have substantial debt in the form of our outstanding convertible subordinated notes. Our substantial
debt, the market price of our securities, and the general economic climate, among other factors, could have material consequences for our
financial condition and could affect our sources of short-term and long-term funding. Our ability to meet our ongoing operating expenses and
repay our outstanding indebtedness is dependent upon our and our partners ability to successfully complete clinical development of, obtain
regulatory approvals for and successfully commercialize drug candidates. Even if we or our partners are successful, we may require additional
capital to continue to fund our operations and repay our debt obligations as they become due. There can be no assurance that additional funds, if
and when required, will be available to us on favorable terms, if at all.
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Results of Operations

Three Months and Nine Months Ended September 30, 2011 and 2010

Revenue (in thousands, except percentages)

Three Three
months months Percentage
ended ended Increase / Increase /
September 30, September 30, (Decrease) (Decrease)
2011 2010 2011 vs. 2010 2011 vs. 2010
Product sales and royalties $ 10,222 $ 7,230 $ 2,992 41%
License, collaboration and other 16,846 30,695 (13,849) (45)%
Total revenue $ 27,068 $ 37925 $ (10,857) 29)%
Nine months Nine months Percentage
ended ended Increase / Increase /
September 30, September 30, (Decrease) (Decrease)
2011 2010 2011 vs. 2010 2011 vs. 2010
Product sales and royalties $ 26,023 $ 21,968 $ 4,055 18%
License, collaboration and other 29,675 91,757 (62,082) (68)%
Total revenue $ 55,698 $ 113,725 $ (58,027) B1)%

Our revenue is derived from our collaboration agreements, under which we may receive product sales revenue, royalties, license fees, milestone
payments or contract research payments. Revenue is recognized when there is persuasive evidence that an arrangement exists, delivery has
occurred, the price is fixed or determinable, and collection is reasonably assured. Upfront fees received for license and collaborative agreements
are recognized ratably over our expected performance period under the arrangement. As a result, there may be significant variations in the
timing of receipt of cash payments and our recognition of revenue. Management makes its best estimate of the period over which we expect to
fulfill our performance obligations. Given the uncertainties in research and development collaborations, significant judgment is required by
management to determine the performance periods.

Product Sales and Royalties

Product sales include cost-plus and fixed price manufacturing and supply agreements with our collaboration partners. We also receive royalty
revenue from certain of our collaboration partners based on their net sales of approved products.

Product sales and royalties in the three months and nine months ended September 30, 2011 increased compared to the three and nine months
ended September 30, 2010 as a result of increased product sales volume and increased royalties. The timing of product shipments is based on the
demand and requirements of our collaboration partners and is generally not ratable throughout the year.

License, Collaboration and Other

License, collaboration and other revenue includes amortization of upfront payments and milestone payments received in connection with our
license and collaboration agreements and reimbursed research and development expenses. The level of license, collaboration and other revenue
depends in part upon the estimated amortization period of the upfront payments, the achievement of milestones, the continuation of existing
collaborations, the amount of reimbursed research and development work, and the signing of new collaboration agreements, if any.
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For the three months and nine months ended September 30, 2011, the decrease in license, collaboration and other revenue compared to the three
months and nine months ended September 30, 2010 is primarily attributable to the complete amortization as of December 31, 2010 of the $125.0
million upfront payment received in